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FROM THE EDITORS

For many years the future of industrial regions in Europe has been in
the focus of research and numerous discussions. The difficult process of
economic restructuring was undertaken in many countries as long as 30
years ago. In Central and Eastern Europe the inefficiency of economy
became particularly clear only at the beginning of the ‘90s in the proc-
ess of system transformations. The effectiveness of the recovery process
varies from country to country depending on the depth and the conse-
quence of undertaken reforms. Nonetheless, one of the biggest chal-
lenges faced by all countries is the restructuring of heavy industry and
the overcoming of economic recession in regions with large concentra-
tion of mines, steelworks, shipyards etc.

The main aim of the Polish-Ukrainian-German (and, what will also
be the French) project ,,The Future of Old Industrial Regions in
Europe” is to exchange information on specific problems and respec-
tive organisational, legal and technical solutions as well as to initiate
international co-operation between regions. The first stage of this long-
term co-operation programme is a research project focusing on dilem-
mas pertaining to the restructuring and development of the Ukrainian
Donbas region and of Polish Upper Silesia. The role of the project
leader and co-ordinator in Poland will be assumed by the Polish Foun-
dation for Economic Education and, on the Ukrainian side, the Renais-
sance Foundation (,,Widrodzennia”). However, this project could only
be undertaken thanks to significant involvement and financial support
of the Friedrich Ebert Foundation (its Office in Silesia and Representa-
tive Office in Kiev). This book presents the results of research, analy-
ses, and discussions of Polish and Ukrainian scholars, experts and po-
litical decision-makers. An important and noteworthy fruit of the first



phase of the project is the active involvement of the representatives of
local governments and local circles of Silesia and Donbas. The persons
involved have already undertaken measures to establish specific long-
term co-operation between the local governments.

Another interesting outcome of the project has been the application
of the results of studies, experiences and regional development pro-
gramming instruments previously used in North Rhine-Westphalia and
successfully applied in Upper Silesia (a joint German-Polish local de-
velopment project implemented by the Friedrich Ebert Foundation with
the assistance of experts from the Foundation for Economic Education).

The outcome of the research phase of the project has been used to
prepare a long-term cross-regional co-operation programme with the
participation of four important ,,0ld European industrial regions: Up-
per Silesia, North Rhine—Westphalia, Nord—Pas de Calais and Donbas.
We believe that this important initiative will be of benefit to all partici-
pants and will serve as an example of co-operation on a truly European
scale.

Witold Sartorius, Viatcheslav Koval

THE FUTURE OF OLD INDUSTRIAL REGIONS IN EUROPE

INTRODUCTION

This collection of essays is the fruit of the first stage of a Polish-
Ukrainian research and consulting programme entitled:

» The Future of Old Industrial Regions”

Commissioned by Warsaw’s Stefan Batory Foundation, the first ver-
sion of the project plan was developed by the end of 1996 and at the be-
ginning of 1997 by Ms. Barbara Gaciarz and me. The project was the
outcome of a seminar held at the end of November 1996 in Warsaw,
attended by a group of experts and researchers co—operating with the
Donetsk Branch of the International Renaissance Foundation (., Wi-
drodzennia”) and by Polish researchers and experts from Upper Silesia
and Warsaw. The original version of the project plan was reviewed and
discussed with the management and the experts from the Foundation Sfor
Economic Education in Warsaw and from the Friedrich Ebert Founda-
tion (their Silesian and Kiev Offices). As a result of these efforts we
have come up with the ultimate version of the project which takes into
account the expectations of all the parties involved. By the end of the
first quarter of 1997 the project was accepted for implementation by the
Foundation for Economic Education and the International Renaissance
Foundation (, Widrodzennie”) of Donetsk and with the financial sup-
port of the Stefan Batory Foundation and the F. Ebert Foundation.

The research areas for Phase I of the project were defined in detail in
the second half of April 1997 when the Polish and the Ukrainian experts
started their research in selected towns and cities of the Donetsk Re-
gion. The representatives of the Polish team — 6 sociologists commis-
sioned by the Foundation for Economic Education under my leadership
— and the co-ordinators from the Ukrainian side, i.e. Alexandr Lyakh
and Yevgieniy Kopat’ko formulated a number of research plans and
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Introduction

qualitative studies, and one qualitative research plan (the latter focused
on households in the Donbas mining areas).

On the Ukrainian side, the research and on—desk work was per-
formed by 13 researchers and experts affiliated with the Donetsk branch
of the International Renaissance Foundation (,, Widrodzennia”). On—
location research was conducted by the end of April and in May and its
results were processed by the autumn of 1997. The findings were pre-
sented during a seminar held in Gliwice in the Silesian office of the F.
Ebert Foundation on 17+19 November 1997.

As is immediately evident, the duration of the implementation of the
project entitled ,,The Future of Old Industrial Regions” was very
short. The main fruit of the project is this collection of essays. Before
inviting readers to perusal, I wish to draw attention to a few issues.

Although our approach to the problems faced by the Donetsk Region
focused on a number of aspects and issues, it is far from being compre-
hensive due to the shortage of resources and time available for on-
location and on—desk research. Nonetheless, a careful reader of this
volume will find here information and reflections on quite a broad
spectrum of issues.

The first two essays (4. Lyakh; A. Lyakh and Y. Tkachenko) present
a macroeconomic approach to the Donetsk Region, in particular, to the
national economic and political environment of the processes this spe-
cial region is going through.

The next three studies (Y. Kopatko and V. Korshunov,
A. Mokrzyszewski, W. Parkow) present, unfortunately in a very abbrevi-
ated version, the outcome of the aforementioned qualitative research on
the living conditions of 600 families in a dozen locations in the Donetsk
Region. The essays present information on the internal and external
household infrastructure, family budgets, evaluation of working and
living conditions etc. I believe there are not many studies of this type
presenting the living conditions of post-Soviet republics.

Some of the next few essays make an attempt to diagnose the proc-
esses and effects of the transformation of a sample of former state-
owned enterprises of the Donetsk Region (essays by: L. Lohacheva,
O. Ivashechkina and Barbara Gaciarz, Wiodzimierz Parkow). Others
analyse different phenomena connected with the emergence of a re-
gional labour market, a new employment system, escalation of unem-
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ployment, growth of small business, performance of the social care
system and the regional social infrastructure (texts by V. Koval,
A. Lyakh, V. Laschenko, and H. Tolmatcheva and I, Novak).

The last group of essays (S. vanow, A. Makarskiy and Y. Pamazan,
J. Hoser, W. Gérecki, J. Diatlowicki) analyses different aspects of the
regional educational, vocational and retraining systems and presents the
related processes against the background of similar processes in other
countries (Poland and western countries). On the other hand the essays
present the issues related to broadly-understood information and com-
munication as an important factor of regional transformation. I wish to
attract your special attention to the text by J. Diatlowicki, which ends
this book. It describes in a very interesting way the problems related to
the perception and definition of regional (and other) transformation
processes and problems in post-communist countries.

The organising principle applied in this collection was, where possi-
ble, to place the essays written by Polish authors after studies prepared
by their Ukrainian counterparts. The texts written by Polish sociologists
are in a way commentaries on the works of their Ukrainian colleagues
whose knowledge of their country and region is, for obvious reasons,
incomparably better. In applying such an approach we have tried to ini-
tiate a dialogue between the Ukrainian and the Polish researchers,

The short time we had to prepare this collection of essays did not
allow us to edit this volume as carefully as would have liked.

Therefore, as we invite you to read this collection, we apologise for
any editorial errors that may interfere with its perusal.

W. Parkow
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THE FUTURE OF OLD INDUSTRIAL REGIONS IN EUROPE

Alexandr Lyakh

THE ECONOMIC, SOCIAL AND POLITICAL
SITUATION IN THE DONBAS REGION
AND THE AIMS OF THE NATIONAL POLICY

The lack of necessary institutional changes and consistent national structural
policy makes Ukraine’s transition economy based on Soviet material and tech-
nical foundations keep falling back into the patterns of the old system, and this
leads to deformations affecting market transformations.

In the development of the general principles of the operation of the Ukrainian
economy one can discern region—specific characteristics of social and economic
development resulting from the structure of the regional economy and the relative
ability of different regional economic systems to adjust to current macroeconomic
policies. These specific characteristics refer also to old industrial regions such as
the Donetsk Region, which comprises two districts: Donetsk and Lugansk. These
are where the bulk of Ukraine’s coal mines, steelworks and heavy industry is lo-
cated. It is of crucial importance that these specific characteristics are taken into
account in national policy in the area of the labour market and of the structural and
investment components of Ukraine’s industrial policies.

The influence of National Macroeconomic Policy on the Eco-
nomic and Social Situation in the Donetsk Region

In general, the Ukraine’s macroeconomic regulations have preserved a num-
ber of features of the old centralised economic system despite the weakening of
central management after 1994; it can be seen in the share of GDP redistributed
by the consolidated state budget. In 1994 58.8% of GDP {excluding foreign
loans) was redistributed through budgets of all levels; in 1995 and 1996 the fig-
ure was 46.5 and 41.7% respectively. In accordance with the President’s Decree
on Tax Policy Reform Methods, as of 1997 the share of GDP redistributed via
the state budget should not exceed 45%, although the limit in the first draft of
the 1997 budget was 48%. In the first half of this year the number share was
nearly 33%. However, the actual weakening of centralised rule resulted, to
a large extent, not from the efforts to reduce the influence of state budget fi-
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nancing on the economy but from a state budget deficit (in the first half of the
year the draft 1997 budget was executed in 28.4% on the side of revenues and
30.9% on the side of expenditures).

The increasing use of bonds to cover the budget deficit leads to the well-
known effect of a transfer of internal investment resources to the state budget.
At the same time a major part of the structure of budget expenditures is used to
meet current needs and only one third is allocated for social benefits and old
age and disability pensions. The share of national investments in the economy
in budget expenditures varied from 1.5% in 1995 to 1.3% GDP in 1996. In the
draft state budget for 1997 national investment outlays were five times lower
than in 1996 and constituted 0.28% of the calculated GDP. Thus taking into ac-
count significant drainage of the economy from financial resources which could
be allocated for private investments and the growth of internal production by
the state budget one should expect that the existing budget policy will provide
for further reduction of investment activity in the Ukrainian economy.

Budget expenditures supporting the economy, which in 1994 amounted to
21.4% in 1996, were six times lower and constituted 3.7% of GDP. It should be
stressed that this budget section combined with the inflation — stimulating
method of financing the deficit, the lack of an efficient system to channel
budget expenditures and control their appropriate use was one of the principal
sources of demand inflation in Ukraine. A high inflation rate in the years
1992+1994, combined with the monopolisation of principal sectors of economy
kept increasing its dependence on mines and plants dealing with the initial
processing of raw materials.

Since the significant reduction of the impact of the budget factor on infla-
tion, financial stability has been achieved to a large extent at the cost of a rela-
tive reduction and withholding of direct budget payments to the public, i.e.
through reduction of the final demand. An active role in holding back the
symptoms of demand inflation is also played by slow money circulation; it is
done (willingly or not) by with holding payments and results in a payment cri-
sis. Irrespective of this, the expenditure inflation factor remains unchanged
since practically nothing has been done to safeguard structural changes in the
national economy in general and in the industrial potential, in particular.

Current financial stabilisation policy not only failed to reduce structural de-
formations in the national economy but — on the contrary - has intensified them
increasing the share of the principal industrial sectors (orientated at the produc-
tion and export of raw materials and semi-finished products) in GDP, total la-
bour force and budget revenues. The resulting relative financial balance in the
economy is characterised by reduced production and consumption, increasing
hidden unemployment, unclear prospects for future growth which, to a large
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extent, depend on the situation in global raw material markets and on the raw
material import policies of major importers.

Excessive tax burdens imposed on internal producers and unchanged expen-
diture inflation factor, on the one hand, and reduced final demand, on the other
hand, lead to lower production and the growth of a »grey economy”. Formal at-
tempts to reduce the tax burden on the economy by the application of lower tax
rates combined with unreformed size and functions of the state budget in fact
brings about effects quite opposite to those projected. Due to new tax legisla-
tion some expenditures are in fact part of costs and are reflected in profit and
hence new (sometimes hidden) taxes are levied, overhead and administrative
costs are increased etc. This creates a vicious circle: attempts to supplement the
budget at the cost of a higher tax burden lead to lower production and shifting
towards the ,.grey zone”, a reduction in the tax basis and ir: the final demand
and, as a result, to inflation risk in the form of arrears in payments.

As in other Ukrainian regions, the condition of the economy and the social
conditions in the Donetsk and Lugansk district is characterised by lower basic
economic and social ratios and the fragility of rare positive trends. In 1996 indus-
trial production in Ukraine dropped by 5.1% and by 6.4% and 17.0% in the
Donetsk and Lugansk districts respectively. In 1997 production (industrial pro-
duction in particular) continued to decline despite the relatively long—lasting fi-
nancial stability: in the first six months of 1997 industrial production in Ukraine
dropped by a further 4.5% as compared to the same period of 1996. Similar ten-
dencies can be observed in the Donetsk region although the decline of industrial
output in the Donetsk district was lower (-1%) than in Lugansk (-5.3%).

Better figures in the Donetsk district result from the fact that a number of
Lugansk enterprises in the principal industrial sectors have lost their local and
foreign market share giving way to competitive producers of similar commodi-
ties from the neighbouring east Ukrainian regions. Moreover, as a result of
geological factors, the condition of the coal industry in the Lugansk district is
even worse than in the Donetsk district.

Besides, the region is characterised by specific social and economic condi-
tions which are determined primarily by the structure of its economic system, by
past attempts to resolve regional production and social problems and by the in-
ability to adjust its economic complex and social conditions to the existing na-
tional macroeconomic policies.

Inflation waves periodically affecting the economy in the years 1992+1994
have gradually decreased the share and the importance of sectors manufacturing
finished products and consumer and investment goods in the Donetsk region
and have increased its dependence on the so—called basic sectors, i.e. the fuel,
energy and metallurgy sector. As shown above, subsequent attempts to combat
inflation have kept exacerbating deformations in the regional economy by in-
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creasing the importance of the basic sectors of industry (in particular those ori-
ented towards the export of cheap — as compared to foreign prices — raw mate-
rials and raw material products) in its structure and budget revenues.

The symptoms that the decline in production in the Donetsk region has
slowed are not consistent as the structural crisis continues to intensify, invest-
ment activity keeps declining and profitability is still dropping. A ranking of the
top 19 most profitable enterprises in the Donetsk district in 1996 shows that, as
compared to last year, their profits dropped by 74.9% and profitability which
amounted only to 9.33% (i.e. dropped by 82.4%). Although the share of indus-
try in the district’s GDP and the national product increased in 1996 and
amounted to 78% and 64% respectively, its share in total profit dropped over
the period 1991+1996 from 71.3% to 58.5% as a result of lower profitability.

Asset profitability and the share of profits in production costs in industrial
enterprises decreased respectively from 25.2% and 22.4% in 1991 to 2.0% and
6.0% in 1996. At the same time the share of profit in such sectors as transport,
housing and telecommunications is growing which results from their monopo-
listic position.

Moreover, statistics show that there are big differences in the rates of the
continuing decrease in industrial production in the basic sectors, and raw mate-
rials and processing sectors. In the first six months of 1997 the Donetsk district
recorded a 1% drop in total industrial production while the drop in the produc-
tion of general use finished products was almost like an avalanche: 51.2% in
light industry, 25.2% in food processing and 33.3% in the production of general
consumer goods. In the Lugansk district the figures are not that alarming: in the
same period general industrial production dropped by 5.3%, in light industry by
10.4%, in food processing by 20.2% and by 20.0% in production of general use
goods. The reliance on raw materials in both economies is also intensified by
the breaking of technological connections between the raw material and the
processing sectors, by the differing availability of borrowing sources and access
to foreign markets, in particular for small and medium-size producers of gen-
eral use commodities. The above phenomena also result from the initiation of
price liberalisation processes and economic contacts with abroad in the entire
Ukrainian economy and its old industrial regions followed by the reactions of
businesses to stiff monetary regulations and the payment crisis. This results in
deformations of the structure of prices which, on the one hand, are oriented to-
wards global proportions and, on the other hand, are determined by the existing
natural structure of raw material consuming production and the structure of the
effective internal demand.

The condition of investments shows that if the existing proportions and ten-
dencies in this area are maintained, fast technological changes and significant
improvement of the technical leve! of local enterprises will not be possible. The

16

The economic, social and political situation in the Donbas region ...

suppressing of private investments by national borrowing, the concentration of
financial resources in the so—called basic sectors and the negligible inflow of
foreign investments have resulted in deformations of the investment structure
and intensify the deformations of the economic structure of the Ukraine (in-
cluding its old industrial regions). Although the privatisation process has lead to
a diversified ownership structure (e.g. in 1996 the share of non—state~owned
enterprises in the economy of the Donetsk district was the following: in sales
volume — 49.3%, in profit — 57.2%, in the number of labour force — 44.8%) it
does not exert any significant impact on the efficiency of the operation and in-
vestment activity either of individual enterprises or of the region as a whole. It
is nor privatisation, but the strengthening diversification of the financial stand-
ing of different sectors of the economy and of industry which now plays the
more important role in determining the technical advancement of local enterprises.

Although industry’s share in the total profit of the region has fallen official
average salaries in industry and other sectors of economy are still comparable.
This can be observed in the Donetsk district where average salaries in industry
in 1996 amounted only to 119% of average remuneration in the district (for
comparison — in 1991 the ratio was higher and amounted to 123%).

This situation does not result from salary increases in other sectors of the
economy but from lower wages in industry (really low official salaries in trade,
catering and public services indirectly indicate that there are significant hidden
incomes in these sectors). The above factors point to the decreasing significance
of the profits and incomes of the employee of the region’s industrial complex in
the regional budget.

Nonetheless industry — in particular its basic sectors which export raw and
initially processed materials — plays an important role in all levels of the re-
gion’s budgets. This is mainly in the form of value added tax and customs fees
(experts claim these sectors generate approx. 2/3 of budget revenues in the
Donetsk district). This all results in a serious dependence of the region’s budg-
ets on the situation on global raw material markets and on antidumping policies
in developed countries. For example, the real threat of the USA taking anti-
dumping measures against Ukrainian exporters of metallurgical products in
summer 1997 to a large extent put all district and local budgets in the Donetsk
region at risk. At the same time the reduction of the tax base in old industrial
regions now facing depression entails the necessity of finding additional sources
of budget revenues, as the potential of unemployment growth is increasing, and
in order to maintain the appropriate level of social services and social infra-
structure which in past were to a large extent financed by enterprises from the
basic sectors and so are the expenditures of local budgets.

In 1996 and indeed steadily over the past four years average real salaries in
the official sector and average real old age pensions decreased. In 1992 real
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salaries constituted 81.3% of the 1990 level and at the beginning of 1997 —
33.8%. The situation appears even more drastic if we compare average old age
pensions to average salaries: in 1990 an average pension was 41.7% of an aver-
age salary and at the beginning of 1997 the ratio was less than one fourth. Con-
clusive statistics on real salaries, social benefits and arrears in these payments
show that general standard of living has deteriorated. The data of Ukraine’s
European Centre for Macroeconomic Analyses show that by the end of 1996
real consumption in households (calculated in 1990 in rubbles) amounted to 1.4
billion and, compared to 43.0 billion in 1992, dropped by 30.7 times. At the
same time the part played by unofficial sources of family incomes increases.
This means that in this situation it is possible for the young and fit people to
make a living either in the official, or in the ,,grey” sector of economy, whereas
old persons or those unable to work and living on official incomes face only
drastic deterioration of living standards. The above factors increase the weight
of social issues in all budgets and also augment social tensions.

Thus an attempt to preserve the former macroeconomic policy combined with a
number of other factors (low budget discipline and weak control over budget expen-
ditures; the institutional deficiencies of the Ukrainian market and, in particular, the
financial and lending system; a broad grey zone and criminalisation of economic re-
lations) has led to economic stagnation and the rise of social and political tensions,
while the growing inflation has put an already weak financial stability at risk.

Restructuring and Political Situation
of the Coal Mining Industry

Efforts to ensure financial balance in the Ukrainian economy at the cost of
a reduction of budget expenditures affects the standing of coal mining. Indeed, the
sector has for a long time existed only thanks to subsidies from the state budget
and a redistribution of financial resources between economically strong and weak
enterprises. Such practices lead the sector and the whole economy to a dead end.
Furthermore, coal mining directly determines the condition of the fuel, energy,
coke, chemical and metallurgical complex of the whole country. Being directly
responsible for ensuring the country’s economic safety in this way, the sector
needs investment outlays for technical development (namely funding from the
budget or support from the state to attract modemnisation investinents).

According to the Coal Mining Ministry data, the resources of active and re-
serve mines amount to 23.6 billion tonnes of coal which, if 150 million tonnes
are extracted per annum, will last 157 years. At the same time mining keeps re-
ducing its output — from 165 million tonnes in 1990 to around 70 million tonnes
in 1996. There are many reasons for that. The first factor is a geological one:
hard coal deposits concentrated mainly in Donbas are considered the most diffi-
cult in the world to extract.
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The second reason is connected with the condition of coal mines: 98% of
them were launched over 50 years ago and 75% have been operating for 20
years without any reconstruction. Only 27 active coal-mines have been recon-
structed since 1970. As a result 103 out of 257 mines supply only slightly more
than 1% of total production in the sector. Over 150 mines have low profitability
or run at a deficit while 63 mines incur higher operating costs per one tonne of
coal than coal prices in global markets.

The third reason — the financial burden on the cost of coal output including
expenditures related to the social activities managed by the mines and to social
benefits, the specific nature of the payment crisis in the sector, irrational pro-
duction and management structures, management inefficiency et al. In 1996 the
share of barter transactions in total settlements amounted to 78% (in some
mines over 90%). However, as the analyses have shown, the value of materials,
equipment and other items obtained via barter transactions is 50% higher than
the value of the same products paid for in cash.

The critical condition of the coal mining industry gives the Ukrainian gov-
ernment solid grounds for initiating radical reforms of the sector. However, the
reform and restructuring of the sector entails a whole range of social, economic,
environmental and political problems the solution of which determines public
acceptance of the reforms and political stabilisation in the Donetsk region and
the whole country. These problems include not only potential environmental
consequences of hasty close—downs and inevitable difficulties related to lay-off
of mining and on-the-ground workers but also maintenance of the social infra-
structure of miners’ houses and support for local communities.

One does not need to be a professional analyst to foresee a sharp increase of
social tensions in the region if fast and wide-scale measures are undertaken to
close down mines without appropriate and long—term social protection measures
and adaptation of people affected by such measures.

The coal mining restructuring programme adopted by the Ukrainian gov-
ernment according to the recommendations of the World Bank provides for
a closing down of deficit mines without prospects of improvement as the first
step in the chain of measures aimed at curing the whole sector. However these
measures, at least in their external form, look rather chaotic than comprehen-
sive. At the beginning the pilot project of the Coal Mining Ministry (1995)
stipulated closing down 18 mines. Then plans provided for the closing down of
50 mines in 1996. Now, around 30 mines are to be closed over the next few
years. A special state-owned company was set up to restructure coal mining
(abbr. name — UDKR) which on 1 June 1997 received 29 mining companies
employing 8.6 thousand employees including 17 mines in Central Donbas (9 in
the Lugansk and 7 in the Donetsk districts).
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The first years of sector restructuring showed that the closing down itself fre-
quently takes place before taking any of the preliminary measures which were put
forward in the decree of the Ukrainian President ,,On Structural Restructuring of
Coal Mining” as compulsory. There have been cases where mine liquidation pro-
posals were approved only after their physical close-down practically without
taking necessary social measures (e.g. the ,,Zamkovskaya” and ,,Centralnaya—Ir-
mino” mines from the ,,Stachanovugo!l” association in the Lugansk District). In
1996 when 9 mines were closed down only 9.2% of the projected costs were fi-
nanced while social measures — in particular those aimed at creating new jobs —
received the least financing of all. It is common for workers dismissed from re-
structured mines not to get outstanding salaries, severance pays nor compensation
claims, while residents in mining areas are not properly supplied with coal. Even
the 1996 pilot project of the World Bank involving closing down three mines in
Donbas was financed, as the manager of the UDKP stated at the Donetsk District
State Administration meeting, only in 40%.

The miners’ strike in the summer of 1996 which took drastic forms involv-
ing blocking railways, led to the dismissal of the management of the district and
disclosed a number of disquieting phenomena related to social tensions and the
political situation in the mining sector. Firstly, the postulates of the miners were
not only of an economic but also of a clearly political nature. Secondly, at-
tempts were made to use the vigorous protest in the fight between the regional
and central authorities. However, while in the past miners’ strikes were an asset
used by the local political elite, in this case the protest was used to dismiss the
head of the District Administration. Nonetheless the situation has not improved
since this happened which even more undermines the miners’ confidence in the
central authorities and, indirectly, in reforms in general. Thirdly, what is the
most disquieting is the fact that the strike went beyond the shape of a ,civilised”
protest — it became destructive, aggressive and uncontrolled by either strike
leaders or trade unions.

Moreover, the complexity of the political situation pertaining to the restruc-
turing of coal mining is conditioned by a number of factors, which include:

e The emergence and politicisation of a regional lobby affiliating the man-
agement of big, mainly state~owned, enterprises which fight for the aboli-
tion of stringent budget limitations imposed on enterprises, for writing off
debts, for subsidies and preferential loans, and for government contracts.
The failure of the restructuring programme in the coal mining and other
sectors would mean the state could still subsidise and finance enterprises;

¢ politicisation of trade unions and symptoms of an emerging , strategic as-
sociation” of trade unions, leftist parties and a mining protest movement;

e The merging of the interests and activity of the aforementioned political
forces with the interests and moods of the workers not only in coal mining
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but also with the sympathies of those in practically all layers of the re-
gion’s community who suffer from arrears in payment of salaries, old age
and disability pensions, deterioration of services and the social infra-
structure.

Thus if national coal mining reform policies continue to mean limited and
hasty sector restructuring measures and the provision of social protection only
after mines are actually closed down, rising social tensions will result in emer-
gence of a strong, integral block of opposition against the central government.
Such a block will be able to extort changes in the political agenda and course of
reforms in Ukraine.

Conclusions

1) Overcoming the structural crisis in the Ukrainian economy and in old in-
dustrial regions in particular requires changes in the national economic
policy aimed at increasing real incomes and the strengthening of general
demand based on payment ability. This goal can be achieved through un-
conventional methods e.g. extending consumer loans to individuals for pur-
chase of domestic goods or housing loans. At the same time it is necessary
to undertake measures aimed at overcoming the payment crisis, preventing
inflational ,,turn—over” of credit resources of the real sector and consumer
loans in the financial sector.

2) The national coal mining restructuring programme should be reviewed
from the perspective of its comprehensive impact on related industries (e.g.
the chemical and coke industries, and iron metallurgy as a whole), and its
ability to ensure social protection in mining towns and quarters as well as
from the perspective of financial feasibility.

3) There appears to be an urgent need to develop quite a broad public work
programme aimed predominantly at developing production and social in-
frastructure in the regions under depression and in mining quarters. Apart
from stimulating job creation and increasing demand such measures would
enhance the attraction of such areas for investors. Growth of public works
will to a certain extent mitigate the process of laying off blue collars from
coal mines and also enhance demand for construction materials as this
sector also experiences a deep stagnation,
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THE FUTURE OF OLD INDUSTRIAL REGIONS IN EUROPE

Alexandr Lyakh, Yekaterina Tkachenko

LOCAL GOVERNMENT FINANCIAL SECURITY
DURING ECONOMIC AND SOCIAL RESTRUCTURING

The reform of the budget system as a whole and of mutual relations between
budgets, in particular, should be viewed as an integral part of the far-reaching
social, economic and political transformations taking place in the Ukraine. The
reform is sure to exert strong pressure on the pace and depth of actions taken in
other areas of economic and political reforms, especially on the development of
local and regional governments, the development of market structures, the re-
structuring of enterprises, and privatisation and investment processes.

The outcome of such transformations depends to a large extent on the qual-
ity of the model of inter—budget relations, on the effectiveness of the mechanism
of levelling out local social and economic disparities and budget imbalances
and on the way that the budgeting process takes account of the specific charac-
teristics of the regions suffering from depression and areas which are facing the
difficult social and economic aftermath of restructuring. The existing model of
inters-budget relations in the Ukraine is a mimicry of the past Soviet system
and reproduces the main features of that system. It is obvious that within such
amodel any significant decentralisation of management and emergence of real
local and regional government is out of the question.

Legislative Problems and inconsistencies
in Inter-budget Relations

The inconsistencies in the existing legislation regulating relations between
budgets of different levels should be referred first of all to the mechanism con-
trolling the distribution of revenues between central, local and regional budgets.
In one place (Art. 140) in the Ukraine’s Constitution (1996) local budgets com-
prise the budgets of villages, settlements, towns and cities whereas in Article
143 they also include the budgets of municipalities and districts, which is in
concordance with the Act on ,,The Ukraine’s Budget System” (edited in 1995).
In addition to this, the manner of defining local budget revenues stipulated in
the Constitution is different from that in the Budget System Act.
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In the Constitution (Art. 142 and 143) district and municipal budgets are
composed of:

1. funds furnished on a voluntary basis by budgets of lower levels to finance
joint social and economic programmes and projects;
2. funds from the state budget to be distributed among local communities.

The above procedure is set out in Art. 61 of the Act on Local Government in
the Ukraine (1997).

A different mechanism is laid down in the Budget System Act. According to
Art. 12 and 13 district and municipal budgets are composed of:

1) share in national taxes and charges set in the Budget Act for the subse-
quent year;

2) deductions from income tax, lease revenues, and dividends from munici-
pal enterprises of the respective level;

3) revenues from the privatisation of state-owned assets, internal loans and
lotteries in the percentage set by the Supreme Council in the Budget Act;

4) transfers from the budgets of higher levels;

5) other revenues stipulated by the legislation.

In principle the general concept of such changes in the legislation is pro-
gressive since they are aimed at increasing the financial independence of the
local government. However, the Constitution and a number of bills awaiting ap-
proval by the parliament in fact subject the regional level of management to
central control since district and municipal budgets will be created by the Min-
istry of Finance. In this situation district and municipality representative gov-
ernments deprived of their most important attribute, i.e. financial independence,
will change into dummies such as the former , regional self-government”.

Besides certain provisions of the Constitution and the Local Government Act
maintain the dependence of local budgets on district and municipal budgets since
it will be district and municipal administrations that will define the proportions for
distribution of funds from higher levels. Vested with a constitutional right not to
transfer their own funds to district or municipal budgets, financially strong areas
will prefer to allocate their funds for their own projects while weak areas simply
will not be able to do so. However, representatives of local councils which need
subsidies (i.e. 10,200 village councils, 800 settlement councils and 444 city and
town councils in all Ukraine) and who have a majority in district and municipal
councils, are objectively interested in stronger centralisation of budget funds on
the district and municipal ievels and, indirectly, on the national level.

The central government — the Cabinet of Ministers and the Ministry of Finance
welcomes a situation where most district and municipal councils as well as repre-
sentatives of these territories in the Supreme Council are interested in stronger cen-
tralisation of budget funds in order to be able to redistribute them later on in the form
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of transfers. In the absence of either clearly defined and legally binding mechanisms
for determining transfers to individual local budgets or direct local relations between
lower level councils and the state budget, the central government has the freedom to
act at its own discretion in its relations with district budgets and ignore the 1 to 2.33
(30% and 70%) ratio between the central and local budgets set in the budget resolu-
tion. It should be also noted that the Local Government Act contains some ,Joop-
holes” (see Art. 63 item 1 and Art. 65) which give the central government an effec-
tive free hand in the budgeting process, and also enable it to treat local budgets
holding , surpluses” of budget funds at its own discretion.

It should be stated objectively that the aim of changing the relations between
the central and the local budgets into direct ones (bypassing district and munici-
pal budgets) is practically impossible to achieve in the foreseeable future with-
out a clear specification of the competencies of national and local governments,
the sources of budget revenues on different levels, and a definition of fixed and
transparent regulations and formulas for creating and redistribution of trans-
ferred budget funds on the national, district and municipal level. In the present
circumstances the implementation of progressive provisions of the Constitution
and the Local Government Act clashes with the existing reality as a result of
which the structure of interests and political powers facilitates excessive cen-
tralisation of relations between budgets.

The Territorial Balancing of Budget Revenues
and Expenditures

Despite the decentralisation of the decision-making authority and extension
of the role of local and regional governments in regulating economic and social
development on the Jocal and regional level, which took place when the Ukraine
gained the status of an independent state, the state budget system has retained a
number of features of the previous system. What has changed under the cover of
budget reforms is not the concept of relations between budgets but merely com-
puting techniques. Although in theory they retain their past autonomy local and
regional budgets are in fact subject to central government (The Supreme Coun-
cil, Cabinet of Ministers, and Ministry of Finance) which determines and rations
funds for economic and social development in each region in accordance with
central policies. On the one hand, such an approach does not even out local dis-
parities and, on the other hand, frequently makes power decentralisation proc-
esses arbitrary and hasty (in particular during election campaigns).

The share of the central budget in consolidated expenditures in 1994 amounted
to 61.2%, in 1995 to 61.1% and in 1996 to 65.6%. According to the first draft of
the national budget for 1997 the share of the central budget in the revenues of the
consolidated budget amounted to approx. 68%. To compare, in unitary market
economy countries the average share of central budgets in revenues amounted to
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59.8% and in expenditures to approx. 48%. The share of subsidies for regions in
the Ukraine’s draft 1997 budget amounted to 10.6% i.e. it was two times higher
than in the years 19941996 (in 1993 the share amounted to 6.7%). It should be
noted that transfers from the state budget to individual territories in the Ukraine
are in the form of subsidies to finance current budget costs. The share of state
budget subsidies in the Ukraine is not only lower than in unitary developed market
economy countries but also lower than in most transition countries.

Revenues of regional (district) and local (municipal, urban and rural) budg-
ets are determined by expenditures planned for a given financial year and ap-
proved by the Ministry of Finance. Original Budget System Acts (1991) and the
Local and regional Government Act (1992) provide that budget expenditures on
lower (local and regional) levels should be determined on the basis of the stan-
dard budget per capita ratio system.

Subsequent versions of the Budget System Act and the Local Government
Act also provide that mutual relations between different levels of budgets
should be based on minimum local budget amounts which, in turn, are calcu-
lated on the basis of standard budget per capita ratio taking account of the eco-
nomic, social, and environmental situation in respective territories. However,
the Ministry of Finance has not calculated these standard ratios and does not
even mention them in the budget approval process. At the same time we have
social security per capita standard ratios (housing, social infrastructure, social
services) taking account of the local situation calculated by the former Gosplan
(Planning Committee). With these ratios it was possible to calculate minimum
demand for budget funds in individual territories.

Expenditures of local and regional budgets planned for the coming financial
year are determined on the basis of expenditures incurred in individual budget
categories in the preceding year and the impact of inflation on such expendi-
tures (the so—called ,,base method” used in the former centralised system).
Budget revenues for individual regions are determined on the basis of antici-
pated budget revenues in the given region minus anticipated expenditures. De-
termining individual standard ratios for redistribution of national (regional)
taxes, which constitute a major part of consolidated budget revenues, between
the regions and the centre is a matter of computing technique based on the
adopted methodology (which is also changed every year). The same procedure
is applied by regional government bodies to determine standard deductions
from national taxes to local budgets.

In the years 1993 and 1994 the rates of deductions from national taxes for
regional budgets were determined separately for each region (only personal in-
come tax played the role of a regulating tax and was used in full by district and
local budgets) and subsidies were determined for regions with a low income
base. The above structure of mutual relations between budgets has continually
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been criticised especially by the representatives of eastern regions — principal
contributors to the state budget. The mass media have many times suggested
determining district and local budgets on the basis of uniform deduction ratios
for all territories or consistent budget expenditures per capita ratios.

In 1994 another revenue redistribution model was adopted. The same rates
of deductions from regionally collected national taxes and charges were adopted
for all regions: 20% from the collected value added and excise tax and 50%
from corporate income tax (collected from state-owned enterprises and organi-
sations) and personal income tax. Four districts generating high revenues
(Dniepropietrovsk, Donetsk, Zaporozhe and Poltava) and the city of Kiev were
obligated to transfer 4,019 billion karbovanec from their budgets to the state
budget (the Donetsk district - 1,472 billion karbovanec). The remaining 20 dis-
tricts, the Crimean Republic and the city of Sevastopol received state budget
subsidies totalling krb 16,533.8 billion. Financial needs in regions were deter-
mined as previously ,,by base”. Such a ,reform” of inter-budget relations bur-
dened some regions with part of the social costs of the state budget without al-
locating of appropriate funds to cover them and hence met with a very negative
response from the contributing regions.

The State Budget Act of 1995 provided that 24 districts would have the
same rates of deductions from profit taxes from enterprises of all types of own-
ership (70%), personal income tax (50%), excise charges (20%). As for the
value added tax, different deduction rates were set for regional budgets — from
100% in 13 districts to 46.4% in the Dniepropietrovsk district, 30.7 in Donetsk,
22.9 in Zaporozhe, 24.7 in Poltava, and 20 in the city of Kiev. Moreover, the
city of Kiev had to transfer 14,079 billion karbovanec to the central budget. The
city of Sevastopol was supposed to retain all its tax revenues in its budget. The
state budget for 1995 provided for subsidies amounting to 48,485 billion karbo-
vanec for 13 districts and the city of Sevastopol. In the case of the Crimea, 1995
arrangements stipulated a one—channel system of tax transfer, conventional
budgeting for the republic, and transfer of 12,877 billion karbovanec to the state
budget for financing general national costs. In the 1995 budget an attempt was
made to reduce the number of subsidised districts and to differentiate regions
principally on the basis of one tax — VAT. However the heart of the fund distri-
bution method based on last year’s regional expenditures remained unchanged.

In 1996 the budgets of the Crimean Autonomous Republic and the city of
Sevastopol included all revenues from national taxes collected on their territo-
ries (apart from deductions of profit tax on state-owned enterprises in which
case the share of local budgets was set at 70%). At the same time krb 13,086
billion was to be transferred from the Crimean budget to the state budget. For
the city and districts of Kiev the rates of deductions from tax revenues on state-
owned enterprises excise charges and personal income tax for their budgets
were set at the same level and amounted to 70%, 20% and 50% respectively.
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The principal source of income that was used to account for regional differences
was value-added tax — the easiest to collect and the most important item. Budg-
ets of 11 (mainly agricultural) districts received all revenues from this title. Four
other districts received over 2/3 of VAT revenues. Industrial districts received
the following share of VAT collected on their territories (in %%): Lugansk —
72.8, Lvov ~ 59.6, Odessa — 45.3, Sumsk — 53.1, Kharkov — 44.7. Districts that
have always been major contributors to the state budget received minimal VAT
amounts: the Dnepropietrovsk district — 24.2%, the Donetsk district — 23.4%,
the Zaporozhe and Poltava districts and the city of Kiev 2G% each (the latter
three including the Crimean Republic were supposed to transfer krb 47,335 bil-
lion to the state budget). The draft 1996-state budget provided for subsidies for
11 districts and the city of Sevastopol amounting to krb 81,107.5 billion.

The draft 1997 state budget provides for transfer of 100% of VAT revenues
to the central budget (although the Budget System Act stipulates that the rate of
VAT deductions to district and local budgets should not be lower than 20%)
and the following rates of deductions from national taxes to local budgets: ex-
cise taxes — 50%, corporate profit tax — 70% and personal income tax - 100%.
The first version of the draft 1997 state budget provided that 10 districts, Cri-
mean AR and the city of Kiev should transfer to the state budget 1,456.7 million
hryvnia and 14 districts and the city of Sevastopol would receive state budget
subsidies amounting to 1,087 million hryvnia. In the latest version of the 1997
draft submitted by the Cabinet of Ministers to the Supreme Council for second
review, the amount of funds transferred by regional budgets to the central
budget was reduced by just above 400 million hryvnia, i.e. by 3.6 times. At the
same time total funds transferred from the state budget to the Crimean Autono-
mous Republic (which in the first version of the budget appeared as a contribu-
tor and in the latest version changed into a beneficiary) to the districts and city
of Sevastopol increased by 2.5 times and amounted to 2,753 million hryvnia.

The above methodological irregularities in the state budgeting process show
that there is no consistent and future~oriented regional policy on the central
level and no priorities in supporting local development; that central authorities
endeavour to reduce central regulation of local development mainly through ad
hoc measures and by evening out the social situation in different administrative
and territorial units. Therefore there are no precise rules regulating either inter-
budget relations or methods of defining transparent procedures of making state
budget deductions and receiving central budget transfers on long-term basis. It
is obvious in this situation that these unsound practices in relations between
budgets on the central-regional level also spread onto lower levels.

The advantages of this model include: savings due to centralised tax collec-
tion and the possibility of concentrating significant funds for redistribution to
even out social and economic disparities between territories. Nonetheless, the
model’s major deficiencies, such as excessive centralisation of fiscal functions
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and a tendency to use local and regional government bodies merely as vehicles
for implementation of central policies, cause the advantages of power decen-
tralisation to fade away. Countries applying such an inter—budget relation model
make up for its deficiencies by precise distribution of budgeting authorities
between different levels of government, vesting local and regional governments
with strong rights in the process of determining their share in common taxes,
defining proportions of distribution of common taxes in legislation and creating
efficient mechanisms of horizontal levelling of territorial budgets.

The lack of clearly defined inter-budget relations along the whole central—
regional-local budget chain makes the state budget politically weak. Namely, in
a situation like that more aspects of the budgeting process are ,,agreed upon”
and the possibility of strong regions exerting political pressure, in particular in
pre-election periods, increases. On the other hand, planning budget revenues
and expenditures ,,by base” encourages local and regional budgets to hide their
budget potentials, and to apply budget execution mechanisms, which lead to
a transferring of part of national taxes and charges, which by law are owed to
the central budget, to lower levels (by mutual debt write—offs).

Local Budget Preparation and Utilisation
in Territories Undergoing Restructuring

The old approach to centralised redistribution of budget funds undermines
the influence of local government bodies on restructuring processes in the
Donetsk Region and reduces them to mere vehicles for the implementation of
central policies. Research on local budgeting principles in e.g. the city of Maki-
yevka, the city of Stachanov, and the Proletarsky Rayon district in the city of
Donetsk has shown that the original draft of the revenue part of the budget is
prepared by financial divisions of executive bodies in local Councils of Depu-
ties on the basis of actual execution of the revenue part and rates of deductions
from national taxes and charges in the past year and of draft financial plans of
enterprises and business organisations for the next year. The expenditure part is
prepared on the basis of preliminary lists of expenditures in budgetary units.

It should be noted that in local budgeting in the territories in question none
of the levels have taken account of the minimum budget amount per capita as
required in the Act on Ukraine’s Budget System and in the State Budget Acts
for 1995 and 1996.

In 1995 the Donetsk Region adopted a practice involving the approving of
draft budgets prepared by financial units in cities in respective divisions of the
District Executive Committee. The Lugansk district does not apply such a prac-
tice. After the approval of the state budget, executive bodies of higher levels
(for the financial division of the Proletarsky Rayon of the city of Donetsk it is
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the financial division of the city of Donetsk, for the cities of Makiyevka and
Stachanov — financial divisions of the Donetsk and Lugansk districts respec-
tively) supply executive bodies of lower levels with the following figures:
e rates of deductions from regulating sources of revenues and quotas for
such revenues;
e subsidies (for the Proletarsky Rayon of the city of Donetsk);
e list and amounts of expenditures scheduled to be transferred from the
budget of higher levels to local budgets.

According to budgeting principles of the Donetsk and Lugansk Districts for
1995 and 1996, in the Proletarsky Rayon, the city of Makiyevka and the city of
Stachanov, regulating sources of local revenues include: profit tax on state-
owned enterprises and organisations, value added tax, land tax and excise
charge. From 1996 revenues from excise charges in the city of Stachanov are
included in full in the budget of the higher level.

Rates of deductions from ,the regulating sources of revenues” — locally
collected national taxes and charges and other obligatory payments — are ap-
proved once per budget year and are not verified. In practice, however, if the
collections of revenues from regulating sources in the local budget are much
higher than planned the executive body of the higher level incorporates the
surpluses” in its own budget, which is a breach of the Budget System Act.
Rates of deductions from the personal income tax in the Proletarsky Rayon in
1996 amounted to 30%, which violated Art. 14 of the Act which provides that
budget revenues in municipalities (districts) in cities encompass personal in-
come tax in the percentage set by the local Council of Deputies of the higher
level but at not less than 50% of the total amount.

According to our calculations changes in the rates of deductions in 1996 as
compared to 1995 in the city of Makiyevka increased budgeted revenues from
regulating sources by 9541 thousand hryvnia, and in the Proletarsky Rayon of
the city of Donetsk and the city of Stachanov decreased such revenues by 516.3
and 1730 thousand hryvnia respectively.

It should also be stressed that the financial divisions of the Donetsk and
Lugansk Districts and the city of Donetsk supply local authorities in these territo-
ries with control ratios (figures) which are excessively high on the revenue side
and excessively low on the expenditure side. All this does not stimulate local gov-
emments to seek extra sources of revenues for their budgets. What is more, the
mayor of the city of Stachanov admits that he tries not to exceed the figures budg-
eted on the revenue side since higher figures would make the rates of deductions
to the budget of the higher level more stringent. Such practices are quite common.

Budgets of the Proletarsky Rayon in the city of Donetsk, the city of Maki-
yevka and the city of Stachanov are nearly always approved by local Councils

of Deputies in the calculated by ive committees of the higher
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level in such a way that total revenues equal total expenditures. However, the
lack of objectivity in approved ratios on the revenue and expenditure side of the
budgets in question leads to a hidden deficit which is one of the main factors
contributing to debts incurred to cover current expenditures.

An analysis of the execution of the revenue side of local budgets in the territo-
ries in question shows that the main sources of budget revenues in all three areas
are deductions from national taxes and charges. Nonetheless although VAT is the
biggest item in the revenues of the city of Stachanov (46.6% in 1995, 62.49% in
1996 and 48.16% in the first quarter of 1997) in the Proletarsky Rayon on the city
of Donetsk the biggest item is fees for land (1995 - 32.96%, 1996 - 29.17%, and 1
quarter 1997 - 32.71%). In the city of Makiyevka the highest amount in 1995 was
contributed by the fees for land (34% of total revenues) and in 1996 the profit tax
from companies and organisations (28.40% of total revenues).

In the budgets of the territories in question there is a small share of stable
revenues and charges including those set by local Councils. In the budget of the
city of Stachanov local taxes and charges amounted to 3.01% of total revenues in
1995, 4.79% in 1996. These amounts from these titles were actually in 105.45% in
1995 and 173.4% in 1996. The city of Makiyevka recorded the same low level of
actual collections of local taxes: in 1995 - 79%, in 1996 - 60.92% of the budgeted
amount. Thus their share in the budget amounted to 1.73% and 2.14% respec-
tively. In the budget of the Proletarsky Rayon actual collection and the share of
local taxes and charges in the year 1995-1996 amounted to 2100.0, 150.0 and 1.69
and 2.14% respectively. Besides, one should note that although the Proletarsky
Rayon is one of the most densely populated municipalities in the city of Donetsk it
ranks last in terms of the number of industrial enterprises. As a result the budget of
the Proletarsky Rayon is subsidised from the city budget. Thus in 1995 the Rayon
received 1175 thousand hryvnia from the city budget, i.e. 24% of its total own
revenues; in 1996 3587 thousand hryvnia out of budgeted 5564 thousand were
collected (32% of total revenues).

In general terms the revenue side of the budget of the city of Makiyevka was
executed in 1995 in 118.35%, in 1996 in 80.75% and in the first quarter of 1997
in 68.08%. In the city of Stachanov the execution amounted to 118.9%, 102.7%
and 41.98% respectively, and in Proletarsky Rayon to 94.54%, 115.35% and
91.09% respectively. However, a large part of revenues in the budgets in question
was ensured through mutual clearing of overdue taxes. And thus total revenues in
1996 in the Proletarsky Rayon amounted to 11260 thousand hryvnia out of which
mutual clearings amounted to 1440 thousand hryvnia (12.97%), in the city of
Makiyevka: total revenues — 50120 thousand hryvnia, mutual clearings — 6553
thousand hryvnia (33.03%); in the city of Stachanov the figures amounted respec-
tively to: 21517 thousand hryvnia and 13683 thousand hryvnia (63.59%). Such a
big share of financial flows outside the banking system significantly decreases the
balances on budget accounts of local authorities, which could be used to resolve
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actual social problems. Apart from that, mutual clearings affect the revenues of the
central budget and can be used to account for irrational expenditures and use of
funds not in accordance with their destination.

On the basis of the above data one should state that the main reasons for the
shortage of funds available for local governments in the territories in question are:

o continuing decline of industrial production, in particular in sectors gener-
ating the basic budget revenues of local authorities;
unsatisfactory payment discipline among enterprises, and a high percentage
of barter transactions, which affects deductions for the budget;
a low and still decreasing percentage of deductions from national taxes and
charges (regulating sources of revenues) and a minor share of stable reve-
nues and charges collected locally;
lack of objectivity in control figures that executive bodies at the higher
level supply to financial divisions at the lower level for preparation of local
budgets, which leads to a hidden deficit;

o the securing of a large part of local budget revenues by mutual clearing of

due taxes.

In reality local governments in the territories in question do not have so—
called growth budgets and their funds are used almost entirely for current
expenditures and approximately one third of such expenditures are in the form
of social payments (transfers). But even these funds are not sufficient to cover
the aforementioned expenditures. In 1996 actual demand for social payments
was met in the city of Makiyevka — in 25%, in the city of Stachanov — in 50.8%,
in the Proletarsky Rayon of the city of Donetsk — in 32.5%. It should be stressed
that this problem can be resolved only if the government verifies its national
budget policy, ensures the right of local governments to exercise their initiative
and stimulates the interest of local Councils in generating their own sources of
funds for their budgets.

It is necessary to seek a compromise in the redistribution of revenues between
territories and effective methods of implementing it because the existing redistri-
bution practice has many deficiencies. The most important of these are: unfair
distribution of budget funds, an absence of clear criteria either in setting priorities
of the state’s regional policy or in encouraging consumer approaches in local gov-
ernments (who receive subsidies or grants from the central budget), and the sup-
pressing of local initiative in the development of their own budget bases.

In a number of contributing districts expenditures per person are lower than
in districts subsidised from the state budget. This practice has been in place for
a long time. At the same time, as the figures of the Chief State Tax Inspection
show, by the end of 1995 45% of local governments had not introduced all local
taxes and charges as prescribed in the list of the Cabinet of Ministers. It is
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noteworthy that 75% of these local governments receive subsidies (or grants)
from higher levels. Districts of high budget potential, however, such as the
Donetsk District, are leaders in production and revenues but do not rank high in
the standard of living and social infrastructure.

The problem becomes even more complicated when we consider that in the
past, as in other transition countries, social services (nursery schools, kinder-
gartens, health service, vocational education, municipal housing, cultural and
health care centres) were financed not by the budget but by state—owned asso-
ciations and enterprises. Such practice was applied to a large extent in industrial
regions. For example in the Donetsk District 2/3 kindergartens and cultural
centres were provided for by industrial enterprises and so were nearly all sports
facilities. In regions with low industrial potential social services are now fi-
nanced mainly from budget sources, largely from centralised redistribution. It
should also be remembered that in present circumstances many heavy industry
establishments constituting the ,,backbone” of old industrial regions are in eco-
nomic difficulties.

Costs will keep increasing in the budget expenditures of old industrial re-
gions as enterprises give up the maintenance of the social infrastructure. The
revenue base should change correspondingly. That is why the coal mining re-
structuring programme provides for obligatory transfer of all social infrastruc-
ture to district and local budgets and ensures that necessary revenue base for the
latter. However, in practice local budgets in the territories in question have not
received additional sources of revenues to maintain social infrastructure.

Defining the demand of Ukraine’s old industrial regions for financial re-
sources one should also bear in mind the they are characterised (especially
Donbas) by significant industrial waste and environmental pollution. Health
hazardous emissions per square kilometre in the Donetsk District are 45 times
higher than Ukraine’s average. In the district there is an accumulation of over
2.5 billion tonnes of different industrial waste (including 1.5 billion tonnes of
coal mining and cleaning waste) which occupy over 2% of the district’s terri-
tory. The ecological situation in the region requires significant outlays for envi-
ronmental protection and for improving the health of the community, both of
which constitute an additional burden to the local and regional budgets.

Thus the existing condition of old industrial regions as state budget con-
tributors is fairly unstable and one should expect a significant fall in tax poten-
tial to take place in these regions in the near future if no investments to mod-
ernise their production potential and structural transformation are ensured. Sec-
ondly, one should expect a tangible increase in the demand for budget funds, in
particular, for the financing of social expenditures.
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Conclusions

The main functions of central budget redistribution should be the levelling out of
disparities in social development in individual administrative—territorial units to meet
set levels and the development of backward or depressed areas. However, the second
function should be made the first priority since practice shows that application of
only equalising transfers preserves the status quo. The best results are achieved by
comprehensive application of different support mechanisms in the troubled regions.
The key principles of such support involve:

e obligatory preliminary elaboration of the state’s regional policy, which would
ensure an optimal combination of national and local interests, based on the ex-
isting budget potential. The main priorities of regional policy in the transition pe-
riod should be stabilisation and general economic growth as well as development
of local and regional governments ensuring implementation of such tasks;

e setting up in the state budget a fund for territorial transfers to even out disparities
in social and economic growth and support for areas suffering from depression
(according to regulations which should be clear, transparent and uniform for all
administrative—territorial units, and which should reduce as much as possible any
arbitrary approaches or individual arrangements between e.g. the Ministry of Fi-
nance and the regional government). Redistribution via territorial transfers should
be based exclusively on set rates and clearing ratios (which should be set for
longer periods e.g. 4-5 years). Clearings based on the infamous , by base”
method should be precluded from mutual relations between budgets.

o special transfers for troubled areas should be allocated not post factum but as pro-
phylactic support. The granting of special transfers should also be based on specific
and transparent regulations, and on clearing formulas, and should involve active
central control of the utilisation of such transfers according to their destination;

o for areas suffering from depression which have a relatively sufficient budget
base — there should be a temporary application of a special budget system pro-
viding for rebates in national taxes and charges to the central budget until they
are fully excluded from local budgets of such areas. Such a system, however,
should be applied only to a limited number of territories and should be based
on specific conditions and social and economic benchmarks which the territo-
ries should fulfil by the end of the period during which the system is applied;

e ensuring concordance of all legal acts regulating mutual inters-budget relations
in Ukraine and their implementation in practice. It makes sense to maintain the
institution of local government and that will require abandoning the total depend-
ence of local and regional budgets on the central budget, ensuring a more clear-
cut division of revenues on different levels, increasing the share of local and re-
gional taxes and charges at least to one third, adopting application of long—term
ratios of distribution of national taxes and charges among budgets of different
levels based on minimum budget per capita ratios.

THE FUTURE OF OLD INDUSTRIAL REGIONS IN EUROPE

Yevgieniy Kopat'ko, Vitaly Korshunov

HOUSEHOLDS IN DONBAS MINING QUARTERS:
PRESENT SITUATION AND PROSPECTS

In May 1997 the Donetsk Information and Analysis Centre commissioned by
the International Renai: e Foundation (, Widrod:zennia”) conducted socio-
logical research under the Polish-Ukrainian project ,,The Future of Old Indus-
trial Regions”. A survey was carried out among 600 mining quarter residents in
the cities of Donetsk (Proletarsky Rayon), Makiyevka, Stachanov, and Brianka.

The research was diagnostic and aimed at identifying the most acute prob-
lems in the region and the impact of economic transformation on the life of
communities in the region. The results were presented in the form of tables.

This paper presents a short analysis of the main characteristics of the current
social and economic situation of the region’s mining community.

The existing social and economic situation in Donbas’s mining areas may not
be considered satisfactory. It results from a number of factors developing over
along period of time. These factors include such processes as the decline of coal
mining production, the reduction of subsidies for production, of social benefits etc.

S

The enforcement of the extensive mine closing down process stipulated by
the national sector restructuring programme, especially in the regions in ques-
tion — where small mining towns and quarters predominate - has had no analo-
gies elsewhere and has been accompanied by a general decline of production in
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other sectors. This process requires a special prophylactic strategy to mitigate
its social aftermath. The lack of such a strategy and of specific measures may
lead to further deterioration of living conditions in mining communities and
even to their ultimate decline.

Besides, coal mining restructuring in the Ukraine is usually associated with
liquidation of inefficient enterprises. With such an approach, no efforts are
made to forecast job demand or to set up new production facilities. As a result,
laying off workers from closed down mines does not entail creating new jobs.

The findings of the research show that at the moment more than half (58%)
of those polled do not have a permanent job. The remainders (72%) work in
state-owned enterprises. Only a small percentage of the people are employed in
private and co—operative enterprises — 10 and 19% respectively.

The data collected in the research show that private business structures
which are, to a larger or smaller extent, adapted to the existing environment are
underdeveloped. State-owned enterprises, in turn, are mostly in economic diffi-
culties and, as a result of the general decline in production, their future opera-
tion is question.

The most complicated situation is in enterprises in Makiyevka: 37% of those
polled described their economic situation as unsatisfactory (in Donetsk - 28%,
in Stachanov and Brianka - 35%).

Opinion of those polled on the economic situation in enterprises

Households in Donbas mining quarters: present situation and prospects

some arrears in payment of salaries to their employees and in 63% of these case
arrears in salaries exceed four months.

Moreover, payment of outstanding salaries in August 1997 was only ex-
torted by pressure on the part of employees, and therefore should not be per-
ceived as a sign of stabilisation in this respect.

In the towns and cities in question the most difficult situation in the area of
payment of salaries is recorded in enterprises of Stachanov and Brianka (in the
latter case 50% of the arrears are older than six months).

n enterprises exceeding six months

s in pay ment

Donetsk 21%
Makiyevka 28%
Stachanov and Brianka 51%

Outstanding salaries in mines are not exceptional in the region. According to
the data of the Economic Division of the District Trade Union Council, the in-
crease in outstanding salaries in the Donetsk district for the period of nine
months amounted to 54.2%: as of August 1996 the arrears totalled 413.2 mil-
lion hryvnia and as of 10 May 1997 — 664.8 million hryvnia.

What does foree people to work in their enterprise despite arrears

Donetsk 28%
Makiyevka 37%
Stachanov and Brianka 35%

in payment of salaries

On the basis of the opinions of those polled we can form an impression of
the general situation in the enterprises in the regions in question.

Enterprises whose economic situation is not satisfactory will not be able to
change their standing in the near future and their condition in the immediate
future is likely to deteriorate. The possibilities of their attracting investments for
production growth could which improve their general condition are slim - over
one third of those polled have only vague ideas about this issue.

As a result of the above economic processes enterprises have arrears in
payment of salaries to their employees. As of today, 80% of enterprises have
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There is no choice 61%
I gotusedto it 10%
I hope they will pay some time 26%
Other reasons 2%
It is hard to say 1%

Adaptation to new economic conditions is quite painful for the miners. Other

countries that have gone through restructuring are characterised by analogical pro-
cesses but have had the advantage of having a restructuring strategy, of strong
worker protection mechanisms and of mitigating measures resulting from the con-
servatism of miners (not willing to change their main workplace).
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A question arises as to within what form of ownership people would prefer
to work. It is curious that 44% of those polled prefer state-owned enterprises
and only 15% prefer private businesses. These figures show that over the past
decades they have developed a paragon of the state as a guaranior of em-
ployment and that this attitud t be abolished even by the existing hard
social conditions.

Probability of losing a job by those polled

Very high ‘ 15%
High ! 23% ;
Moderate 37%
Low 22%
It is hard to say 3%

Even today the number of unemployed is high. This situation results mainly
from retir (66%) or dismissal as a result of closing down or layoffs (14%).
Two thirds of the unemployed polled have been jobless for more than a year.
Those interested in finding a job look for it anywhere (22%). It is peculiar that
41% of the unemployed polied do not make any effort to find a job. This can be
accounted for by disillusionment and low expectations of finding any job anyway.

In 80% of the cases nobody helps the unemployed to find a job, i.e. they
cannot count on any organised help, which can intensify the growing social
apathy.

As of today 86% of those polled receive some social help. However, this does
not change the opinion of 4/5 of the population who consider themselves poor.

Therefore there is no point in telling the community that the social help
mechanism is efficient. The inefficiency of the mechanism is ameliorated to
some extent by the activity of local and regional authorities and social services.

Nonetheless, the numbers show that their efforts are inefficient too: asked if
they know of the existence of such organisations 68% of the people said they
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did not know of any such organisations and 9% responded that it was hard for
them to assess the performance of such organisations. Thus the activity of the
existing governmental and social structures aimed at social adjustment and re-
training is insufficient and inefficient. A similar situation was identified in all
the towns and cities in question.

Ninety percent of those polled said that their material situation had deterio-
rated and that so had the social and economic indicators in all aspects of the life
of the region: health service (80% of those polled claim it has deteriorated),
safety of employment (83%), environmental situation (76%).

Analysing family budgets one should first of all identify individual budget
components. They include mainly old age or disability pensions (63% of those
polled perceive pensions as their budget components) and salaries received for
primary employment (60%). In over 50% of the cases family budgets are supple-
mented by farming activities: 42% of those polled have a garden, 9% a family
farm and 5% an allotment. Trade and seasonal and extra jobs help 2+4% of those
polled while social benefits are a budget component for 10% of those polled.

The range of family budget sources is quite broad but these sources are
not able to meet all the needs of the households: 63% of those polled are not
able to provide for their basic needs because they face a shortage of money, one
third manage to make ends meet. Only 3% of those polled can afford to save up
money (although not regularly).

One of the most important social indicators is housing. As of today, most of
those polled own at least part of their homes — own a flat (43%), house
(26%) or part of a house (29%).

However, analysing the housing situation one has to note rather difficult
living conditions in mining quarters: only 6% of those polled assess the condi-
tion of their dwelling as good and 36% as satisfactory. 88% of those polled say
their flat needs renovation, out of which 20% needs a major repair and 68% mi-
nor renovation. The difficult housing situation is also illustrated by the fact that
80% of those polled respond that they need to improve their living conditions.
However, necessary as it is, only 2% of those polled have the possibility to im-
prove their housing situation.

On the basis of the findings of the research one can picture the housing unit
where most of those polled live. Their dwellings are usually privatised two or
three room flats with an area of 45.9 mz, where the existing residents have been
living for over fifteen years. Despite acute needs the people would not exchange
their flats. However such a situation results largely from their awareness that
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this is simply not possible for financial reasons. On average half of those polled
have such facilities as telephone, sewerage system, toilet, gas heating etc. How-
ever, the other half do not have access to such facilities and have practically no
prospect of improving their situation. The research showed that over the past
three years the only durable goods people have been buying are clothes and
shoes, i.e. basic items. The percentage of persons who have made bigger pur-
chases is exceptionally small.

As a result of the existing situation three fourths of the mining population do
not expect any change for the better.

Naturally the outlook for the immediate future cannot be optimistic. The
predominant feeling: g the population are pessimism and anxiety
about the future of their housing quarter — 74% of the people are very anx-
ious about it.

Prospects for the life of the housing quarter

It is hard to say 8%
It will improve 5%
Nothing will change 3% -
It wil] deteriorate 74% o

At present around one third of those polled (31%) would like to move to an-
other place. Moving to another place is a costly venture, however, one can as-
sume that part of the population would like to leave but that they do not because
of the bad financial situation.

As of today, most of those polled assess the prospects for the future as pes-
simistic. Over two thirds (68%) of those polled believe their living conditions
will deteriorate over the next year and 18% believe they will remain unchanged.

One can observe increasing individualistic tendencies, especially on the
negative side: society at present— mutual help among people is decreasing. Only
one fifth of those polled receive support from their relatives and only 4+5% can
count on support from other sources (friends, neighbours, acquaintances). This
can be accounted for by the unsatisfactory material living conditions of the peo-
ple who, much as they would, are not able to provide support to others.
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J 1 fieir own resources.

In resolving their social problems, 62% of those potled counts on their own
resources, 14% on the help of their friends and relatives and 24% do not count
on anybody.

Only 2% of those polled count on the Supreme Council, 3% on the President
and 6% on the Government. Only 5% count on local and regional authorities.

As we can see, despite attempts to adjust to new living requirements people
are not able to cope with the bulk of social problems.

Over half of those polled (56%) admit that they are not able to manage all
the difficulties they come across and 33% are not able to cope with some of the
difficulties.

us

The existing situation can be accounted for by the following factors:

o the lack of any strategy of operation in this area — the state resorts only to
tactic measures;

* the social development management subsystem has not been incorporated
into the general economic development management system;

¢ mechanical transfer of foreign experiences in the area of social management
without taking account of their feasibility;

e lack of forecasts regarding social consequences of the decisions taken by the
national and regional authorities;

o insufficient focus of the social policy on protection of the rights and interests
of the working population;

o lack of legislation ensuring liability of national authorities for deterioration
of the living standards of the population during their term.

the living tandards ‘of the populatmn. ‘

It is obvious that if the existing restructuring methods are kept in place, in
addition to the existing problems, the closing down of mines will bring about
a serious social aftermath. This will result from upsetting the population situa-
tion, disproportions in the sex and age structure and mass migration of people
of working age from regions where mines are closed down which may lead to
further deterioration of living standards in mining areas and eventually to their
ultimate decline.
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FACTORS DETERMINING
THE LIVING CONDITIONS IN THE DONETSK REGION

Background

The quantitative survey entitled ,,Future of Old Industrial Regions” conducted
in the spring this year in the Donetsk Region has enabled us to carry out a number of
comparative analyses which illustrate the living conditions of those polled in terms
of: the place of residence, housing conditions (number of square metres per capita,
sanitary conditions etc.), employment situation, professional position, education, pro-
fession, age, income, marital status, number of persons in the family (household) etc.
It has enabled us to carry out a subjective analysis of: the material situation of those
polled and their neighbours, their optimism/pessimism regarding the future of their
town region, living standards in their homes (assessment of infrastructure), employ-
ment opportunities and conditions, environmental situation in the region, perform-
ance of social institutions, availability of information etc.

In this paper we set out to answer the following questions:

* What elements differentiate the evaluation of external infrastructure in
households?

* What features of those polled differentiate their assessment of the present
and future living conditions?

¢ What social and demographic features differentiate those polled in terms of
their debts towards the state (rent, gas, electricity, heating etc.) and what
features differentiate the arrears in payment of salaries by employers?

* What features differentiate those polled experiencing poverty and those who
do not experience it?

* What are the differences between those who believe they can overcome the
existing difficulties and those who declare they cannot?

Answers to the above questions will enable us to find the objective elements
which have a significant impact on the public assessment of the infrastructure and
to point out other elements which do not affect such assessments (at least in statis-
tical terms) and then to illustrate the views and perception of living conditions by
those potled depending on the social and demographic structure of the region.
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1. Elements Differentiating How Those Polled Evaluate
External Infrastructure

We asked the people surveyed persons to evaluate the performance of dif-
ferent facilities and institutions in their home town or village. The first group of
questions pertained to their evaluation of grocery and general use goods shops,
schools and kindergartens, outpatient clinics and hospitals, post offices, phar-
macies, transportation companies and other social and utility enterprises. The
evaluation focused on the changes over the past three years as perceived by
those polled. The people were asked whether the performance of the above fa-
cilities and institutions has improved, deteriorated or remained unchanged over
the past three years.

The second series of questions pertained to changes that have taken place
over the past year in the following areas: the material situation of the family.
medical care, leisure facilities, the condition of schools, availability of informa-
tion, possibilities of voicing their views, environmental situation in the region,
personal safety, employment safety, protection against law—breaking. This time
those polled had to evaluate the situation using a five—degree scale from: , It
has improved significantly” to It has deteriorated significantly”

The third issue in focus was people’s optimism/pessimism regarding the im-
provement of living conditions over the next year.

The results of the analyses are as follows:

1. People’s evaluation of external infrastructure such as the performance of
schools, kindergartens, outpatient clinics, hospitals, post offices, pharmacies,
transportation and social services varies depending on where they live. This
element is important from statistical perspective (x%, Cramer’s coefficient).

2. Another factor differentiating people’s assessment is employment opportu-
nities (or the lack of them). Depending on whether those polled have a job
or not, their assessments of the performance of shops, schools and pharma-
cies are significantly different from a statistical perspective.

3. The next factor influencing the assessment of shops, outpatient clinics, hos-
pitals and pharmacies is the type of enterprises where those polled work
(state—owned, private, leased etc.).

4. Being a member of mining family (or not) does not differentiate those polled
except in their assessment of post offices and pharmacies. It should be
noted, however, that nearly all objective factors have some impact on the as-
sessment of post offices and pharmacies.

5. The only factor that does not have any significant impact on the assessment
is the size of the company those polled work for (obviously, this refers only
to persons with jobs).
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The assessment of the transformations that have taken place over the past
year brought similar results:

1. Assessment of leisure conditions, the situation in children’s education, pos-
sibility of voicing views and environmental situation of the region is af-
fected by where one lives.

2. Whether one has a job or not influences one’s assessment of the material

situation of the family, medical care, availability of information, situation in

children’s education, possibility of voicing views, and employment safety.

The type of enterprise in which one works is related to the assessment of the

material situation of the family, medical care and the environmental situation.

4. The size of the company those polled work for has an impact on their as-
sessment of medical care and environmental situation.

5. Itis interesting that none of the aforementioned factors has any significant im-
pact on the assessment of personal safety and protection against law—breaking.
The last factor considered in this section is optimism regarding the improve-

ment of living conditions over the next year. It appears that the only significant

element differentiating the views of those polled is the type of the employer they
work for. Such a result points to a strong feeling of uncertainty about the future at
least in the case of employees at some establishments in the region.

To sum up, we will just point out that most of the factors we considered, in
particular the place of residence, employment and type of employer, are corre-
lated with a number of opinions expressed by those polled. Which town people
live in also affects their opinions — e.g. regarding external infrastructure? Also,
the social and demographic structure has a significant impact on the perception
of these conditions and the assessment of infrastructural changes.

w

2. Features of Those Polled Differentiating Their Assessment
of Existing and Expectations Regarding Future Living
Conditions
The assessment of living conditions of those polled and their families in-

cluded:

1. assessment of monthly family income;

2. assessment of provision of food for the family;

3. arrears in the payment of bills;

4. comparison of the financial situation of those polled with other persons in
the region;

5. optimism/pessimism regarding the future of the village, town or city where
they live.
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We have analysed the correlation’s between the above fagtors andvthe social
and demographic data: their place of residence, age. gducanon, mamal status,
employment situation, the type of enterprise they work in, and their professional
position, and we obtained the following results:

Re. 1) Those polled assessed their monthly incomes according to the following
scale:

Our income is fully sufficient — we can save up money every month;

We manage to save up some money but not regularly;

We barely manage to make ends meet,

We are short of money; money is sufficient only to meet the most urgent needs.

It appears that the assessment of the incomes is to a lgrge extgm correlated
with age, education and professional position. The remaining soc;al and demo-
graphic features (e.g. having/not having a job) do not have any impact on the
assessment in this respect. Thus one can say that the elements differentiating the
assessment of income are to a large extent connected with the awareness of
those polled — with experience, education and professional position.

Re. 2) Those polied assessed the provision of food in their families according to
the following scale:

e We eat what we feel like;

e We eat well but we cannot afford ,delicacies™;

e  We eat modestly, we try to buy cheap things;

e We eat poorly — Food is short.

There is a statistically significant correlation between the assessment
of the provision of food in the families and such features as age, edgcg-
tion, marital status, and professional position. Thus the results are simi-
lar to those obtained during the assessment of income. However, in this
case we have additionally a strong correlation with the marital status.
Single and divorced persons (i.e. probably alone) displayed more diver-
sification in the assessment their situation in this respect than persons
who are not alone. It should be noted that neither of the above features
is affected by the place of residence.

Re. 3) Practically all of those polled admitted that they had arrears in paying
bills. Twenty five percent of those polled say their arrears are not oldgr
than three months. Nearly 40% admit they have not been paying their
bills for twenty-five months. The elements, which have an impact on the
arrears in paying bills, are the following: place of residence, age, apd
education. Other social and demographic factors do not have any sig-
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nificant impact on this aspect apart from the employment factor, which
will be discussed below.

Re. 4) There are strong correlation’s between the social and demographic fea-
tures of those polled and their assessment of their financial situation as
compared to most people in the region. The assessment of their position
as compared to others (measured according to a five—degree scale) de-
pends on the place of residence, age, education, marital status and size
of the enterprise the person polled works in. The last correlation may
mean that the differentiation of the financial position of those polled is
influenced by the fact that they can compare their situation with others.

Re. 5) The assessment of the future of the village, town or city where the person
polled lives was measured in a three—degree scale: life in the vil-
lage/town/city will improve, will remain unchanged, and will deterio-
rate. Factors correlating with optimism in this area were only the place
of residence and education. The population of Makiyevka displayed the
most optimism and the least pessimism. The most pessimism and the
least optimism were declared by the residents of the Pravda area. The
research showed however that the higher the education of the person
polled the stronger the pessimism regarding the improvement of the life
in his/her town.

To sum up, the living conditions are perceived by those polled as poor. The
people are also pessimistic about the possibilities of improvement of the situa-
tion in their towns or villages. These assessments are certainly affected by such
features as age, education, professional position and place of residence. Other
features have a weaker or stronger impact, depending on the evaluated element.

3. Social and Demographic Features of Those Polled
vs. Arrears in Payment of Bills and Arrears
in Payment of Salaries by Employers

Arrears in payment of bills to the state by the families in question are huge.
Only seven percent of those polled said that their arrears were not older than one
month. The remaining ninety three percent have older arrears. It appears that a
feature that has an impact the age of the arrears (from one month to over two
years) is the place of residence. Another statistically important element is having
(or not) a job. Other social and demographic features do not affect this issue.

The opinions on the arrears in payment of salaries by employers depend on the
place of residence and the type and size of the enterprise those polled work in. It
appears from our analyses that private enterprises pay salaries to their employees
much more punctually than other types of employers. It also appears that arrears in
salaries do not affect the arrears in payment of bills by those polled. It seems that
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the failure to pay bills is a general and socially accepted behaviour. It occurs even
among persons who could pay their bills since their material situation is good.

4. Features Differentiating Those Polled
Experiencing Poverty

We quoted the questions about the monthly income and the assessment of
one’s financial position as compared to others in Item 2. Here, however, we
viewed these questions as a measure of poverty and well-being. Let us remind
that 63% of those polled said that they were definitely short of money and could
afford to buy only the most necessary items. 33.5% of those polled said that
their monthly income was just enough to make ends meet. Only 5.5% people
said they could save up money.

1t appears from our correlation’s that the assessment of one’s income de-
pends on a number of factors: place of residence, having (or not) a job, type and
size of the enterprise in which one works, age and education. However, here we
should note another factor, namely, the age (and thus the amount) of the arrears
in payment of salaries by the employers. We identified nearly the same when
analysing the assessment of one’s financial position as compared to others. Also
in this case we noted an important feature differentiating those polled — having a
farm, an allotment or a garden. Persons having such items frequently identified
themselves with people in a better financial position.

5. The Impact of Social and Demographic Features
on the Opinions of Those Polled on the Possibility
of Overcoming the Existing Difficulties

The last questions we asked were as follows:

Does the Donetsk Region population have the feeling of stability and se-
curity about their future and the future of their families?

Taking into account the difficult and complex situation does society
have a feeling that it will manage to overcome the difficulties or does it feel
powerless?

What factors have an impact on the opinion of those polled on the above
issues?

Just as in the case of other issues, the place of residence has a significant
impact on the answers to these questions. The feeling of security is closely cor-
related with the type and size of the enterprise the person polled works in. There
is a slightly weaker correlation with the family situation — single persons are
more anxious about their future.
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The opinions on the possibilities of overcoming the existing difficulties also
depend on the employment situation, type of workplace, age, education and pro-
fessional position. It is also important if the person polled or a member of his
family works or worked (or not) in a mine. Let me remind you that nearly 72%
of those polled believes there is not any possibility of overcoming their diffi-
culties.

Final Comments — Summary

On the basis of our findings we can say that the current and projected system
changes in the Donetsk Region are closely connected with the perception of re-
ality of those polled. Reality is perceived in different ways and these differences
do not result from political views, ethnic or religious factors. They result from
the degree of poverty, employment opportunities, faith in a better future and
these factors, in their turn, depend on the place of residence, having (or not)
a job, and receiving a regular salary for the job performed.

It appears that the Donetsk Region is very diversified. In the areas where
there are some employment opportunities and the prospects for the future are
not bleak, the social assessment of the reality and living conditions are more
optimistic. Our research carried out in the regions in question, i.e. Makiyevka,
wPravda” quarter, Stachanov, and Brianka, confirm this diversification: the
place of residence has a significant impact not only on the perception and as-
sessment of the living conditions but also on most of opinions on the so—called
external infrastructure. The diversified opinions of those polled on their future
also turned out to be connected with the type and size of enterprise they worked
in and their education. The mood of persons employed in private companies is
much better than of those employed in other sectors.

To sum up, we cannot overlook the common practice of not paying salaries
(the same refers to payment of old age and disability pensions) and in paymert
of bills for municipal services by individuals. Although the analyses do not
prove there is a direct connection between these phenomena, undoubtedly there
is some correlation. The general practice of not paying the bills irrespective of
the availability of money is the response of the public to the employers’ failure
to pay salaries.

One of the objectives of the research was to capture the differences between
mining and other families. It turned out that in most cases there were no such
differences apart from the more pessimistic view of their future in mining fami-
lies.
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SELECTED DETERMINANTS OF THE MATERIAL,
SOCIAL AND ECONOMIC SITUATION
OF THE WORKERS IN THE DONETSK REGION

Background

The findings of the research carried out in four cities in the Donetsk Region
shed some light on the material, social and economic situation of the local
workers. 251 out of 600 those polled were employed in the region’s enterprises.
Let us review the factors that have the most impact on their opinions on, and
their assessment of, various aspects of their social, economic and material
situation as well as the assessment of some selected features of the enterprises
they work for.

The enterprises those polled work for are at the outset of economic trans-
formation, which can be seen, for example, in their ownership status. As much
as 72.0% of the polled employees work in state—owned enterprises, 9.2% in co—
operatives and 0.4% are self-employed. Even if the above numbers do not re-
flect the real situation faithfully (as the so—called grey zone is a common phe-
nomenon in post-communist countries — from Kazakhstan to Slovenia) one
cannot claim that ownership transformations in the Donetsk Region are ad-
vanced. The situation in this area is similar as in the nearby Georgia but worse
than in the more distant Kirghizia. However, the situation simply cannot be
compared with the high standards set in the Vysheghrad countries (the Czech
Republic, Poland, Slovakia and Hungary). What is the most striking is the
weakness of the process of establishing new small private businesses.

There are no precise numbers illustrating the progress of restructuring proc-
esses in state-owned, co—operative or privatised companies. We have deter-
mined, however, that only one out of four employees works in the smallest
companies (under 100 employees) which dominate the labour market in devel-
oped western countries (for example in 1995 in Poland over 2/5 of all employ-
ees worked in this category of companies). Besides, the reconnaissance our
Ukrainian colleagues and we have carried out in around a dozen big enterprises
in Donetsk has shown that there are different, often contradicting, trends in this
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respect. Apart from a few cases of changes for the better, we have 'idemiﬁed
anti—restructuring attitudes, the lack of any changes. Some enterprises, even
very big ones, are simply ,,dying”. In most cases the financial and economic
condition of these companies is critical and there are no signs of any optimistic
outlook for the future. Most of these phenomena have been captured during the
research conducted among the households, in particular those whose budgets
depended on the salaries of individual family members still formally employefi
in these or other companies. It should be noted that such households are a mi-
nority in the Donetsk Region. Most families live on old age and disability pen-
sions, benefits or plots of land, allotments, help of relative’s etc. Households
that do not receive any help in any form are constitute a marginal share of the
sample. It is obvious that this situation cannot last infinitely. Nonetheless, the
Donetsk Region is just at the outset of the transformations and this means that
the processes may bring about an escalation of unemployment, a decline of in-
comes etc.

What is the situation of the workers in Donetsk companies in light of the re-
sults of the research and what are the main factors determining their situation?

Looking for answers to the above questioris we will dwell on the outcomes
of an extensive statistical processing of the results obtained in household sur-
veys. We have managed to capture the correlation’s presented below using the
Chi-Squared Coefficient and the Crammer’s coefficient.

Social and Economic Situation of the Workers
— Main Features

It is common knowledge that people undertake work in different types of
businesses mainly to earn money to provide for them and for their families. Un-
doubtedly, the same refers to the population of the Donetsk Region. However,
only one out of five of the employees in Donetsk enterprises claim he does not
have problems with collecting his salary. Nearly one third of the employees has
not received his salary for more than half a year and 34.3% of the employees for
4 to 6 months.

Looking at the ownership status of the employers who have the oldest ar-
rears in the payment of salaries we have found out that they are mainly state-
owned enterprises and co—operatives. These companies have two-month old
arrears in the case of three out of four employees. In private companies two
thirds of the employees do not experience any problems with punctual payment
of salaries. In state—owned company’s only one out of ten employees receives
his salary without a delay. The problem is, however, that private companies
employ a very small share of those polled.
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Looking at the size of the companies (measured in the number of employ-
ees) that default in the payment of salaries one can notice that such problems
occur predominantly in big and medium-size enterprises. As many as three out
of four employees who do not receive their salaries on time work in companies
employing over 100 people and most of them work in companies with over
1000 employees. Most employees (3/5) who collect salaries in a timely manner
work in companies employing less than 100 employees. The problems is, how-
ever, that these small companies employ only 28.0% of those polled. If the
above data are representative it appears that over 2/3 of formal employment in
the Donetsk Region is still concentrated in big and medium—size enterprises
which means that the employment structure in the region far from sound.

The answers to our further questions shed some more light on the aforemen-
tioned facts. Those polled were asked to assess the economic condition of the
companies they worked for.

Let us start with stating that nearly 3/4 of those polled who had a job as-
sessed the economic condition of their employers as unsatisfactory. Only 5.6%
of those polled assessed the condition as good and 17.9% as satisfactory. It ap-
pears, however, that in private companies only one out of four employees as-
sessed the condition of his employer as unsatisfactory. The same percentage as-
sessed it as good and 37.5% as satisfactory. Nearly 4/5 of those polled em-
ployed in state—owned companies and approximately 70.0% in co—operatives
(and nearly four out of five in the ,,other companies” category) considered the
condition of their employers as unsatisfactory and only 4.4% of employees in
state—owned companies found the situation in their enterprise good.

The correlation between the size of the company (measured in the number of
employees) and the assessment of its condition by its employees can be de-
scribed as ,/inear”. The percentage of the employees who assess the condition
of their employer as unsatisfactory systematically increases as we move from
companies with the lowest number of employees to companies with the biggest
labour force. The percentage of employees assessing the condition of their em-
ployers as satisfactory drops regularly as the number of employees increases.
The bigger the company, i.e. the more employees it has, the less percentage of
the employees considers its condition as good.

In normal market environment the economic condition of a company should
determine its chances to survive and thus to ensure employment for its employ-
ees. In our survey the persons polled were asked about the probability of los-
ing their job in the nearest future. The answers were the following: only one
out of five persons considered the probability as low, nearly 2/5 as high or very
high. The remainder, i.e. nearly 2/5 assessed the probability as average.

As for the factors determining the above opinions, there is a strong correla-
tion with the size of the company where those polled work. The probability of
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losing a job was assessed as high particularly in small companies employing
20+50 employees and medium-size companies (1001000 employees). The
percentage of those polled with the same opinion in big companies and compa-
nies employing 50+ 100 employees is smaller by nearly half.

The probability of losing a job was identified as high by the most employees
in medium-size (1001000 employees), small (50+100) and very small compa-
nies (20+50). Nearly one out of three, more than one out of five and one out of
five employees respectively said the probability of losing their jobs was high.
Nearly every other employee in the biggest companies considers the probability
of losing his job as average and one out of four considers it low. Such an as-
sessment is interesting since, as we remember, the evaluation of the economic
condition of the biggest companies by the same persons was not very good. Ap-
parently the employees believe that big companies cannot go bankrupt.

On the other hand, it is striking that the feeling of employment safety in very
small and small companies is high. Nearly 3/5 of the employees in such companies
think the probability of losing their jobs is average and low whereas the employees in
the smallest companies feel the safest as one out of three employees in such compa-
nies believes the probability of losing his job is low. This tendency points to the abil-
ity of small companies to adjust to new circumstances and customer requirements
and thus to survive or even to expand, which has been proven in market conditions.

It should note that the assessment of the probability of losing a job is not
determined by the ownership status of the companics in which those polled
work. Thus the paragon of a brutal capitalistic employer who mercilessly sacks
his employees has not proved to work in practice. In the eyes of those polled
private employers are not different from state—owned employers although one
can assume that the decisive factor in this respect is the economic condition of
the businesses — a state—owned company has to (or will have to) lay off its em-
ployees because of economic difficulties whereas a private employer is not
forced to do so since, as we mentioned before, his company is usually in a better
economic condition.

The results of the research have also cast some light on different aspects of
broadly understood working conditions. Those polled were asked to declare their
satisfaction (or dissatisfaction) with their (physical) working conditions, with the
level of their salaries, safety at work, fringe benefits, protection of their interests
and their awareness of the situation in the company. The persons polled were quite
satisfied with their physical working conditions, their safety and the information
they were receiving on the condition of their companies (54, 52 and 42% of those
polled respectively). The most employees were not satisfied with the leve! of their
salaries (79%), the protection of their interests (74%) and the fringe benefits (70%).

The assessment of physical working conditions in the workplace depends
largely on the size of the company. Apart from the marginal group of self-em-

54

ployed persons, the physical working conditions were assessed in the most favour-
able way by those employed in very smail and small companies (3/4 and 2/3 of
satisfied employees) and medium-size companies (over haif of employees). In the
above companies only one out of four, one out of three and two out of five em-
ployees respectively were not satisfied with their physical working conditions. The
employees in the biggest companies declare their satisfaction with physical work-
ing conditions the most rarely (one of three employees). In most cases they are not
satisfied (nearly 2/3 employees). Shortly speaking, the most difficult conditions
are, in the eyes of the Donetsk population, in big enterprises (mainly mines) which
are the heritage of ,,real socialism”. The best physical working conditions are of-
fered by small and very small establishments, the biggest share of, which are private.

Satisfaction with the salary level is quite strongly correlated with the own-
ership status of the employer. Only one out of five employees in state—owned
companies declares his satisfaction with his salary level while over half of the
employees in private companies (58.3%) are satisfied with their wages. The
most dissatisfaction with their salaries is declared by employees in leased com-
panies (100% dissatisfied employees), co—operatives (over 90%), and state—
owned (83.4%) companies. It is interesting that the most unfavourable
assessments of salary levels are recorded in the , transition” forms of ownership
which have been introduced to replace state ownership and lead towards
privatisation. Moreover, it is striking that the assessment of the salaries in
private companies is very good.

The salary levels are even more strongly correlated (in a linear way) with the
size of the company measured in the number of employees. Every other em-
ployee in very small companies (2050 employees) and one out of four em-
ployees in small companies (50+100) evaluates his salary as satisfactory,
whereas the numbers in the biggest and average—size companies are 8% and
14% respectively. Over 90% of the employees in state-owned companies de-
clare their dissatisfaction with the received salaries (including 82.6% of those
who are completely dissatisfied. In medium-size companies as much as 85%
employees are dissatisfied and 70.9% completely dissatisfied with their salaries.

Safety at work, just like physical working conditions, is correlated with the
size of the company. Four fifths of the employees in the smallest companies,
nearly 3/5 of the employees in small companies and one out of three employees
in the biggest companies declare their satisfaction with their safety at work.
Two thirds of the employees in the biggest enterprises find their safety condi-
tions unsatisfactory. In medium-size companies most of the employees are sat-
isfied with their safety at work (75%) and 38.4% are not. In the smallest com-
panies one out of five employees and in small businesses one out of three em-
ployees is not satisfied with the safety situation.
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Fringe benefits resulting from the employment in companies are correlated
with the size of the employer. It is striking that most employees in big enter-
prises (3/4) are not satisfied with the benefits they obtain and only one out of
ten employees is satisfied. In medium-size companies one out of five employ-
ees and in small businesses one out of four employees is satisfied with the bene-
fits. The above numbers undermine the generally accepted paragon of the over-
protective big state-owned enterprises. It appears that it is the small (often-
private) enterprises that guarantee better and more satisfying fringe benefits.

It appears that also protection of employee interests is correlated with the
size of the company measured by the number of staff. But also in this case the
direction of the correlations abolishes the generally accepted stereotypes. It
turns out that only one out of ten employees in big companies (i.e. in enterprises
which are meant to have strong and effective representative organisations pro-
tecting employee interests) is satisfied with the effectiveness of such efforts. As
much as 37% of those polled employed in the smallest companies and 17.2% of
those polled from small companies are satisfied with the protection of their in-
terests. Dissatisfaction with the effectiveness of employee interest protection is
declared by as much as 85% of employees in the biggest enterprises (including
72.1% who declare definite dissatisfaction). The situation is similar in medium—
size companies where 3/4 of those polled are dissatisfied with the effectiveness
of the protection of their interests including 2/3 who declare their complete dis-
satisfaction.

It should noted, however, that also in small and very small companies the
percentage of dissatisfied employees is high (65.5% and 62.1%). The numbers
say a lot about the crisis of the representation and the employee protection sys-
tem in the Donetsk Region, in particular in the biggest enterprises. In practice a
huge majority of the employees have been left without any protection which en-
abled the local and regional administration as well as old and new employers to
take arbitrary measures. In this, we can identify one of the main factors ac-
counting for examples of gross negligence in economic transformation proc-
esses.

The last element of working conditions, i.e. the information the employees
receive about the situation in their company, is also strongly correlated with
the size of the company. It appears that the size of the company has a fairly
negative impact on the awareness of employees of the situation in the company.
Nearly 3/5 of those polled in the biggest enterprises are dissatisfied with the in-
formation about company matters they receive. Nearly 55% in medium-size
companies, around 45% in small companies and 40% employees in the smallest
companies are dissatisfied with the information they receive. As could be ex-
pected, the most satisfaction in this area is declared by employees in the small-
est companies (2/3) whereas over 1/3 of the persons employed in other compa-
nies are satisfied with the information on company matters they get. The above
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nur_nbers are one more factor against keeping in place big industrial enterprises
which, although dominant in the structure of Donetsk’s economy, do not show
any advantage over other types of companies.

Summary

Despite the pessimistic conclusion of the above research based on a more
thorough analysis of the data collected during the survey carried out among 600
hoqseholds in the Donetsk Region most of the regularities we identified and de-
scnbe_:d gbove encourage us to be optimistic. On the one hand, many of the fig-
ures ln(:!lcate that transformation and restructuring processes in Donetsk busi-
nesses, in production companies, in particular, are at a very early stage. On the
othe?r hand, the above features show that all elements of the economic I'ransfor-
mation and restructuring bring good economic, social and psychological results.

A tra}nsfonnation of the economic system involves, among other things,
ownership transformations (in particular privatisation) and an increase in thé
percentage of small, mainly private, companies in the structure of the econom:
The results of our research have shown that these small companies emergin, 1};1
the Donetsk Region as a result of the transformation and restructuring procgess
are superior to other businesses in every way — starting from arrears in the
paym.ent of salaries to their employees through their economic condition and
perceived employment safety to all aspects of working conditions. What is ur-
gently required however is an increase in the number of such comp'anies and the
restructuring of the enterprises, which do not have the positive features, which
our research identified in some of the companies. We wish our findings l;ecome

a strong argument in the discussions and will help take decisions and measures

hat will increase the number of sma usinesses al ring about the expecte
n ted
that 1 tl b 11 b nd by g about th peci

57



THE FUTURE OF OLD INDUSTRIAL REGIONS IN EUROPE

Lohacheva Ludmila, lvashechkina Olena

SOCIAL AND ECONOMIC EFFECTS OF CORPORATE
RESTRUCTURING IN THE DONBAS REGION

The economic crisis in the Ukraine has been slowing down the social and
economic development of the country. The crisis can be overcome and the eco-
nomic potential can gradually grow only on the basis of active restructuring
policies and of a general strategy for reforming the country’s economy.

A successful transition to a new better economy depends to a large extent on
the formulation and implementation of a restructuring policy based on scientific
premises. Such efforts should ultimately lead to a slowing down of the produc-
tion decline, efficient utilisation of materials and technical resources, improve-
ment of the financial standing of the companies, improvement of living stan-
dards and reduction of unemployment.

The outcome of corporate restructuring depends to a large extent on the suc-
cess of the ownership transformation. Any evaluation of the transformation po-
tential should take into account: the strategy of corporate development follow-
ing the privatisation and structural changes; the improvement of the financial
and economic standing of companies; the scope of modernisation of production;
production competitiveness; and social aspects of the transformation.

Privatisation of state—owned enterprises was started in 1993. According to
the data of the Donetsk District Statistical Office as of 1 July 1997, 5952 enter-
prises have been privatised in the District. 2495 of them (41.9%) were national
property and 3469 (58.1%) were municipal. Table 1 presents the number of
companies privatised in individual years and the characteristics of the compa-
nies from different sectors of industry.

At the outset of the ownership transformation process bulk of the enterprises
(as much as 52.3%) was bought out by the Merchants Association. Sixteen per-
cent of the privatised companies found owners through leasing (lease with the
option of a gradual buyout). The number of companies privatised through auc-
tion increased from 7.8% in 1993 to 14.4% in the first six months of 1997.

One of the forms of privatisation has also been the sale of shares in open
Jjoint stock companies.
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Table 1. Analysis of the Privatised Enterprises by Sector

Social and economic effects of corporate restructuring in the Donbas Region

1993 | 1994 1995 1996 | Total from the
beginning of
privatisation

To{al number of pri- 2072 - | s952%
vatised enterprises R S
Out of which:

Industry 66 129 210 136 -7
Agriculture 2 9 90 58 168
Transportation 9 16 52 20 98
Construction 42 89 55 56 230
Trading and public 235 458 1183 1341 3386
catering

Supply and Sales*** 6 9 58 32 114
Social infrastructure | 54 | 157 381 218 | 8%
Other sectors 16 54 148 221 415

* The figures do not include the enterprises with dissolved sale-purchase agreements
figures as of 01.07.1997

In the total number of companies privatised from the beginning of the eco-
nomic reform the share of whole property estates was 49.8%, branch offices and
sub-branch offices — 49.5% and buildings which have not been completed — 0.7%.

It is noteworthy that the number of companies changing their ownership
status has been decreasing. It means that the ownership transformation process
is coming to an end.

Companies that changed their ownership status have started to increase their
impact on the economic ratios of the Donetsk District, as can be seen in Table 2.

In the general structure of production, labour and service costs the share of
costs incurred by privatised enterprises constitute around 47%.

Outlays per hryvnia of manufactured goods in 1996 amounted to 0.94 hryv-
nia in privatised enterprises, 0.98 hryvnia in the whole district, and 1.02 hryvnia
in state~owned enterprises.

Profitability of production in 1996 in the whole Donetsk District was close
to 6.0%, in state-owned enterprises — 4.6%, in co—operatives — 7.2% and in
companies held by foreign legal persons — 16.7%.
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Analysing the statistics one can notice some general tendencies reflecting
the results of the ownership transformation process. However, in order to evalu-
ate the potential and the performance of the transformed enterprises one needs
to thoroughly analyse their present social and economic situation.

Table 2. Ownership changes in the Donetsk District (% of total number)

1992 1993 1994 1995 1996
Non-state-owned 92 | 278 | 356 | 458 50.6
enterprises
Production 18.9 48.2 47.5 444 63.1
Income generated by
privatised enterprises 12.2. 429 56.1 41.5 50.9
Out of which:
Industry 59 44.2 50.5 48.8 61.9
Construction 237 37.6 54.4 67.3 78.3
Trading 72 68.7 755 74.1 100.0
Number of employ-
ees in privatised en-| 23.8 18.0 34.7 36.3 47.7
terprises

The research on the restructuring process carried out in May 1997 covered
13 enterprises 9 of which were located in the Donetsk District in the following
cities: Donetsk, Makiyevka, Charcyzk, and 4 enterprises in the city of
Stachanov, Lugansk District.

The research focused on the enterprises from the mining, metallurgical, ma-
chine production, chemical, light industry and trading sectors. In terms of own-
ership status, these were state—owned enterprises, closed and open joint stock
companies, and co—operatives.

The analysis of the social and economic situation of the Donetsk enterprises
was based on their reports portraying their financial and economic standing, in-
debtedness, number of employees, salaries, staff qualifications, work time utili-
sation, and on the basis of their balance sheets for the years 1993+1996.

The analysis of the enterprises from the city of Stachanov was based on
analytical tables portraying their financial and economic ratios, staff number,
salaries and work time utilisation.

Since Stachanov’s enterprises provided only incomplete information from the
past two years, we did not present some of the ratios. Without complete data we

61



Lohacheva Ludmila, Ivashechkina Olena

were not able to analyse the performance of the whole sample according to one
criterion. Therefore the results of the social and economic analysis of the enter-
prises in the Donetsk District and the city of Stachanov were presented separately.

Production Level, Costs and Profit

It was difficult to analyse the scope of production, production costs and
profits due to the lack of stable prices over the whole year.

It was necessary to use comparable prices because wholesale prices have

Social and economic effects of corporate restructuring in the Donbas Region

The share of material, raw material, fuel and electricity costs in the structure
of production outlays has increased. The share of amortisation has dropped (the
lowest share in 1996 was 1.9% and the highest 5.0%). The share of salaries has
also decreased.

Once profitable enterprises incur losses due to a fast increase of production
outlays despite increasing their production. As shown in Table 5, a fall in in-
come has become a lasting tendency.

Table 4. Growth (decline) of production outlays (in % as compared to the pre-

significantly increased. Price indexes in industry increased by 33 times in 1993, vious year).
9.6 times in 1994, 2.5 times in 1995 and by 12% in 1996.

It should be noted that the dynamics of wholesale prices in industry has
slowed which signifies an economic stabilisation and a growth of production. : ]

As can be seen in Table 3. the 1996 production level increased in S enterprises 1. AZTZ .NORD" ‘100 0 1202 272 P 91 5 3000
as compared to 1993. At the same time the production level compared with 1993 - — - - - - : :
dropped by nearly one third in 2 enterprises. In the remaining 2 enterprises the 2. AT ,Donec” Khirmasz 100.0 1300 ) 362.0 1733 822.0
production level in 1996 amounted to 17.7% and 26.3% of the 1993 level. 3. WAT ,Charcyzk Pipe Pro-

duction Plant® 100.0 107.7 269.5 136.8 397.0
Table 3. Production growth (decline) rate (in % as compared to the previous year). 4. WAT . Makteks™ 100.0 68.8 741 871 440
~1993:}. 1994 . |- 1995 | 1996 | 1996 to 5. AT SKIF” 1000 | 224 | 1315 | 1297 | 38290
[ e 1993 6. .Donbas” Coal Mine 100.0 828 | 201.0 | 168.8 | 281.0
1. ATZT ,NORD” 100.0 102.4 130.7 874 101.0 7.,.D i
: oncisk Metallargicel 1000 | 887 | 3910 | 1324 | 459.0
2. AT ,Donec’ Khirmasz” 100.0 110.1 1158 1454 185.3
3. WAT , Charcyzk Pipe Pro- 1000 13s 1977 1552 1935 8. TOW WTF , Kontur 100.0 114.4 57.0 143.7 94.0
duction Plant” B . . . . 9. WAT  Makiyivskiy KCHZ” 100.0 128.0 139.8 70.0 125.0
4. WAT ,Makteks” 100.0 94.1 40.5 80.9 26.3 Table 5. Revenues
5. AT, SKIF” 1000 | 9.7 | 1094 | 735 | 177 RIS e
6. ,Donbas” Coal Mine 1000 | 904 | 944 | 1288 | 109.9 1. AZTZ .NORD" 515 | 34 P
7. ’f)]]);ln:tSk Metallurgical 100.0 76.1 3206 | 1212 | 2957 2. AT ,.Donec’ Khirmasz” 151.4 1113 7.8 4.9
3. WAT , Charcyzk Pipe Production Plant” | 35.3 309 17.3 24.0
8. TOW WTF ,Kontur” 100.0 | 92.2 452 167.3 | 70.0 4. WAT . Makteks” 310 274 274 308
9. WAT ,Makiyivskiy KCHZ” | 100.0 | 114.0 | 1325 | 52.0 77.0 5. AT ,SKIF” 12.6 2.9 715 729

The comparison of the production growth rate and the outlays increase rate 6. ,Donbas” Coal Mine 26.5 62.6 19.2 136

(Table 4) shows that costs have been growing too fast. The example of ,,SKIF” 7. ,Donetsk Metallurgical Plant” 55.0 17.4 1.2 -8.8
h h i i i ~ - .
s| ow‘st at such a fast escalation of production costs is sure to lead to the com 8. TOW WTF ,Kontur 4.0 256 Toa 53

pany’s bankruptcy. -
9. WAT , Makiyivskiy KCHZ" 28.7 12.5 114 -15.7
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Social and economic effects of corporate restructuring in the Donbas Region

CHTZ (Charcyzk Pipe Production Plant), which has recorded increasing reve-
nues, is an exception among other enterprises, whose revenues have fallen. CHTZ
is also exceptional from the perspective of outlays per hryvnia of mangfacmrgd
goods. The outlay per production ratio in CHTZ amounts to 0.84 hryvnia and in
»NORD” 0.97 hryvnia. In other enterprises outlays per 1 hryvnia of manufactured
products vary from 1.08 hryvnia (,,Kontur”) to 0.48 hryvnia (,,Makteks”).

Thus analysing the increase of the production level and the profitability of the
enterprises in question we can draw a conclusion that despite some positive changes
recorded in part of the companies the production decline cannot be stopped.

Financial Condition and Allocation of Profit

According to the Ukraine’s legislation, dues to the state budget (taxes and
other payments) are paid by all enterprises irrespective of their ownership
status, the type of business or their financial condition.

As can be seen in the annual balance sheets, in 1996 the following enter-
prises recorded profit: ,NORD”, Donec’khirmasz”, ~Kontur”, ,,CHTZ” and
the ,,Donbas” coal mine. ,,SKIF”, ,DMZ”, Makteks” and MakKCHZ” were
running at a loss.

The share of liabilities to the state budget in total production varies from
0.8% to 8.0% and in profit — from 18.5% (.Kontur”) to 93% (,,Do-
nec’khirmasz”). Payments to the state budget in ,NORD" and ,,CHTZ" account
for 25.9% and 29.3% of their profit. Profit after tax is allocated for the research
and development fund, bonuses, replenishing of the reserve fund, and other
items. In the group in question only ,NORD”, ,CHTZ" and , Kontur” use their
profits to pay taxes and allocate money for their funds. In the remaining enter-
prises costs are higher than income as a result of which their financial instability
is intensifying.

Allocations for the reserve insurance fund were made only by: ,NORD™
(0.6% of net profit), ,CHTZ” (5%) and ,,Kontur” (4.7%).

In profitable enterprises the share of profit allocated for research and devel-
opment was 42.6% in ,NORD”, 30% in ,,CHTZ”, 16% in the ,Donbas” coal
mine, and 2.4% in ,,Kontur”.

The part of the net profit allocated for social expenditures was bigger than
allocations for other items and amounted to 41.4% in ,NORD”, 39.7% in
,,CHTZ”, 41.2% in the ,Donbas” coal mine and 45.5% in , Kontur”.

Salaries and bonuses consumed 15.7% of the net profit in ,,NORD”, 12.7%
in ,,CHTZ”, 18.6% in ,,Donbas” and 33.3% in ,.Kontur”.

Practically in all the enterprises in question allocations for social expendi-
tures and incentives were much higher than for research and development.

High social expenditures result from the fact that the enterprises have to take
care of the social infrastructure. Bonuses and awards are used to increase em-
ployees’ incomes as their average salaries are rather low. The above approach
to profit distribution, is a type of short-term economic strategy however allo-
cating money for current expenditures than for research and development shows
that the enterprises do not have any long-term strategies in place.

Despite ownership changes, the enterprises keep counting on the assistance
of and subsidies from the state budget. In the years 1993+1996 nearly all enter-
prises (except for ,Kontur”) irrespective of their ownership status or sector re-
ceived earmarked subsidies from the state budget. The highest subsidy was re-
ceived by ,,DMZ” and the ,,Donbas” coal mine, and the lowest by ,,MakKCHZ".
The latter is in fact the only enterprise that made appropriate use of the subsidy.
The remaining enterprises misused the funds received from the state budget.

The problem of shortage of working capital appeared already in 1994.
»NORD”, ,DMZ”, ,CHTZ” and ,,MakKCHZ” made attempts to set up a fund
to increase their working capital but their efforts were insufficient to succeed.

The deterioration of the financial condition of the enterprises was caused by,
among other factors, a financial crisis and an excessive use of barter transactions.

A surplus of borrowings over payables can be seen in all the enterprises in
question. The lowest payables to borrowings ratio is 1:2 and the highest 1:9.5.
In outstanding payables 30% is sold commodities and 60% services.

In the structure of borrowings the share of services which have not been
paid for amounts to 60%, salaries and related taxes is 20% and the remainder is
the debt to the state budget, non—state budget payments, and dues for the pur-
chased materials and raw materials.

As of 1 Jan. 1997 the debt resulted from borrowing in the enterprises of the
Donetsk District was 1.4 times higher than outstanding payables. Statistics show
that only 7% of total payables and 3.8% of outstanding borrowings are to enter-
prises outside the Ukraine. The remaining debt results from poor management
of the Ukrainian enterprises. This means that the indebtedness problem is exclu-
sively the matter of the Ukrainian economy.

Summing up the discussion on the financial condition and profit distribution
in the Ukrainian enterprises one should stress that their poor financial condition

results from: their present debts, the lack of an insurance or reserve fund, and
the excessive use of barter transactions.

In profit distribution there is a growing tendency to increase current expenditures.

Tax liabilities are a huge burden for all, especially those profitable, enterprises.
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Equity

In a number of enterprises the equity comprises old, often fully amortised,
machines and equipment. The share of such assets in the average annual value
of assets varies from 1.3% in ,,NORD” to 20% in ,,DMZ".

The efficiency of equity utilisation is characterised by the rewrn on equity
ratio. The ratio illustrates the level of production per unit of equity.

The value of the ratio over the past two years is presented in Table 6. The
decrease in return on equity in 1996 resulted from a number of faqors. Qne
them was the use of old equipment. The ratio was also affected by an indexation
of equity. However, the main cause was decline of production volume, lay-offs,
and reduction of working time.

Table 6. Return on equity

“iiao CReturn on equity

1995 1996
1. AZTZ ,NORD” 5.45 0.89
2. AT ,.Donec’ Khirmasz” 0.35 0.29
3. WAT ,,Charcyzk Pipe Produc- 2.10 0.70

tion Company”

4. WAT ,Makteks” 0.15 0.05
5. AT SKIF” 0.02 -
6. ,,Donbas” Coal Mine - 039
7. ,,Donetsk Metallurgical Plant” 2.90 0.52
8. TOW WTF , Kontur” 1.38 0.30
9. WAT ,Makiyivskiy KCHZ” 1.54 0.19

Low ROE ratio is a tangible proof that some of the enterprises (especia}ly
Makteks”, ,MakKCHZ” and the bankrupt ,,SKIF”) have a sgrplus of equity.

’lllowever, the surplus cannot be fully used and, until receptly, It‘ coqld not even
be frozen; moreover, the companies have had problems with selling it.

In order to resolve the above problem it is necessary to change the manage-
ment and the development strategy, and to modernise the enterprises.

However, modernisation of the enterprises and their productiqn assets‘ re-
quires tangible funds. The enterprises themselves are not able to rise required
financing and investors are hard to find.
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Commercial banks offer mainly short-term loans and their terms are unac-
ceptable. The share of long-term loans in total loans is only 18%. Frequent
changes in interest rates do not encourage the enterprises to take long—term
loans for modernisation.

Moreover, it should be noted that after 1993 none of the enterprises in ques-
tion has been injected with any foreign investments.

A detailed analysis of equity has proved that the enterprises use old and re-
dundant equipment and production facilities.

With the declining production level, the equity use ratio has been dropping;
however, annual indexations have been increasing its value.

Scientific, technical and technological modernisation of the production pro-
cess requires innovations and investment activity as well as joint local and for-
eign efforts and outlays, and foreign investments.

Social Infrastructure

The social infrastructure, which for many years has been one of the most ef-
ficient incentives motivating the employees and building employee loyalty, in
the present circumstances hinders market transformations.

The difficult financial and economic situation of the enterprises is escalated by
the procrastination of the transfer of the social infrastructure to municipalities. The
transfer of such facilities has been very slow mainly due to a shortage of funds.

The enterprises that have changed their ownership status have not stopped
developing flats. The contract of 1997 provides that ,DMZ” should complete
flats with a total area of 5360 m’, ,NORD” — 4913 m’, ,,Donec’khirmasz” ~
2510 m?, ,CHTZ” — 4817 m* However ,NORD” was the only enterprise to
have complete any flats in 1997.

The maintenance of municipal flats exposes every enterprise to losses. Ex-
penditures in this area were 2 times higher than revenues in ,NORD” and 12
times higher in ,MakKCHZ”. ,SKIF” incurred expenditures connected exclu-
sively with the maintenance of housing units.

As compared to 1995, in 1996 the surplus of expenditures over revenues
significantly dropped. One of the enterprises (,,Donec’khirmasz”) generated
profit on municipal buildings. ,,Donec’khirmasz” generated around 60% of its
municipal housing revenues on lease fees. Unfortunately, it is the only example
of good housing management and of a reduction of maintenance costs.

The enterprises have to incur huge expenditures for the maintenance of the
social infrastructure. High housing outlays and a shortage of resources forces
the enterprises to transfer individual buildings to new owners or to change their
profiles. Ultimately it leads to a decline of the social infrastructure. To prevent
this from happening the enterprises try to maintain their houses at all cost.
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Level of Employment and Utilisation of Work Time
in Enterprises

Over the past few years the number of employees in enterprises has
dropped. This process can be seen in the employment increase (decrease) ratios
presented in Table 7.

A slight increase in the number of employees in some of the enterprises
(,CHTZ” and ,[DMZ") shows their situation is starting to stabilise. The same is con-
firmed by the small staff fluctuations and an increase in average salaries (from 140.9
hryvnia to 250.6 hryvnia in ,,CHTZ” and from 133.2 to 217.5 hryvnia in ,,DMZ”).

Low average salaries in the remaining enterprises are the main cause of staff
fluctuations.

Laying off large numbers of employees is a sign of embarking on production re-
organisation and corporate restructuring. Another factor pointing to such processes is
the reduction of the number of staff in direct production and other divisions.

A big share of non—production personnel is employed in the social infrastruc-
ture (kindergartens, nursery schools, outpatient clinics, and medical staff), housing
administration, construction teams. Over the past two years the number of staff in
this category has dropped by nearly half (54.8%). The difficult financial situation
of the enterprises and the high expenditures on the maintenance of the social infra-
structure have led to the winding up of a number of divisions and facilities.

However, in some enterprises (,Donec’khirmasz”, ,MakKCHZ") the
changes have been quite the opposite. The number of direct workers has been
decreasing while the number of other staff has been growing.

The employees in the enterprises in question are mainly middle aged. The only
exceptions are , Kontur” (where 59.4% employees are under 28) and , SKIF”.

The increasing share of young people and old age pensioners in the total
number of employees in some of the enterprises (,,Donec’khirmasz”, , Kontur™,
,,MakKCHZ") shows that the number of middle-aged experienced specialists is
decreasing.

Few workers are being trained to become new specialists. Only the pros-
pering enterprises can afford costly personnel training programmes. The biggest
number of retrained employees has been in ,,CHTZ”, MakKCHZ" and ,.Kon-
tur”. These enterprises, as well as ,NORD?”, are able to pay for the time their
employees take off to attend training.

The financial difficulties of the enterprises and the shortage of working
capital, in particular, have contributed to the arrears in the payment of salaries.
Long~term salary arrears have forced some of the enterprises to reduce average
salaries and to undertake certain specific administrative measures aimed at re-
solving this problem.
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It is quite common (much as unpopular) to reduce working hours (provided
it does not affect the technological process) and to forcefully grant employees
time off for which they are not paid. In some enterprises the number of employ-
ees on such ,holidays” is quite large (see Table 8) which has affected the utili-
sation of the working time.

Over the past two years in most of the enterprises the actual working time
was as little as half of the total working hours? For a large part of their working
time employees were absent from work due to such important reasons as: holi-
days, temporary inability to work, training, statutory absence.

Our analysis shows that absenteeism approved by the administration is the
main cause of low actual working time in all of the enterprises. In most compa-
nies the main cause of absenteeism are ,holidays” imposed by the administra-
tion. Apart from that some enterprises use other methods such as reducing the
working time (reducing working days or weeks).

A failure to use working time due to stoppages resulted from: shortfalls of
fuel, electricity, production equipment (not delivered as stipulated in the con-
tracts), problems with the sale of products, difficulties in clearings with custom-
ers and suppliers et. al.

To sum up, we can draw a conclusion that the economic crisis stimulated the
rise of social tensions due to the occurrence of the following factors:
¢ reduction of the number of staff in industrial enterprises;

o lay—offs;

e adeterioration of professional qualifications of the employees resulting from
their long—lasting absence from work;

e a fall in salaries and total incomes resulting in a deterioration of people’s
living standards.

It should be noted that the above situation has not resulted from the restruc-
turing but, on the contrary, has been the cause of the changes necessary to adapt
to market conditions.

The policy of maintaining the existing number of jobs in the enterprises is
aimed at preventing mass unemployment and a social crisis in the region. This
policy resulted from the general atmosphere of waiting for an improvement of
the economic situation, and the shortage of resources to stabilise the employ-
ment level: to pay outstanding salaries, to cover the costs of retraining required
as a result of the reorganisation of production etc.

On the regional scale, the problem of financing sources cannot be overcome
by the enterprises themselves. The implementation of the regional employment
programme should be based on the financial potential of the enterprises, local
budgets and the assistance from the state and abroad.
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On the other hand, maintaining the status quo has intensified the production
problems faced by enterprises. In 1996 the average level of employment to 19131
working time ratio was 85-90% in stable enterprises and 4—50%.1n enterprises
undergoing stagnation. Maintaining redundant humgn resources increases pro-
duction costs and this, in turn, affects the production level afld hinders cus-
tomer—orientated approaches. The problem of rationalisation of employment in
the enterprises is becoming more and more pressing.

Table 8. Utilisation of working time in 1996

Economic Analysis of the Enterprises
in the City of Stachanov

Stachanov has 32 industrial enterprises from different sectors such as: fuel
industry, machine industry, metallurgy, construction, woods processing, light
industry, food processing and printing industry.

In 1996 industrial enterprises employed 14.5% of the city’s population. The
main employers were: machine industry enterprises — 46.4% of direct produc-
tion workers, coal mining — 17.8%, metallurgy — 16.1%, food processing —
7.2%, ch | industry — 5.4% and construction — 4.8%.

TOW ‘

) AT WAT . Dow- | WAT
! s | ot | waT | N AT ot | Mak | wWIF
atios NOF Khir- | CHIZ | "o | -SKIF mine cHz | Konur"
8 . masz” |
| Share ofcmploy}r “
ees taking time o 5 _ 3 426 | 555 83 126 |
forced by the ad- | 274 7.
ministration
put of which time
for which the em- | 5 4 426 | 435 83 12.6 ]
ployees arc not : |
paid |
R. The share of i
actual working 572 1 489 | 583 | 203 | 13.9 | 61.1 | 514 | 4451

ume in total - : . i
working time
B. The share of |
workingtimeun- | g g | 78 | 105} 45 | 103} 105 11.0 | 78 |

used due to im-
portant reasons

H. The share of i

unused time in 1.8 12.1 0.8 | 43.1 | 46.6 | 0.1 4.1 17.5
total working time |
Reasons: ‘2
Simple reasons _ 36.1 - _ 28 22 - !
Travel 0.1 0.4 3.4 - 04 6.3 0.2
Absence approved
by the administra- | 99.9 | 63.5 | 96.6 | 100 | 96.8 | 58.3 } 99.8
tion
out of which:
Absence on the
initiative of the 64.8 - 103 | 98.8 | 7.0 | 34.1 | 615

administration
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As compared to 1995 the number of persons employed in Stachanov’s indus-
trial enterprises has dropped by nearly 12% (to 88.2% of the 1995 level). The big-
gest drop has taken place in the fuel sector where the percentage of the employees
has dropped from 27.1% to 17.8%. A slight increase in the labour force in: met-
allurgy, chemical industry and construction materials show that the enterprises
from these sectors have managed to offer jobs for laid off miners.

In 1995 staff fluctuations amounted to 20.7%. In 1996 the fluctuations gave
way to structural unemployment since over 40% of the employees was either
taking time off for which they were not paid or had to work shorter hours. Ab-
senteeism on the initiative of the administration in 1996 accounted for 84.4% of
the total unused working time.

In the 1996 industrial production the biggest share was contributed by heavy indus-
try — 55.4%, machine industry — 17.3%, food processing — 15.5% and coal - 3.1%.

Output of coal has dropped four times as compared to 1995 as a result of the
closing down of a number of mines. Production in metallurgy in 1996 dropped
to 81.2% of the 1995 level. Production in the machine industry and metal proc-
essing dropped to 93.7% and in wood processing to 62.5%. The crisis affected,
to a greater or lesser extent, all sectors of the economy. Table 9 presents the
production decline in the city of Stachanov over the past 5 years.

The main cause of the production decline recorded by industrial enterprises
has been a drop in the demand for their products (the shrinking of the market or
insolvency of customers) and the shortage of working capital.

The worst work efficiency was recorded in the fuel production sector. Some
chemical industry, light industry, food processing and machine production in-
dustry enterprises, which have managed to adjust and to organise their opera-
tions in the new environment, increased their productivity in 1996.
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Table 9. Production Increase in the Enterprises in Stachanov (in % of the level
from the previous year).

1996 .
Sector R S 1o
1995 :}-1996 1990
Oil industry 58.3 206 31
Metallurgy 1015 81.2 370

68.8 |106.6 23.0

Chemical industry

Machine industry
and metal process- 96.2 825 11058 314 83.1 93.7 20.5
ing

Wood processing 119.2 587 388 | 1565 91.5 62.4 24.2

Construction mate-

rial production 104.1 | 100.1 853 42.7 60.1 62.3 14.2
Light industry 724 | 1222 1205 93.2 70.5 {1186 83.1
Food processing 89.7 77.8 69.9 66.1 535 1323 228
Printing industry 125.7 {1025 | 1364 (1093 99.4 963 [ 1833
In the city 89.9 822 86.6 574 823 82.1 248

1. A tailor's shop in Stachanov is a good example of the above situation. The
business has maintained its potential thanks to a contract concluded with
French and American companies for the supply and processing of materials.
The execution of the contract mobilised the resources of the company and
saved the existing jobs. However, in such circumstances the company has
not been able to improve its financial standing.

However thanks to the contract the company has acquired the skills to per-
form in a market economy, has enhanced its work discipline and quality
control, has developed a flexible product range policy (production of a small
number of products, development of new products), has found suppliers of
valuable raw materials for manufacturing products for the domestic market.

2. ,,WAT” — Stachanov’s rubber and technical product manufacturer has been
making efforts to adjust to the new conditions and to secure the existing
production potential. In the past the company produced different types of
rubber for coalmines.

The shrinking of the market as a result of mine close—downs brought about
a 70% decline in production. In 1996 the company’s production amounted
only to 19.9% of the 1990 level.
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The production and technical potential of the company that was preserved
as a result of two restructuring exercises over the past 20 years allowed the
company to produce high quality products. The main problem the company
has faced is the problem of finding sales markets. Potential purchasers of its
products include mines and machine producers from the Lugansk and
Donetsk Districts. However, their solvency problems have forced the com-
pany to look for alternative customers among businesses from the food
processing, car, and shoe-making industry.

. One of Stachanov’s biggest enterprises — WAT ,,Stachanov Railway Car-

riage Plant” — is undergoing a stage of stagnation and suspension. In the past
it used to be the biggest producer of rolling stock and employed 7000 peo-
ple. The company produced 3000 railway carriages per annum.

The main problems the company has faced are the shortage of working
capital, small sales markets, surplus of production facilities, and mainte-
nance of the social infrastructure.

. The shortage of working capital has been the main cause of the difficult finan-

cial situation experienced by the SOZP trading enterprise. Before 1992 the
enterprise was the main supplier of all-purpose goods in Stachanov. SOZP
handled 95% of all commodities trading in the city. The company employed
3.5 thousand people and operated 130 retail outlets and 81 catering facilities,
and support facilities (warehouses, greenhouses, curing houses). Goods were
supplied on the basis of contracts with local and regional producers.

From August 1996, SOZP has been operating as a leased state—owned en-
terprise. The number of staff was reduced to 320. The trading volume in
1996 was only 10% of the 1990 level. The main cause of this decline was a
shortage of working capital. A working capital loan contracted in 1996 has
not improved the situation noticeably and the repayment of interest has in-
creased the high costs incurred by the enterprise. As a result, in the first
quarter of 1997 the volume of traded commodities was two times lower than
in 1996. This situation has occurred to a certain extent as a result of the ac-
tivity of competitive producers who operate their own warehouses.

Over 80% of that employed in production work shorter hours. Salaries are
paid with a three-month’s delay but even these savings are not able to improve
the financial condition of the enterprise which has been running at a loss.

Table 10 presents a general analysis of the social and economic standing of

Stachanov’s enterprises.

The enterprises in the city undergo transformation in a difficult social and

economic environment resulting from the coal mining restructuring processes.
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Conclusions

An analysis of the social and economic situation of the enFerprises in the
Donetsk District and the city of Stachanov in the Lugansk DlSlr‘lCl has con-
firmed that the enterprises stopped at the first stage of transformation and their
transformations are not orientated at meeting social needs.

Despite certain positive changes and some symchrms of stabilisation in
some of the enterprises, it has not been possible to stabilise the whole of the re-
gion’s economy, to increase investment activity, nor to fully adjust the enter-
prises to perform in a competitive environment.

The enterprises keep counting on the support of the state. use barter transac-
tions, stimulate the increase of hidden unemployment, do not h?ve any efficient
marketing or investment policies, and do not embark on any internal transfor-
mations.

Table 10. An Analysis of the Social and Economic Situation in Stachanov's
Enterprises in 1996

Stachanov
Enterprise ozp
] 3

1. Production increase (de-

crease) rate (in % as com- 20.0 19.9 30.0 10

pared to 1990
2. Profitability — % 21.5 313 214 wid**
3. Payables to borrowings 1:8 1.4 1:3 | wid*+*
4. Average employment (in % 477 622 183 105

as compared to 1990)
4.1. Shar.e of employed old age 132 96 38 50

pensioners) — %

5. Share of part time employees 379 385 71.5 89
out of which:
Employees working part time hours 4.8 1 - 142
Employees on time off 95.2 99 100 85.8
6. Woking time utilisation ratio 0.8 0.75 0.3 0.85
7. Salary arrears (in months) 5 35 - 3
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The enterprises tend to increase their current expenditures, which leads to
their indebtedness and a deterioration of their financial condition.

The economic restructuring and corporate transformation processes are ac-
companied by social tensions resulting from the decreasing employment, lay-
offs, and a decline of incomes and living standards.

Due to the decreasing production and demand for labour force it has become
common to force employees to take time off for which they are not paid. As a result
the losses in working time keep increasing and the production level is dropping.

Moreover, long-lasting absences from work result in a deterioration of the
qualifications and professional skills of the employees.

The restructuring process is especially difficult for small town communities,
in particular, when restructuring affects the onty employers on the local market.
The emergence of new enterprises does not resolve the problem because even
them face production decline and lay—offs.

Combating the negative social impact of the restructuring process will be
possible only if the technocratic approach to restructuring is replaced by re-
gional market transformation programmes, which take account of the outstand-
ing social problems, and issues related to the transformation process.

Our social and economic analysis and the results of our previous research
have pointed to certain obstacles hindering the restructuring process and the
further operation of the enterprises in the transition period.

In our opinjon, the main factors hindering the corporate transformation and
affecting the economic restructuring process in the Ukraine include:

o the lack of stable legislation, contradictions and the lack of coherence in the
acts of law;

® undefined timing and principles of the state budgeting process; delays in
furnishing the state and local budgets at the beginning of the year;

¢ underdeveloped market mechanisms — the lack of collaterals for loans and
insurance;

® unattractive investment conditions, low innovation and investment activity;

o the lack of scientific and consistent risk assessment analysis and an invest-
ment guarantee system;

& the lack of encouraging restructuring projects, insufficient justification of
projects, the lack of precise projections regarding the aftermath of the re-
structuring process;

o the lack of efficient financial crisis remedial measures, the lack of discipline
in mutual settlements and repayment of debt.

To overcome the above barriers that hinder the corporate transformation and
the economic restructuring process it is necessary to adopt well-balanced
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strategies on the central leve
bodies have to develop mutua ; r
area of corporate transformation and its social consequences
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THE FUTURE OF OLD INDUSTRIAL REGIONS IN EUROPE

Barbara Gaciarz, Wiodzimierz Partkéw

TRANSFORMATIONS OF STATE OWNED
ENTERPRISES IN THE DONETSK DISTRICT:
OPPORTUNITIES AND BARRIERS

Introduction

The following study is an attempt to recognise provisionally the problems
relating to opportunities in and barriers to the transformation of state owned
enterprises in the Donetsk Region on the basis of the qualitative study we car-
ried out. Because of non—scientific reasons, the empirical material gathered by
us was comparatively modest and did not fully covered the goals set in the study
project. We have managed to carry interviews in 12 companies and not, as we
planned, in 20. However, one can find it advantageous that in this number there
were companies that were prominent on local labour markets and which employ
or have recently employed a significant number of workers. They represent
various branches of industry; directly or indirectly connected with coal mining
and ones that have come into being as alternatives to the traditional production
branches of the Region.

The crucial part of our study focuses on presenting the way of thinking and
acting, real or intended, of directors and managers of enterprises. We will be
mostly interested in how they perceive and define the standing of the companies
they manage and how they react to the situations they have defined. It should be
stressed that this study is a preliminary ,.sociological interview” and the state-
ments contained here are only hypotheses, which need further verification on
a representative sample of companies.

General characteristics of the strategic thinking and acting
of enterprises’ management in the Donetsk Region

The first, crucial characteristic of managerial staffs’ way of reasoning is
what one could name the ,,syndrome of being captivated by the past”. 1dealisa-

tion of the past and longing for tremendous amount of production and employ-
ment, good welfare services and regular earnings, full shops and absorptive
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market are striking features of this nostalgic portrait of the past. In the con-
sciousness of the majority of management staffs, difficulties or almost tragic
situation of their companies are connected with the causes that lie beyond their
influence and control. Among these are machinations of financial institutions
and corporations, which had lead to the decay of the Soviet Union (,, rozvala”
in Russian) or actions of the Ukrainian authorities and government responsible,
in their opinion, for the weakness of the integration processes between the for-
mer republics of the USSR. It was postulated that the state authorities should
facilitate the comeback of the Donetsk district enterprises to the Russian market
by making appropriate political decisions. With this kind of approach, factors
conditioning the present and future fate of these companies are almost com-
pletely beyond their influence and control. This is also conducive to the appear-
ance of passive attitude and feelings of helplessness among the members of
management.

Wide range of incoherence or even contradictions in the reasoning and de-
scribed ways of acting among the management representatives of the studied
enterprises were equally common and striking during the research.

Results of the incoherence and contradictions dominating in the managerial
reasoning are reflected in equally incoherent organisational and institutional
solutions. New elements of organisational structures that are indispensable in
the market economy overlap the structures and principles of the past actions.
Instead of disappearing or undergoing positive modifications, the latter are fre-
quently the subject to transformations into kombinat—like structures typical of
planned economy. Instead of simplification of structures and principles of func-
tioning forced by the market mechanisms, we can observe the process of their
getting more complicated. Attempts to obtain positive restructuring changes
leading to simplification of identity, function and structures of enterprises are
made too late, frequently already in helpless situations or under the administra-
tive pressure (e.g. in coalmines). This indicates that the syndrome or complex of
gigantomania, the heritage of the former system, is very durable.

We were under the impression that in the way of thinking of our respondents
and their co-workers, there appeared most of the features of the so-called
market oriented thinking”, which should be conducive to the rationalisation of
their conduct towards the market, production policy, organisational and em-
ployment changes, co—operation with the environment etc. At the same time,
however, a number of factors; macrostructural, political, economic and other
ones, the existence of which we can only guess, causes that the positive ,,mate-
rialisation” of this market oriented thinking happens only in few cases. In many
instances, the decisions and action taken by them are openly contradictory to it.
We can even talk about the declared domination (and even the declaimed one)
of the economic rationality over the realised one. In recent years the manage-
ment has acquired certain elements of the market oriented thinking but so far
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this has hardly influenced the sphere of their practical decisions and action. The
incoherence between right diagnoses about, among others, the situation in the
companies they manage and practical consequences resulting from them is the
most striking of all.

In a number of cases, we observed that our respondents did not feel respon-
sible for the future fate of their companies and their employees even though
they declared they cared about the so—called human matters of their subordi-
nates. One can get an impression — though we do not have enough evidence of it
— that the emotional and intellectual energy of the Donetsk managers and,
broadly speaking, representatives of the local elite is shared between the nostal-
gic memories of the recent soviet past (presumably a rosy one) and efforts to set
themselves up. The care about what is called ,,the common good”, for instance
about the staff of a company, recedes into the far background.

Perception of demand and sales execution as fundamental preconditions for
the survival and existence of a company is a positive, almost commonly observed
element. The trouble encountered while handling once mass production made the
management aware that in the new reality producing of great amount of goods for
which there is no demand does not make sense. The customer, consumer-ordering
steel has become an important factor in the survival game of companies. This en-
tailed the decision to form within companies adequate departments dealing with
development of new products and their quality on one hand and looking for new
customers and recognising their expectations on the other. It should be stressed,
however, that activities of this kind are in a very initial phase. In Poland, for ex-
ample, we observed their appearance in 1990 — 1991.

Market and production strategies of companies

For most of the studied companies, the loss of the former soviet market and
recent troubles connected with marketing it back in Russia have become their
greatest problems. Some companies have also problems connected with ob-
taining supplies from this market. At the moment they can not find an alterna-
tive for it. Most of our respondents from Donetsk are aware that, firstly, the
Russian market is protected by an adequate duty system consequently intro-
duced and applied by the authorities, secondly, that it is not always solvent, at
least as far as the so called ready cash is concerned, thirdly, that there have ap-
peared a lot of competitors from many countries of the world. Directors of the
Donetsk enterprises, however, treat these problems as temporary ones and are
convinced that their companies will come back to the market soon. They do not
take the fall in demand into consideration, they believe in their good knowledge
of this market, effectiveness of their personal connections, habits of Russian
tradesmen and customers. They place their faith in the integration processes
within the Commonwealth of Independent States.
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We can say we deal with a case of ,,/ove that is not returned”; except for
one company, which co—operates with Gaz—Prom, none of the studied compa-
nies operates on the Russian market. This ,love that is not returned”, however,
brings about important practical consequences. Other markets, including these
of western countries, are treated as the ground of temporary expansion and our
respondents do not place too much faith in them. It is noteworthy, that Eastern
and Southern Europe do not arouse their interest and only in some cases they
are oriented towards the countries of Eastern Asia (Turkmenistan, Azerbaijan,
Iran) or the Far East (India, China). The directors of Donetsk delude themselves
that the markets of the latter countries, similarly to the Russian one, will make it
possible for them to realise their ,, giantomaniac complex " involving mass pro-
duction and sales, high level of employment and flourishing investments. We
are not able to settle the level of feasibility of these aspirations. Beyond any
doubt, they are a part of the mental heritage of the past and only in few cases
they are to some extent materially justified. They are conducive to strengthening
of passive attitudes because all little things are of little interest and not too at-
tractive — one should wait until the situation favouring great investments and
production undertakings comes back. {t is very likely that most of companies
will not arrive at it while keeping the high level of property assets and employ-
ment connected with hopes of this kind drives them into increasing troubles,

Apart from these hardly rational attitudes, we have observed in the majority
of companies, especially these connected with the local market or the Ukrainjan
market in general, a number of interesting market strategy projects. Some of
them have already become material and organisational facts. Their common
elements include: increasing diversification of products, increased concern
about the quality and cost of production, adopting the structure and features of
these products to the needs of particular customers, development of sales and
service networks, founding and developing of marketing departments etc.

Generally speaking, marketing processes in the Donetsk district enterprises
are still very poorly developed. Even the most advanced case of such processes
~ a refrigerator producing company- consists in widening and enriching of what
has been done previously and relates to broadly understood household equip-
ment only. We have not found a single case of a company that would put on the
market some new, unknown product, which would become a kind of a hit. As
we have mentioned before, there are individual ideas of unique, high-tech
products but nobody wants to undertake the risk of promoting them. We can
characterise the market strategies of Donetsk companies as adoptive rather than
inventive~ they do not result from some long-term projects— they are rather
a passive answer to the threats coming from the market. In some cases it is con-
nected with the fact of having monopolised the local or broader (former USSR,
Ukraine) markets. This exempts companies from taking radical efforts to im-
prove their market position,
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Finance of companies or market without money

Presenting our observations relating to the financial and economic situation
of the studied companies, we base solely on the opinions of our respondents;
our Ukrainian colleagues have completed our picture with the elements which
can be obtained only using the so—called ,,hard data”’.

A number of factors that have been present in the Ukrainian economy for
many years have made the so—called ready money a very rare commodity. We
can list here the deep country budget deficit causing the insolvency of budget
institutions towards numerous categories of their employees; inflation that has
lasted for many years and eaten up active assets of the companies and reduced
their profitability; reduction of demand from both companies and individual
customers caused by the two factors mentioned above; underdevelopment and
inertia of the banking system and, broadly speaking, of the financial market etc.
Consequently there appeared a lot of ,, vicious circles” strengthening the above
state of affairs; breaking them apart without implementation of any radical mac-
roeconomic solutions seems to be the matter of the distant future.

We have found that the financial standing of the studied set of firms is quite
diverse. Companies with clearly monopolistic position are in a comparatively
stable situation and seem to be solvent to the budget, suppliers and to their con-
tracting parties. But even big and ,, reputable” firms maintain their own collec-
tive faems and plants producing milk and meat, which supplement earnings of
their employees. All the enterprises, however, experience bigger or smaller fi-
nancial troubles: they are behind with wages, budget and supplies payments,
they are short of the so—called ,,start money” to prepare production and re-
structuring projects, active assets for current activity and in most of the cases
for any substantial investments. There has been an exception of a clothing com-
pany that was granted a loan for creating alternative employment for workers of
coalmines, which had been closed (administered by a special investment fund).

Coal has become a peculiar tender both in companies directly and indirectly
connected with it and, for instance, in a meat factory pretty distant from this
branch. These resources are used for making payments for energy and gases
supplies, timber, and even for beef and pork livestock that is indispensable for
starting the production. The scale of barter exchange is not fully perceptible as
some firms’ managers conceal dealings of this type because they are not sure to
what extent it is legal. Beyond any doubt, the pretty widespread presence of
barter disrupts the official reporting of companies and may cause serious diffi-
culties while attempting to make a more reliable analysis of their financial
standing. On the other hand, however, it seems that some of the studied compa-

‘! Lohacheva L., O. Ivashechkina: Socio — economic effects of the restructuring pro-

cess... p. 61 + 68.
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nies could not be engaged in ,,normal” production activity or even undertake
modest restructuring actions without using the natural exchange. In a coal min-
ing equipment producing company we found an odd example of using the so-
called credit card for registering ,payments in nature” due to its employees; this
shows that there has been created a system of natural exchange.

According to our respondents, relationships between the industry and the
banking system are still in their infancy and for the time being do not play any
important role in promoting restructuring and development of industry. This
applies at least to former state owned companies.

It is worth mentioning that apart from widely advertised foreign assistance
directed at shutting down unprofitable coalmines, we have encountered opin-
ions of directors about shortage of financial resources to execute this kind of
undertakings both in their technical and social aspects, and particularly to pay
the so—called severance payments. Understanding the last matter seems to be
very difficult not only in the case of coalmines; directors talk about impossibil-
ity of dismissing employees because of necessity of making such payments but
at the same time we found examples of mass dismissal or leaving jobs without
any compensation and without a declaration of bankruptcy of a company. The
arrears of many months that have been mentioned above additionally compli-
cate this picture full of ambiguity and incoherence.

Restructuring of enterprises — contradictory tendencies

Most of our interlocutors are aware that superfluous property assets, both
production and social ones, are a great burden for their companies. But at the
same time they can not refrain from expressing their delight about their size: the
,.complex of giantomaniac and megalomaniac™ we have mentioned earlier is
still alive here. While describing their companies, their directors frequently for-
get what the aim of a production enterprise is and present their firms as a kind
of cultural, educational and recreational combine. The production functions are
put in the background. This kind of thinking brings about practical conse-
quences. Almost all companies have retained all their means of production even
though they are in some cases totally unproductive. Undoubtedly, among the
reasons for such state of affairs one can point to the lack of appropriate legal
solutions including tax and institutional ones (e.g. lack of redundant equipment
market). It seems, however, that subjective factors play an important role here-
it is difficult for the directors to get rid of these material evidence of their past
power and influence. It is equally difficult for them to give up their illusions
among which the hope for the come back of old good times of mass production
and employment going in thousands plays a significant role. It is not unlikely
that the last factor plays an important role, especially in the case of great enter-
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prises; it can be clearly seen that comparatively small companies wit less than
a thousand employees cope much better with the new reality.

In most of the companies their social property was really tremendous though its
quality is, on the basis of superficial observations, rather dubious. Only in sparse in-
stances the studied companies partly sold these properties under the external admin-
istrative pressure. In most cases numerous social appliances and people employed to
keep them work lie in the hands of the companies. They generate general expenses
and deteriorate because of the difficult situation of the firms. In rich companies — we
have come across two of this kind — there are tendencies to increase the amount of
social property which does not seem to be the most rational move, the more so, that
they are accompanied by a fall in production and sales.

One can say that in most companies there is something that can be called the
wimperialist complex” manifested in the desire to keep, at all costs, their integ-
rity. One of the companies with good financial standing has supplemented its
structure with additional units to close the production cycle and make it self-
sufficient. These tendencies seem to result from underdevelopment of market
connections or at least from the lack of confidence in their effectiveness. The
result of such tendencies is obvious: heavy, complicated and hardly controllable
structures are and will still be present in the industry.

The only exception we have found is the coalmine we studied in Makijivka,
where three independent enterprises have been created on the basis of the property
which belonged to its former departments: spare parts production, timber and repair
departments. All of them work both for the coalmine and for external customers.

We have signalled above also positive tendencies in changing organisation
structures of companies. They consist mostly in introducing elements of the
structure, which are conducive to their marketing (trade, sales, marketing, and
market research departments) and production restructuring (research laboratories,
quality contro! departments etc). But the opposite cases can also be found: one of
the companies shut down its research and development centre thus writing off the
opportunity of modemising its products and contributing to the bankruptcy.

It is difficult to find some clear—ut development tendency on the basis of
our little sample of enterprises and to evaluate the effectiveness of solutions of
one kind or another as far as company management structure and their owner-
ship forms are concerned. One can say, however, that mixed ownership forms
dominate in the former Donetsk state—owned enterprises with prevailing collec-
tive and institutional owners. Boards of directors, particularly general directors,
play the most important role in the structure of management. In some cases they
are quite actively supported by trade unions, which do not cause too much trou-
ble to their directors. Owners or their representatives are not clearly institution-
alised for the time being and their influence on decision-making processes in
enterprises is difficult to grasp and define.
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Employment policy — rational and anti-rational tendencies

In the studied set of enterprises we found very diverse tendencies in human
resources management.

Most of all, it is striking that big companies supposed to provide employ-
ment alternative to the coal mining and sectors connected with it (e.g. electronic
and textiles plants), have not passed the market test and reduced employment
running in thousands practically to the minimum. Chances to restore the em-
ployment in these enterprises to some sensible level, at least to the one planned
in the restructuring projects prepared by their directors, seem to be very smvalL
They are determined by market competition, problems with sales and supplies.
lack of finance for restructuring projects and / or the depravity of staffs.

As for the studied companies, one of them will dismiss most of its workers
in the course of 2 — 3 years, the other one, due to foreign orders, keeps the
number of employed at a relatively rational level. It is common knowledge:
however, that the decisions relating to the future of the mines are made outside
their management and it is difficult to say when the turn will come for the one
we studied.

Enterprises of an average size try to reduce employment to thg level, w}}ich
ensures significant reduction of their general expenses hence reducing the prices
of products and services they offer. In practice, it means more or less radical
workforce reduction cuts and reducing the role of these enterprises on local em-
ployment markets.

Three relatively well prospering enterprises increase employment even
though neither the production level nor the sales volume do not justl'fy sgch ac-
tions whatsoever. Representatives of these companies are aware of irrationality
of the undertaken actions but cite many arguments to justify them, mostly
pointing to the pressure exerted by local authorities, loyalty towards employees
who have been working in their companies for many years and also to the ex-
pected product and market expansion.

Summary

The degree of transformations development in thg Donetsk Distlrict is rela-
tively small, especially if one takes into consideration .lhc c_no.rmlty.of .chal-
lenges that the elites and inhabitants already face, and which w!ll m%enmf)'/ in th‘e
forthcoming two or three years. These transformations are {namly in their proj-
ect phase, chiefly in enterprises with little chances for survival. The changes in
the strategy and structures of companies observed by us, are most frequently
reactions, sometimes irrational ones, to external pressures and got the effectA of
the execution of long term projects providing for market expansion ‘ar}d keeping
up their production and employment level. The activity of and decisions of the
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companies’ management are excessively burdened with the load of the past:
both mentally and materially. Only in a minority of cases one can expect that
these enterprises will manage to keep up a significant employment level, pro-
duction assets and market position, including the employment market. The em-
pirical material gathered in a small sample of companies does not allow forming
unambiguous forecasts. The intuition and knowledge of the authors of this
study, however, says that only about a half of former state—owned companies
possess the staff and material potential that gives them a chance to survive, pro-
vided, of course, they make efforts to carry out the prepared projects in future.
The chances of developing these projects, however, are limited to a very high
degree not only by the factors lying in the companies themselves, but also by
the underdevelopment and passiveness of the banking system and financial
market: the enterprises in the district are simply short of money.

A considerable number of management members are ,, veterans and heroes
of socialist work” looking up to the past, living with illusions and not really
able to think rationally about the future of their firms. In many cases, especially
in bigger enterprises, leaving them on their positions will cause subordinated
companies to drift in a hardly predictable direction. Sooner or later this will
threaten them to ,,run aground” with all the consequences resulting from it.

The passiveness of companies’ management observed in some cases soothes
the severity of today’s unemployment. However, it also makes the economical
and financial problems, which have to be solved anyway, pile up within par-
ticular companies. Directors of enterprises active on a difficult market will be
forced to get rid of superfluous production and social assets and to dismiss un-
necessary employees.

The dramatic aspect of the situation consists in that the employees already
dismissed from mines and enterprises, just as these, who will be dismissed to-
morrow and the day after tomorrow, will find it more and more difficult to find
@ job. At some moment the practice of transferring the employed and social as-
sets from the closed coalmines to the ones that still work will be halted; the pos-
sibility to increase employment in relatively well prospering enterprises will be
reduced. Considering the low demand for products and services caused by in-
solvency or closing of some companies, it is difficult to imagine that the small
private business will develop quickly. The sectors of services, trade and small—
scale production will not be able to absorb the army of the unemployed dis-
missed from former state—owned companies. The way the small business has
been developing up to now does not look optimistically. Nor it seems that the
‘migration processes, both definite and periodical ones, that have partly relieved
the unemployment problems so far, will effectively ease the piling problems of
unemployment. Tens and hundreds of thousands of families may face the prob-
lem of finding elementary means for survival.
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In such situation one can only suggest certain directions for actions that al-
ready require that specific decisions be made at the district and central levels.
Everything should be done to reduce costs of entering on the market for the
people who want to , take their own fate into their own hands”. It would be very
useful to find what the factors that caused the downfall of many private compa-
nies or prevented them from appearing— the results of such study could contrib-
ute significantly to change the present, unfavourable tendencies resulting in ap-
pearance of a limited number of small private enterprises.

It is probable that for many tens of thousands of coalminers’ families, turn-
ing to cultivation of land will be the only chance for survival. It is possible that
for a substantial part of the Donetsk District, the post-industrial age will mean a
comeback to the agrarian age. It is not unlikely that the efforts of many local
institutions should be directed at such transformation of human consciousness,
habits and qualifications that will enable the inhabitants of the District to use the
resources of the land which have been disregarded and neglected so far.
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THE FUTURE OF OLD INDUSTRIAL REGIONS IN EUROPE

Viatcheslav Koval, Alexandr Lyakh,
Viatcheslav Laschenko, Hanna Tolmatcheva

THE EMPLOYMENT MARKET
AND CREATING A NEW EMPLOYMENT SYSTEM

The transformation of the Ukrainian economy into a market one in the cir-
cumstances of structural deformations caused by the old central planning sys-
tem, negatively affects the employment market. According to the official data,
the unemployment level in Ukraine on 1.08.1997 amounted to 1,8%, and was
relatively low compared to the total of the jobless.

In five most industrialised districts of Eastern Ukraine (Dnietropietrovsk,
Donetsk, Zaporoze, Lugansk and Kharkovsk Districts) inhabited by one third of
the Ukrainian population, 35% of all the employed and 37% of the total number
of workers, the official level of unemployment is lower than the country average
and is equal to 0,7%. Numerous studies show, however, that the real number of
the jobless is much higher. A sociological survey carried by National Institute
of Strategic Studies already in 1995, for instance, proved that the real unem-
ployment level in big towns of Ukraine amounted to 8,4% and the real hidden
unemployment was at the level of 26%. Strengthening of the resource—oriented
character of the Ukrainian economy and dependence of the old industrial re-
gions on the development of the so—called primary branches of industry, com-
plicates the process of the country’s adaptation to market mechanisms thus en-
larging the potential of the future unemployment.

Changes on the regional employment market during the re-
structuring process

The processes that have been mentioned above influence the changes of the
employment structure in the region. According to the data from district em-
ployment bureaux, on 01.08.1997 the unemployment level reached 1,48% in the
Donetsk District as compared with 0,91% on 01.01.1997 and, respectively,
1,9% and 1,6% in the Lugansk District. The national unemployment average
was at the level of 1,8% on 01.08.1997 and 1,6% on 01.01.1997.
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The quoted figures should be increased by adding the number of the hidden
unemployment brought about by the production fail and poor financial standing
of enterprises and institutions. In 1996, for instance, 20,3% of the total number
of the employed in the Donetsk District were on forced leaves and 5% worked
less than 8 hours a day.

The value of the cited rates was mostly influenced by such branches of
economy as industry — 24,6% and 4,7% respectively; transport — 43,5% and
21,7% respectively; construction industry — 33,5% and 10,2%; science and sci-
ence services — 25,8% and 12,7%.

On the example of the Donetsk District (Table 1) a change was shown in
proportions of people working in various branches of economy. As one can see
from the data in the table, a reduction of a considerable number of employees
has been made practically in all branches of economy except for the governing
organs, loan and finance organisations, insurance companies, and also
healthcare, physical education and social protection institutions. The highest
level of reduction has been recorded in the industry: 6,9% in the period from
1991 to 1996. During that time the number of people involved in private eco-
nomic activity under licence (trade, transport, legal, notarial and other services)

b

The employment market and creating a new employment system

The data shown entirely in the table indicate that the importance of industry
in the creating of the employment system, total income of people and — what
follows — the amount of taxes paid to local and central budgets from the income
of companies and citizens has decreased. This, however, does not refer to the
so—called primary branches of industry, which still play an important role in the
finance and employment system of the region.

The increase of significance of the so—called primary branches of industry in
the structures of production and growth of number of workers employed in in-
dustry is presented in Table 2.

Even though the role of industry in providing places of work has generally
decreased, the number of employees in the so—called primary branches of in-
dustry has decreased by 0,4% only. Growth of production level in heavy indus-
try, especially in the so—called , black” metallurgy increases its share in the
budget due to the value added tax and customs fees. 2/3 of the District’s budget
income comes from the heavy industry.

Table no 2 Structure of industry in particular branches: production and num-
ber of employees, the Donetsk District example.

increased. T T
Table no. 1 Proportions of the employed (in%) in particular branches of econ-
omy. The example of the Donetsk district.

.| Primary branches of industry* 547 | 823 | 530 | 61,5
Industry 42,7 35,8 :
Farming and forestry 7.4 7.3 ‘ Coal mining 11,3 20,3 334 35,7
Construction industry 9.6 6,3
Transport 7.7 6,2 ; Metal working and machine industry | 18,4 8,1 26,8 23,7
Trade 8,1 73
Living services 1,2 1.1 i Building materials production 3,1 1,5 4,5 4,0
Collective services (total) including the ones 22,8 224 i
providing 1ance for: Light industry 74 0,7 6,1 28
Residential and council buildings 4,5 4,2
Healthcare, physical education and social 6,0 6,4 Food industry 10.4 57 4.9 49
protection ’ ’
Edu?a.tion, culture, arts, science and science 10,4 89 Other branches of industry 6,1 17 47 31
servicing
Governing organs 1,9 29 * primary branches of industry include power, coal and chemical industries and metallurgy.
Loans, finance and insurance protection 05 0.7 The data in Table 3, which present the industry of Stahanov show a slightly
Individual enterprises* 12,8 different picture.

* people involved in individual activity in small business in various branches of industry.
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The employment market and creating a new employment system

Table no 3 Level of production and number of employees in the town of Stahanov.

Level of product.ion in comparable Number of employees
prices
Branches of in- 1995 1996 1995 1996
dustry In thou- In th d In thou- In thou-
sandsof | % | fhousan * | % | sandsof | % |sandsof | %
hryvnas ot hiryvnas hryvnas hryvnas
Petrol industry | 327752122 6 756,1 3.1 5757 1 27,1 3351 {178
»Black” 151084 {560 | 1226537 | ss4| 2953 | 139] 3016 |16
metallurgy
Chemical gl si| 146138 | 66| 998 | 47| 1010 | 54
industry
Metal working
and machine 40950,8 { 15,2 383804 [ 173 9283 | 436| 8707 |464
industry
Building mate- |, 5, 51 98 13901 | 06| 465 | 22| 912 48
rials industry
Woodworking | ) 3197 131,8 | 0,06 62] 03| 55| 03
industry
Light industry 22648) 09 26853 | 1,22 335 1,6 332 1.7
Food industry { 25964,5| 9,6 34363,4 | 155 1370 641 1352 | 72
Printing 3550( 01 3419 | 02 3] or| 32 02
industry
Others 83,910,03 49,4 | 0,02 16 0,1 18 { 0,1
Total 269572 | 100 221366 100§ 21272 100 1875 | 100

Even though the , black” metallurgy has the highest level of production
(56%), it is the machine industry that has the biggest number of workers
(46,4%). Unlike in the coal industry, which experienced substantial employment
drop in 1996 (by 42%), the number of employees in other branches did not de-
crease — on the contrary, it grew under the circumstances of the absolute fall in
the number of employees in industry.

Iron metalturgy, chemical industry and building materials works showed the
biggest employment growth. Paradoxically enough, despite the greatest em-
ployment growth, the building materials industry experienced the greatest fall in
production (by 37,5%). Probably some of the dismissed workers moved to work
in other branches of industry.
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The changes in the quantity structure of the employed in various spheres of
economy are far from these that are necessary or even indispensable. In Table
no. 4 a comparison is presented between the changes in employment propor-
tions in the region in 1980+1990 and the changes that would have to occur in an
open market economy in the same period as well as changes observed in
1990+1996. As one can see, on a stable market, the changes could have a dra-
matic character and, as a result, the majority of the employed would be moved
into a non—productive sphere and would earn much less. It also proves that the
more open Ukrainian economy becomes, the more noticeable fall in the number
of workers employed in major branches in the region is. The coal industry will
suffer from these changes most.

The study carried in May and June of 1997 in three regions that suffered
from closing coalmines most (the regions of the Brianka and Stahanov towns of
the Lugansk district and the town of Makiyevka in the Donetsk District) re-
vealed the problems connected with getting new jobs and sociological helpless-
ness of people from coal mining areas.

The highest level of registered unemployment in the studied regions was re-
corded in the Lugansk and Donetsk districts; the hidden unemployment level
ranged there from 12,9% to 24,5%.

Data concerning the migration processes in the studied regions show that it
is easier for the dismissed to find employment in other regions rather than on
the spot. The migration is caused by the decreasing number of workplaces, fall
in production, lack of job offers from other branches of industry and a lower
level of earnings or not paying them at all.

Because of money shortage in local budgets, practically no public works are
organised within the confines of assistance for the jobless, even though they
have been very necessary (continuation of the Donetsk underground construc-
tion would provide employment for the dismissed miners of the Proletarski dis-
trict). It is essential to promote active policy on the employment market in these
regions. But local employment bureaux are short of financial resources to
launch such active policy. It is paradoxical that most of Work Foundation’s in-
come that come from regional enterprises and organisations is transferred to the
central budget. It should be added that the assets of the Labour Foundation are
wasted by allocating them at variance with its needs — over 1/3 of assets is used
by the Ministry of Finance for other purposes.

Local authorities of the studied regions count on small business most be-
lieving it will help them reducing unemployment. In the employment bureau of
the Brianka town a forecast calculation was made of a balance sheet of all peo-
ple who were able to work in 1997. According to the calculation, the employ-
ment in the state—owned sector would drop by 35,2%, and the number of people
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The employment market and creating a new employment system

Table no 4 Real and presumed changes in the structure of employment in the

Donetsk District.
et e | RS
Branches of economy in the oftheem- | © anfets MM of the em-
district ployed in zmceng‘;g:;ls ployed in
1980:1990 | ™ ¢ 1990+1996
%) oo %)
1 J/ m Ji4
All l?ra.nches of industry in- 53 40 40
cluding:
Power industry -4,2 -27,9 -21,6
Mining +10,8 -4,7 +61,0
-Black” metallurgy -12,6 36,8 +8,5
Machine and metal working +9.8 25 263
industry
Farming and forestry -6,2 -379 -3,1
Transport =223 +14,1 -25.4
Construction industry +2,0 +22,6 -38,1
Communication industry -8,3 +11,2 -20,5
Trade and services paid for* -5,1 +27,2 -12,5
Information services -4.0 +49,7 -63,0
Non-production services -9.,0 +36,5 -11,0
}_Iealthcare, physncal efiuca- 137 +52.0 09
tion and social protection
Education and science -2,2 +48.9 -183
Culture and arts +13,3 +51,9 -9.4
Finance and insurance +10,8 +21,9 +16,5
State administration -42.4 +47,1 +50,3

o including people involved in individual activity, as they are involved in trade and
payable services most of all.

o Sources: a) Columns Il and IV according to the Donetsk Statistics Office, b) col-
umn 3 Structure and Investment Aspects of Transition to an Open Market. 4.1. Ko-
valov; Naukova Dumka, 1994. p. 23
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employed in the private sector would be increased 42 times (!) and would con-
stitute 21,3% of the total of the employed. The present situation in Brianka and
in other towns of the region does not even come to a half of this forecast. There
are no objective reasons for an equally optimistic prognosis relating to the de-
velopment of small business. Most of all, there is not any appropriate infra-
structure (information and consultation centres), which would support it. There
has not been developed a system of credit and tax relief (except for micro —
crediting programme from the World Bank). Finally, this sensitive enterprise
sector functions, as it does in whole Ukraine, in a more aggressive environment
than big companies.

Development of small business and its role in the creation of
a new employment system

A small enterprise is one of the active factors in creating additional work-
places and providing jobs for a significant number of people; supplying the
market with goods and services; overcoming monopolies; developing competi-
tion and strengthening of the economical basis of regions.

Small enterprises in Ukraine do not influence the development of its econ-
omy and do not develop vigorously enough to secure a dynamic growth of its
potential parallel to the improvement of the economic situation in the country.
To achieve fundamental changes in the economy structures, it is necessary to
create a real competition environment so that some 400 + 500 thousand of small
enterprises employing around 5 million people could soon function in Ukraine.

In the beginning of 1997, there were over 93 thousand of small companies
which provided jobs for almost 5% of all the employed as well as 3,2 thousand
co—operatives and 1 million individual entrepreneurs. The share of small enter-
prises in the global country product of Ukraine amounted to almost 10%.

Having inherited the industry orientated mostly towards heavy and energy—
consuming production, the old industrial regions of Ukraine can not use their
production potential to a full extent. In these old production structures, all re-
sources, including also means of labour, have not been used properly. Therefore
it is important that employees can move freely to enterprises where they are
properly evaluated and stimulated to work and where their potential can be used
most effectively. If such a change does not come across major obstacles, both
enterprises and, as a final result, the economy of Ukraine will benefit.

The Donetsk and Lugansk districts are the most urbanised part of the coun-
try (1" and 2™ Jargest number of urban population). The share in the total of
employees is also the greatest in the country (2 million out of 5,2 million) and
amounts, respectively, to 10,1% of all the employed and to 10,8% of the whole
population. According to the quoted indexes, the Lugansk district is also ranked
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in the first five leading districts (5,8% and 5,6%, respectively); practically 1/6
of the population and workforce live in these two districts.

Small enterprises are characterised by: close relationships with historical pe-
culiarities of the region, ability to ,blend into” already existing structures and
looking for possibilities of increasing economic activity. Creation of small en-
terprises has been the most intensive in the Donetsk district — one of the most
developed industrial centres where 13,8% of all small active Ukrainian enter-
prises are concentrated. The number of small companies per every 1000 people
amounts to 4, i.e. more than twice as high as the country average (1,8); in the
Lugansk district this index amounts to 1,4.

Industrial towns are the most typical examples, which have been chosen to
carry a comparative analysis of employment problems. Due to the economic cri-
sis, a considerable number of companies are closed there causing most severe
problems with employees. These are the towns of Donetsk, Makiyevka, Jenaki-
jevo, Shahtiarsk in the Donetsk District and Lugansk, Stahanov and Brianka in
the Lugansk District.

The pace of small enterprises’ number growth has been significantly de-
creasing since 1993. In 1995 a recession in the Donetsk District took place- the
number of liquidated companies outgrew the number of the newly founded
ones. And so, in 1995 in Makiyevka and Shahtiarsk the number of small enter-
prises decreased as compared with the previous year and fell from 32% to
25,6%. In 1996 a small growth was recorded and the pace of starting new com-
panies almost reached the level from 1994, i.e. 32%.

In Stahanov - a typical town of the Lugansk district - fall and mass liquida-
tion of small enterprises was experienced in 1996. Their number decreased by
32% as compared with the previous year. Such decrease resulted from the gen-
eral crisis in the urban economic system. 24 out of 31 of industrial works in the
town reduced their production output as compared with 1995. The coal yield in
1996 amounted to 18,8% of the one from 1995. The sudden slump in produc-
tion occurred due to loosening of economic ties between companies —~ consum-
ers from the Commonwealth of Independent States Countries, financial crisis
and due to the problems connected with the introduction of non—cash payments.
It all resulted in permanent indebtedness and not paying employees’ earnings.
As workers were short of cash, they did not buy products of small companies
supplying their goods mostly on the local market. The entrepreneurs of Sta-
hanov reduced the sales of household appliances by 31% as compared with
1995.

The comparison of small enterprises development in the towns of Lugansk
and Donetsk Districts generally shows that the number of small companies per
every 1000 inhabitants amounts to 1,4 (the national average is 1,8). At the same
time the indexes of Lugansk and Stahanov surpass the regional and national
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ones reaching up to the level of the Donetsk District towns, i.e. 2,1 and 2,0 re-
spectively to 2,7 (the average index of the Donetsk District), 2,3 — Makiyevka,
2,6 - Jenakijeve, 2,1 — Shahtiarsk.

Special attention should be paid to the problems of small business’ eco-
nomical effectiveness. The indexes of small enterprises taking for the realised
production per one inhabitant are more or less the same in Donetsk (188,6
hryv.) and Lugansk (160,8 hryv.). The range of the realised production is higher
in the Lugansk district - in the town of Lugansk, for instance, the range of real-
ised sales per one small enterprise amounts to 144,3 thousand hryvnas and 69,3
thousand hryvnas, i.e. two times less, in the Donetsk District.

The small enterprises activity structure in 1996 was as follows: 52% of
small companies were active in trade, 15% — in industry, 10% in building, 2,2%
in science, 1,5% in services, 1,7% in transport, 2,2% in brokerage. More or less
the same branch structure of small enterprises can be found in the Lugansk dis-
trict. In general, the activity of small companies is profitable (in the Donetsk
District the profit amounted to 97,1 million hryvnas). The highest profit was
generated in trade (24,4 million hryvnas), industry (26,2 million hryvnas) and
building (19,6 million hryvnas). But in some branches losses exceeded income,
for instance in agriculture, food industry, household appliances industry,
healthcare, physical education and social protection. It should be noted that, in
the Donetsk District for example, except for agriculture (where the actual losses
really exceeded the income from the realised sales), the lack of profits of other
branches is artificially created by imposing too high taxes, excise duties and
other expenses that are excluded from general income. More or less the same
situation can be found in the Lugansk district.

What was the reason for the poor development of small enterprises? The re-
sults of sociologic research showed that 50% of the interviewed mentioned the
mutual debts of companies as one of the reasons: 50% — too high taxes; 40% —
corruption of official authorities representatives and their relationships with
criminal groups; 36,7% — breakdown of economic links with the Common-
wealth of Independent States countries; 20% — problems connected with non—
cash payment and financial crisis; 16,7% — high interest rates for loans; 16,7% —
bad customs and trade regulations and other reasons. It is not enough to realise
these problems to improve this situation. Appropriate, favourable conditions
should be created, especially the ones relating to the essentials on which a small
enterprise is based. 63.3% of the interviewed says that the Ukrainian legislation
is not conducive to moral development of economic activity, moreover — it is
conducive to ,washing small business out” of economy and moving it to the
background. 16,7% claim that regulations do not prevent the development,
13,3% did not answer.
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These were the imperfections of legislative basis, particularly the tough tax
regime, which have brought to a stop the development of small business, its
losses and its moving to the grey zone. The answers to the following questions
are the best proof of it: Do you have to conceal your activity or its part from the
official authorities or to settle with your clients or suppliers without bank’s
help? — 10,3% answered that it was a norm for them; 62% did it rarely; 17,2%
every now and then; 6,9% did not answer.

State Tax Administration in the Donetsk District has prepared data about 5406
economic units (just 15% of small companies), that for a long time have not been
based under the addresses they stated, have not kept the books and have not paid
taxes. According to V. Plazhnykov, deputy prosecutor of the Judicial and Civil
Cases Department of District Public Prosecutor’s Office, a significant number of
small enterprises have been launched to clean dirty money and to conduct illegal
operations. All this is characteristic of the negative picture of sociological and
economic environment in which small enterprises function.

Small business is very important for the society. The unemployment problem
in the regions is connected with many problems of economic nature, economic
crisis, loosening of economic ties between companies, fall in production, trans-
formation of industrial structures (particularly in such branches as natural re-
sources mining, heavy and chemical industries), bankruptcies of unproductive
companies and shrinking of social protection sphere. In Stahanov, a mass reduc-
tion of employment connected with shutting down its mines is planned (some 4 ~
5 thousand workers). In total, the number of unemployed in the Lugansk District
amounts to 68,1 thousand people, i.e. 5,7% of all able to work. This index is 2.3%
higher than in the Donetsk District; the national average is 1,0%.

The analysis of the structure of the unemployed officially registered in the
Labour Foundation of Stahanov made from the perspective of small business
allows for coming forward with the following conclusions:

® almost 1/3 of the unemployed are young, energetic, below 28,
®  over 80% of them received secondary or secondary vocational education,

® almost 1/4 of the dismissed have worked as engineers and technicians in
the production spheres,

® more than 1/4 of the unemployed have worked in non—production spheres.

If this group of the dismissed is treated as potential small business employ-
ees, it would be possible to create a network of small enterprises just in these
spheres and directions in which the unemployed have worked before.

Building of a system of leased or franchised petrol stations along inter—city
and international roads (e.g. Charkov — Rostov) with foreign investment assis-
tance would provide employment for the jobless thus reducing the expenses for
retraining and specialist training for them.
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This kind of approach would be conducive to the development of transport
infrastructure in the region. The necessary resources could be borrowed from
a bank on collateral of plots of land that will be vacated because coalmines are
closed. The programme of small business assistance in Stahanov provides for
creating 510 new workplaces. It will be possible due to founding of new enter-
prises and starting individual enterpreneurship. The program provides for i:}ter-
est—free loans, but the lack of a specific source of financing prevents its execution.

Conclusions

To lessen the tension on the regional employment market and to boost the
development of small business the following should be done:

1. The state regional policy should be developed; regional and local authori-
ties should be given more opportunities to take care of their problems with
creating new workplaces and take advantage of domestic and foreign in-
vestments. This particularly refers to regional and local authorities, which
directly face the problems in the regions with the greatest concentration of
coalmines. All financial resources coming to the Labour Foundation should
be spent in accord with their purpose. The state employment policy should
be more active. Funds provided by the state to ensure social protection of
coalminers and their families as well as funds for creation of new work-
places for the dismissed miners should be transferred to local budgets; only
a necessary reserve for technical protection of the closed mines should be
left.

2. Special attention should be paid to the regional specificity of privatisation
processes and state’s providing for a possibility of management control in
big enterprises to solve the problems of the employment market in the old
industrial regions. Structures should be created in these regions to support
marketing efforts of companies, especially in conditions of severe foreign
competition; the already existing trade network should be demonopolised
and a new, developed and widespread one should be built; new external
markets for the produced goods should be sought after.

3. The legal basis for the development of small business should be really im-
proved to give concrete guarantees that protect and support small enter-
prises; legal obstacles, which slow down the development of private enter-
preneurship should be overcome; appropriate changes should be made to
the existing acts on state’s supporting small business and on leasing.

4. Attention should be paid to the formation of mechanisms of passing build-
ings and lots of ground that are vacated as a result of reconstruction, par-
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ticularly in small towns of mining areas. Perhaps, it will be necessary to
prepare a special project supporting small business development including
international technical and financial assistance of the World Bank and the
European Bank of Reconstruction and Development and other international
financial institutions.

5. The system of tax relieves for enterprises in the first years of their existence

should bg improved to create better conditions for the development of
small business provided that they create additional workplaces.

6. The Ministry of Economy and The Ministry of Finance have to control the
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development of the regional and state projects for small business support

more thoroughly and to check how monies designed for specific purposes
are spent.

THE FUTURE OF OLD INDUSTRIAL REGIONS IN EUROPE

Irene Novak

PROBLEMS OF SOCIAL ASSURANCE

OF CITIZENS AND MAINTENANCE OF SOCIAL
INFRASTRUCTURE OF THE REGIONS

WHICH ARE SUBJECT TO RESTRUCTURING

The process of restructuring of the coal mining industry in Ukraine has been
initiated according to The Regulations of the President of Ukraine entitled ,,The
structural changes in coal-mining industry” issued on February 7th 1996. This
regulation aimed at restructuring of the coal mining industry in the way so as to
create the competitive environment and increase the efficiency of this branch. It
was supposed to be obtained by establishing national joint—stock companies and
holdings dealing with coal mining and sale, changing the price policy, including
the introduction of the rental fares, restructuring the coal mine funds and, fi-
nally, ceasing to exploit the non—profitable mines and exposures. However, the
process of restructuring taking currently place in Ukraine is mainly limited to
mass liquidation of non-profitable and non—prospective coal mines. This liqui-
dation of the mines considerably influences the lives of some social groups
(miners and their families, employees of the non—production sector etc.) as well
as the inhabitants of the cities and villages where the main industry is the coal
mining business. The crisis, which affected all the strata of the Ukrainian soci-
ety, together with the lack of sufficient legal regulations, financial security and
adequate scientific research, lead to serious social consequences, among which
poverty and dissatisfaction of people should be emphasised.

The significance of the coal mine industry is reflected in its considerable in-
fluence on the development of the region. The majority of coal mine cities and
villages have the structure reflecting its industrial potentials and its infrastruc-
ture closely related to the coal mining. For many coal mine towns the mines
themselves have the town-creative influence and this is why the crisis in the
mining industry has the negative output as far as the functioning of the whole
region is concerned. As a matter of fact, the mass liquidation of the mines in
Donbas will excelerate the existing negative economic and social processes in
a short time. Here are some of the results of the mass liquidation of the mines:
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increase ‘of ; pl , no possibility to earnthe living in
other ways, decreasing income of the regional budget, cutting
dawn the social infrastructure developing programmes, etc.

The liquidation of the mines, completed in a short period of time as a part of
a wider national programme, carried out without sufficient financial support of
the government aiming at creating additional work places, will inevitably lead
to the increase of the number of the unemployed in coal mine towns and vil-
lages of Donbas. It will result in the emergence of the negative social strains
and consequently may lead to even worse socio-economic situation. It is im:
portant to stress that the majority of the inhabitants of the coal mine regions
where the process of coal mine liquidation is conveyed, are completely unprc:
parfed for performing any other jobs not connected with exploitation and proc-
essing of coal, while the coal mine industry does not have any real effective
programmes which could soothe the social pain of restructuring,

The limited possibilities of employment in coal mine regions resulting from
restructuring of the coal mining industry will lead to the increase of the number
of people living in utter poverty. This is why the most important elements of the
social assurance system for the citizens, regarding the specific conditions of the
PId coal mine regions and the processes observed there, are as follows: provid-
ing t_he work places for the citizens, together with the possibility of specialised
trammg'§ for the new jobs, social security service, maintaining the social wel-
fare services and centres, including education, healthcare, etc.

Fabour market, employment and changes
in the qualifications of the human resources

I_n Ukraine there exists a centralised national Employment Service repre-
senting the system of special agencies (Labour Offices) which are responsible
fgr .such matters as: organizing the work places for citizens, professional spe-
cialisation, employment, and finally social care over currently unemployed citi-
zens. The pational Employment Service is subject to the Ministry of Labour and
Social Ifollcy of Ukraine and Executive Committees of the local People’s Rep-
resentatives Council regulations.

The funds for social aid in the field of employment were provided since
Marc_h 1993 from the budget of the Labour Fund managed by the Employment
Service of the Labour Ministry of Ukraine.

) Sixty two percent of all the financial means of the Fund was provided for ac-
tive labour policy, 28% for passive policy which included allowances for the dis-
fmssgd workers, while the remaining part, that is about 10%, was used for admin-
1strat|ve. costs. These services were financed by a 3% share in the tax paid by the
companies for the Fund. Currently this system has been destroyed by transferring
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the financial means of the Fund, previously excluded from the budget, to the na-
tional budget. It means that this money was used to cover the deficit of the budget.
The government plans to create the system of taxing the unemployment but the
term when this plan is to be executed has not been specified yet.

All the available data specified in Table 1. may serve as the basis for con-
clusions concerning the possibilities and effectiveness of work of the local La-
bour Offices in specific spheres of their activities.

Only a small number of citizens of a particular region apply for some kind of
aid to the Labour Offices, for example: in Makiyevka — 1,43% or in Stachanov —
1,09%. For both numbers only 0,16% and 0,3% of all the applicants were people
dismissed from work as a result of downsizing or liquidation of the production.
The data related to the migration processes in the examined regions indicate the
outflow of people, who for different reasons lost their work, to other regions —
mainly to the coal mine companies of the Rostov District (Russia).

Despite the fact that the number of people applying for allowances is consid-
erably small, there are even less vacancies for them — 0,5% and 15,5% in relation
to their demands. The majority of these vacancies are provided by the currently
operating coalmines but people are reluctant to employ there due to the policy of
freezing the salaries for the period of up to six months in relation to these posts.
The percentage of newly employed people in Stachanov equals 8,1% and in
Makiyevka 21,0% (two times lower than the year before). The main reason for
such low level of employment is the decreasing need for work force among com-
panies — which in turn results from a smaller production volume. For comparative
purposes: in Makiyevka on January 1 1996, the number of vacancies equalled 846
while on January 1 1997 there were only 35 vacancies offered.

Among other towns of Luganski District Stachanov has a medium position
according to the indicators of employment. The level of unemployment in
Stachanov for May 1 1997 equalled 1.8%. The average level of unemployment
in Luganski District for the first quarter of 1997 equalled 1.6%. The level of
unemployment on May 1 1997 in Makiyevka equalled 0.92%. The estimated
indicator calculated according to employment programme for 1997 equalled
1.07% while considering the planned downsizing — 1.39%.

The structure of unemployment may be characterized by means of the fol-
lowing data: on April 1 1997 there were 1005 people registered in the Labour
Office of Stachanov town including: 714 women (71%), 229 juveniles up to 28
years of age (29.8%), 437 workers (43.5%), 556 clerks (55.3%). According to
these data women constitute the stratum of the society, which is the most ex-
posed to the problem of unemployment. Even now, when the level of unem-
ployment is still considerably low, the number of unemployed women exceeds
to a great extend the number of the unemployed men. The situation in the coal
mining regions with its monostructural industry is even more complicated as the
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chances of employment for women are much lower than in other towns. The av-
erage period of unemployment in Stachanov reaches 5.1 months while the aver-
age periods of provided allowances for the unemployed reaches 4.7 months.
The tendency to freeze the payment of allowances for the unemployed was not
detected in the period when this research was conveyed.

Table 1. Activity indicators for the labour services for May 1 1997

vka f oV.
e R = 2

Number of people who applied

for aids to Labour Offices

including dismissed from work 727 408 —
Dismissed according to the evi-

dence/actual 280171157 - -
Number of vacancies 324 219 189
including clerks/women 9/9 24/20 -
Number of people who found

work 978 115 -
Number of the unemployed 2172 1195 1425
including women 1913 714 -
Clerks 1084 556 -
Number of unemployed receiving

allowances 1852 725 1012
Number of people appointed for

intervention activities " 2 B
including adults/students - 2/ -
Number of people appointed for
job trainings 101 20 45
Number of people trained for
new jobs 19 20 45
Work provided for people trained

for new jobs 19 B ~
Maximum amount of allowances

in hrywnia 179.50 154.00 -
Minimum amount of allowances
in hryvnia 12.50 12.50 12.50
Average allowance for unem-
loyed in hryvnia N 36,60 35,40
Onetime allowance amount for
ployed/for a child 16.60/8.30 | 16.60/8.30 | 16.60/8.30
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The number of unemployed people employed for intervention works in fact
equals zero. This situation results from the lack of funds in the local budget for
covering the costs connected with performing works of a specific profile, al-
though there is a great need for such works in towns (according to the special-
ists managing the Labour Offices).

The number of people appointed for new job trainings reaches the level of
1.6% of all the people who applied to the Labour Offices in Makiyevka and
1.4% in Stachanov. The number of people trained for new jobs who found work
is even smaller. Such a situation is conditioned by the lack of funds for new job
trainings (both in the Labour Offices and the unemployed themselves) and by
general lack of demand for the work force in a given region.

According to the binding legal regulations of Ukraine companies pay a dis-
missed worker the salary for the period of one hundred days starting with the
day of dismissal. After that period the unemployed has the right to the allow-
ance provided by the Labour Office in the amount of 75% of the average salary
(for three months) and 50% for the period of the following six weeks. The al-
lowance may not be lower than the minimum salary specified by the regulations.
After that period the unemployed has the right to receive one time allowance.

Allowances for the unemployed are received by: 0.4% of the unemployed in
Makiyevka, 0.6% of the unemployed in Stachanov and 0.7% of the unemployed
in the Proletarski Suburb of Donetsk. The average amount of the allowance for
the unemployed reaches the level of: 36.60 hryvnia in Stachanov, 35.42 hryvnia
in Proletarski Suburb of Donetsk which is approximately half of the lowest pos-
sible financial means officially provided per one person (70.90 hryvni).

In the towns being the subject to research, there is a problem of , hidden”
unemployment. The registered level of hidden unemployment (obligatory hoti-
day leaves including non—paid holidays, not taking into consideration the em-
ployees working for the shorter day work time or week time) in Stachanov
equals to 12.9%. In the companies in Makiyevka twenty thousand people are
currently on obligatory holiday leaves. The process of restructuring of the coal
mining industry has a considerable influence on the level of employment of the
citizens of the region being the subject of research (Table 2.).

The analysis of the dynamics of downsizing in the four coal mines liquidated
on the request of the Ukrainian government in Brianka (Briankowska and Zam-
kowska coal mines) and in Stachanov (Centralna-Irmino and im. Iilicza coal
mines) indicates that the processes of coalmine liquidations constitutes a serious
additional social burden for the regions in the sphere of employment. From 35%
to 58% of the workers dismissed due to the liquidation of the coal mines apply
for aid to the town Labour Offices. It is important to stress that the Labour Of-
fices are not able to provide any active aid for the dismissed coal mine employ-
ees who apply for aid (employment, new job trainings, intervention works, etc.).
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The reasons for such situations result from the low number of vacancies in the
companies located in these towns which in turn is the consequence of the re-
duced range of production and demand for work force, the liquidation of the
coal mines, which leads to significant changes in the industrial structure of these
regions because no new work places are established to replace the liquidated
coal mines.

Table 2. Information concerning the dismissal of the employees from the coal
mines being subject of liquidation for May 1 1997 (beginning of the

year, men)
5 T
Centralna 68 6 3 ' ‘2
Im. Batowa 18 6 4 1
Im. Ordzonikidze 72 17 15 -
Czerwonogwardyjska 2 9 6 -
Centralna — Irmino 10 32 28 -
Im. Illicza 17 9 7 1

In such a situation, from 68% to 97% of all dismissed miners decide to ap-
ply for aid in the Labour Offices, although they receive only passive aid by be-
ing classified as unemployed and being given appropriate allowances. It is im-
portant to emphasize the fact that the structure of the work force in Ukraine
considerably differs from the one typical of economic systems of the countries
representing the high or medium income level of citizens. A bigger part of the
workers is employed in industry or agriculture — a smaller one in services. This
is why the active market policy in relation to the work force aims at reorienta-
tion of about one third of the work force, so that it could find some job in the
sphere of services. The policy of providing trainings for new jobs among dis-
missed workers may increase their chances of finding a new work and lessen the
pain related to taking over new posts. The experience of the countries with mar-
ket oriented economy proves that a fast reaction to mass downsizing may
shorten the period of unemployment and excellerate the process of finding the
new work places. The programmes of helping the unemployed by establishing
small companies may prove useful only for 2 — 3% of all dismissed workers and
they are supposed to deal with providing further services and technical support
for production, marketing, accounting and management. There is a great need
for changes concerning increasing the mobility of the work force and the re-
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structuring of the work force itself should start with cancelling the system of
permissions for housing registration.

Active policy aiming at establishing the market for the work force should
not limit itself to paying out the allowances to the unemployed. Mass
downsizing generates the costs for direct payout of the money which constitutes
the main social support but, at the same time, does not help the dismissed work-
ers find new work places. The contradiction of these two approaches means that
in this case separate system of financing is required.

The analysis of employment

The process of forming the employment strategy in old industrial regions
and specifying the methods of searching for new work places impose the neces-
sity of making future plans concerning the prospective work places for the work
force dismissed from the liquidated coal mines.

In order to analyse the quantitative and qualitative characteristics of the ac-
tual number of work places in the coal mines and to get acquainted with the
mechanisms of dismissing miners in the liquidated coal mines and the factors
conditioning possibilities of their further work, a special pilot research in the
~Pravda” Newspaper coal mine (Proletarski Suburb of Donetsk) and Brazanov
coal mine (Makiyevka) was conveyed at the beginning of 1997. The research
was conducted by Donetsk Information Analytical Centre with active participa-
tion of the author of the hereby article.

The management board of the ,,Pravda” Newspaper coal mine was cancelled
in September 1996 while the coal mine itself was merged with ,,Ukrwuhler-
estrukturyzacja Company” (UDKR - Ukrainian Coal Mine Restructuring
Body). Bazanov coal mine was the sampling object used for the purpose of this
experiment and it is not going to be liquidated in the near future.

The analysis of the work place number was conducted in two directions: so-
cio-economic and sociological. During the socio-economic analysis they relied
on information provided by workers of the specified coalmines in the form of
specifically prepared survey. The sampling group reflecting the job structure of
the employed in both coal mines was formed of 77 ,,Pravda” Newspaper mine
workers and 71 Bazanov workers (total number of 148 sampled employees).

The resuits of the research confirmed that the majority of the workers of the
surveyed companies represent low interbranch mobility. About 48% of the en-
quired workers declared that in case of dismissal they would concentrate on
looking for another job in the coal mining industry. This single-branch orienta-
tion was particularly typical of the majority of ,Pravda” Newspaper coal mine
employees. This orientation reflects the single~branch of the Proletarski Suburb
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as a whole while in Makiyevka vacancies are also available in the companies
not related to the coal mining industry.

The availability of the vacant work places in the place of living determines
specific behavioral modals of the employees on the labour market. Despite that,
both subjects to survey are characterized by the low potential territorial mobility
of the work force. Although the majority of the employees evaluated their
chances of getting the new job in their home town as low, only 6% of the re-
spondents of the ,,Pravda” Newspaper coal mine and 27% of the Bazanov mine
would be eager to change their place of living. The workers of Bazanov are
more eager to look for work in their profession beyond their place of living than
their counterparts from ,,Pravda” Newspaper where there were no workers de-
claring such a possibility.

The reasons for such a low mobility are both personal and objective and
they generally include: the obligation of housing registration, difficulties con-
nected to the process of moving out, financial costs, etc. In the majority of cases
the employees live close to the coalmines. If a new company were established in
the place of the liquidated coalmine, from 56 to 79% of the respondents would
be willing to work for it. According to the respondents it would be justified to
establish a construction company, vehicle service company or a food processing
company in the place of the liquidated coal mine.

Only 27% of the respondents of Bazanov coal mine and 17% of Pravda
Newspaper mine would be willing to attend trainings and apply for new jobs.
The maximum training period for the majority of the surveyed employees is six
months. From one fourth up to one third of all the respondents accept the neces-
sity of partial financing of the training for a new job. If they have any options in
choosing the work place they would rely on the government governed compa-
nies. Only 3% of respondents from Pravda Newspaper coal mine and 1% from
Bazanov mine declared the willingness to establish their own businesses.

Taking into consideration the results of the research, conveyed before to-
gether with the author of the hereby article, the stability of the discussed ten-
dencies concerning the prospects of changes in the job character and place of
living of the miners can be taken for granted'.

The percentage of the workers of Bazanov coal mine qualified to perform
additional work not related to coal mining is twice as high as in Pravda News-
paper mine. It is obvious that the workers prepared to perform different jobs
have more opportunities on the labour market and it is common that they leave
the non—prospective company themselves. The most popular additional qualifi-

! Social Portrait of a Miner in Context of Emplayment Problem in Coal Mines of Donbas . The
research was performed by the Regional Public Polling Centre and Region Development Agency
— both financed by the Donetsk Section of the International Fund wRecovery” project, U 94—
DO12-983-2.03. December 1994.

106

Problems of social assurance of citizens and ...

cations are connected to the building — construction profile such as: a stone ma-
son, a carpenter, and others such as: a driver, a tractor driver, a plumber, an
electrician—plumber and a car plumber.

The level of qualifications of the workers can be characterized as follows:
one fourth of all respondents do not possess satisfactory professional training
(they have graduated from grammar schools or courses only), 40 to 50% per-
form the kind of work they are qualified for, of all the workers with special vo-
cational training only 42 to 61% perform the job related to this training. The
work force with a higher vocational education is used in a more effective way in
Bazanov mine, especially if they have the coal mining specialisation.

Having summed up the results of the research one can draw a conclusion
that the majority of the workers who will be dismissed as the result of the liqui-
dation of the mines are not prepared to adapt the elastic behavioural patterns in
such a situation. The number of the mobile reserve work force will not exceed
30 to 35%. The most traumatic situation related to employment issues may oc-
cur in the towns of a single branch oriented industry. Taking into consideration
conditions of the performed survey and the results obtained, it is significant to
emphasize that the possibilities of maintaining the qualitative characteristics of
the work resources for the purpose of their further utilization in other branches
of industry may considerably grow on condition that they are previously recog-
nized in the existing companies before the process of liquidation starts

The biggest problems though, are numerous downsizing of the work force in
the conditions of the obligatory liquidation of the mines without any prior
analysis of the employees potentials. This is why it is the matter of priority
while solving the employment problems to create the system of continuous
monitoring of the work potentials in liquidated mines and to formulate the sys-
tem of employment and training of the employees.

Potentially low profession related mobility of the work force requires prior
announcements concerning the terms of mines liquidation and possibilities of
employment and further training. Experience gained after the liquidation of the
Pravda Newspaper coal mine proves that the most common reaction of the em-
ployees to the problem of dismissal is confusion resulting from the uncertainty
about their future. This is why one of the most basic methods of solving social
problems (connected to downsizing) is working out the ways of gradual reduc-
tion of work places on all stages of technological process together with natural
decrease of the employment level as a result of the retirement, changing the
work place or acquiring new qualifications by the employees. One of the most
interesting ideas is to establish special social adaptation centres for miners
which who counsel with employment problems, provide psychological support
etc.
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It is worth while to stress that the problem of utilizing the work force poten-
tials released from the coal mine companies cannot be solved within one branch
of industry and it becomes a multi-branch issue. This is why it is inevitable to
find new ways of solving these problems in the aspect of respective regions.
Special attention should be paid to the branch-structure diversification prob-
lems in the coal mining regions.

One of the possible solutions of solving the employment problem is to create
new companies in the areas of the coal mining industry facilities destinated for
liquidation with the use of the work force dismissed during the liquidation proc-
ess of these companies. Such a solution may stimulate the restructuring of the
economic system of the region.

Social assurance for the citizens

The social assurance for pensioners in Ukraine is executed through the sys-
tem of social assurance units located in the City Council of the people’s repre-
sentatives. The range of duties of the Community Social Assurance Affiliates
includes: taking decisions about pensions for the citizens, payment of the bene-
fits (for children under three years of age, etc.), providing the pensioners with
free holiday leaves and sanatorium treatment, supporting the citizens who suf-
fered from the consequences of the Chernobyl disaster, providing aid for the
veterans of World War II and co-operation with companies in the range of sup-
port for the pensioners. The system of social assurance includes pensions by the
right of work or service, disability pensions which are paid out to people sup-
ported by the government, and to people unable to work. Current legislation
establishes the level of pensions equal to 55% of the salaries in the pre—pen-
sionary period. Pensions are tax-free and they are paid out regardless of any
other income sources. Some categories of workers, including miners, may retire
after twenty (for women) and twenty-five (for men) years of work. This is con-
nected to the conditions of work of some categories of workers. Currently, due
to the decrease of production and holding on the payment of the salaries for the
workers in many companies, the debt of those companies in the form of the tax
for the retirement fund increases. The data about the debts in the surveyed re-
gions constitute Table 3.

The analysis of the data indicates that the biggest debts come from coal
mining companies including the companies liquidated by the Ukrainian Gov-
ernment regulations (Table 4.)

The basic problem conceming the debt of the coal mining companies and
the liquidated companies in particular, results from the fact that the liquidation
of the coal mines in the majority of cases takes place without appointing the le-
gal successor taking over the company, which would be responsible for its debts
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Table 3. The debt of the companies for the benefit of the retirement fund
(specified by specific branches, in thousands of hrywnia)

Coal Mining Ministry 3951.52 13710.20
Ministry of Agriculture 3.34 236.65
Ministry of Transport 267.23 -
Machine Construction Ministry 3180.12 -
Ministry of Education 21.04 413.74
Ministry of Environment Protection 483.73 181.13
National Corporation of Ukraine 43.81 -
Others 809.11 963.41
Legal entities 5.00 21.63
Total 8755.90 15526.76

Table 4. The debt for the benefit of the retirement fund in the liquidated coal
mines (in thousands of hryvnia for May 1 1997).

gx R i 2

Pravda Newspaper coal mine 2093.13
Cenralna-Irmino coal mine 252729.00
Illicz coal mine 711776.00

and liabilities. Ukrainian National Corporation “Ukrwuhlerekturyzacja” takes
over the financial liabilities, compensation and debts of the company calculated
from the moment it was taken over by the supervisory jurisdiction. What hap-
pens to the past debts, including the retirement fund, is still unclear. As a result
of these factors, the retirement assurance for the citizens of these experimental
regions may not be perceived as satisfactory. The data concerning the retire-
ment assurance for the citizens constitute Table 5.

The payout of the pensions for the citizens is delayed by 2 + 3 months. Despite
that, pensioners are paid out in two stages: 60% and 40%. If we realise how low
the pensions are (for example: the maximum current pension of a miner equals
66.36 hrywnia and is lower than the official minimum social income per capita) it
is obvious that practically all the pensioners (30.7% of the citizens of Stachanov,
30.3% of the citizens of Proletarski Suburb of Donetsk and 31.6% of the citizens
of Brianka) are sentences to the existence below the level of poverty.
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Table 5. The condition of the retirement assurance of the citizens (May 1 1997),

General number of pen-
sioners (in thousands)

40 42 22

Pension payout delay (in

months) 2 3 3
General amount of the
debt on account of non-— 2100.0 10661.7 3000.4

paid pensions (in
thousands of hryvnia)

Social and socio—economical sphere of services for citizens

The condition of the socio—existenisional services for the citizens in the sur-
veyed regions can be evaluated by the analysis of the structure and the dynamics
of the development of the full-paid services for the citizens (Table 6).

The range of the execution of full-paid services per one citizen indicates the
direct relationship between the size of the town and the development of the
sphere of services for citizens. If for Makiyevka this factor equals 133.3 hryv-
nia, for Stachanov it equals 119.4 hryvnia, while for Brianka it is only 52.6
hryvnia per one citizen. The analysis of the dynamics of service development in
previous year (in comparable prices) indicates the decrease of demand for con-
sumption and full-paid services which, in turn, decreases the range of services.
The growing tendency may be observed only for a certain type of services:
community transportation (Stachanov), household (Stachanov, Makiyevka),
education and nursery services for children (Stachanov), culture (Stachanov),
and finally healthcare (Stachanov, Makiyevka). Even this increase is condi-
tioned by the rise of prices for certain types of services, which are usuaily, re-
lated to the energy costs. This is why the increase of demand for certain types of
full-paid services may be estimated as relative, especially if we take into con-
sideration the range of services per one citizen of the analyzed towns, in com-
parison to the previous year, which is generally lower in Stachanov by 8.2%, in
Brianka by 34.2% and in Makiyevka by 8.7%.

The data characterizing the chain of companies providing services for the
community indicate that Stachanov and Makiyevka have a comparatively de-
veloped service infrastructure. In Stachanov, there are approximately two serv-
ice providing companies per one thousand of citizens while in Makiyevka, there
are three such companies per one thousand of inhabitants.
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Table 6.Full-paid services for the citizens in 1996.

Stahanov Brianka

Speed of
price rise | Structure

Makiyevka

Speed of
price sise | Structure

Range of | SPeed of

Types g of price tise | Structure

Range of

i execu- -
B Er - B e b f Ko B b
Sertices 1194 | 918 | 1000 | 526 | 658 | 1000 | 1333 | 913 | 1000
including:
Existential 69 | 907 | 58 | 35 [ 707 ] 66 | 73 | 1022] s5

Community
transportation 155 114.1 13.0 24 683 45 169 839 12.7

Phone and mail | 8.8

743 74 7.8 80.3 14.8 74 90.4 55

Household 20.1 1376 | 169 10.0 97.1 19.0 152 | 1250 | 114
Educational

and nursery 12 117.0 1.0 0.6 595 12 1.7 56.0 13
care

Culture 09 108.6 0.7 09 588 1.7 08 50.2 13
Tourist- edu-

cational tips |~ - - - - - p o1 | 726 | ol
School educa-

tion 0.1 - 0.1 - - - - - -

PTU education - - - - - -

High school

education 0.1 - 0.1 0.6 - 12

Sport, physical

education 0.3 - 03 - - - 0.1 838 0.1
Healthcare 11 1123 0.9 02 49.9 04 1.8 1174 1.4

Holidays and
sanatoriums 13 423 1.1 0.1 10.7 0.1 6.3 77.4 47

Legal and
o 05 | 689 | 04 | 01 | 323 03 | 07 | 876 | 05
Otherservices | 27 | 719 | 21 | 09 | 560 | 18 | 22 | %08 | 16
Municipal 60.1 | 801 |} 502 | 254 | 514 | 484 | 728 | 846 | sa6
services

Social services

The national system of education and healthcare is followed by the full-paid
services in education and medical care. There are still some companies continu-
ously providing kindergartens for children under six years of age, although this
system disintegrates very quickly. The government of Ukraine provides financ-
ing and basic social services for education and healthcare, though the biggest
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problem for today is maintaining the quality of services while decreasing the
costs at the same time (to maintain the level from before the crisis in the
1980’s). The regulations of the education assume the government financing in
the amount of 10% the National Income. According to UNESCO information,
the developing countries provide 3.8% NI for education while developed coun-
tries - 5.8%. The expenditures for healthcare in 1992 equalled 7.7% NI, of
which 2/3 was provided for hospitals. Since then the government reduced the
donations for the medicaments, for building and construction from 5.2% of all
the expenditures in 1989, practically to zero. Currently the government does not
possess any financial means to support healthcare centres.

Education

The system of education in Ukraine refers to nurseries, kindergartens, pri-
mary and secondary schools and post-secondary schools and it is comparatively
developed in comparison to other countries of Europe. One third of all kinder-
gartens are financed by the Ministry of Education and the Local Authorities,
two third are financed by the companies and a small fraction is financed from
private funds. In the recent times, the demand for nurseries and kindergartens
decreases as the legislation of the Ukraine gives women the right to full-paid
extended maternity leave until the child is two and a half years old. The second
reason for the decrease of the popularity of nurseries and kindergartens is re-
lated to the demografic variations, which are observed in the structure of the
Ukrainian society. The number of juvenile groups decreases while the number
of old people is getting higher and higher. Despite that, primary schools enrol
six—year—olds not seven—year—olds as it was before.

Additionally, these educational centres are no longer financed by the com-
panies due to the decrease of production and the decrease of income in many of
them. Currently, the possibility of financing of these centres by the municipal
authorities is being discussed. About 28% of all financial demands of the edu-
cational system is covered by the budget of the country ~ the Ministry of Edu-
cation. Approximately 57% is provided for by the local authorities. The compa-
nies are responsible for the remaining 15%.

The Ministry of Education and the Local Authorities devote a significant
part of the costs to provide the salaries, maintain the infrastructure and provide
municipal services related to it.

In the towns being subjects to research, the students of the secondary
schools constitute: in Makiyevka and Stachanov 12.8% of all the inhabitants, in
Brianka 12.7% and in Proletarski Suburb of Donetsk 10.1%. One school is built
for 609 students, 592 students, 550 student and 700 students living in these re-
gions respectively. It indicates that the lowest level of school equipment is in
Proletarski Suburb of Donetsk. The level of use of the nursery and kindergarten
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resources is as follows: in Makiyevka 42.3% of the total number of places, in
Stachanov 64.1% and in Brianka 68.4%. There are 68 children per one kinder-
garten in Brianka up to 170 children in Makiyevka. Obviously, there is no need
to establish new nursery and kindergarten centres.

Culture

Cultural institutions and centres are financed from the budget of the country
and this is why the material assurance of the culture is unsatisfactory in the re-
cent times. In Makiyevka there are 66 libraries, and one library serves 6 800
inhabitants, in Stachanov, this factor is higher — one library serves 4 600 people.
Providing the citizens with cultural-educational centres (clubs, cultural centres,
cinemas) has the following structure: in Makiyevka there are 358 such places
for 10 000 inhabitants, in Stachanov — 208 places and in Brianka 216 places per
10 000 inhabitants. Except for Makiyevka, which has a more developed infra-
structure, the access of the citizens to culture is lower than the standard (300
places for 10 000 people).

Healthcare

Here is the present situation concerning the proportion of the number of
beds in hospitals for every 10 000 inhabitants: in Makiyevka — 107 beds,
Stachanov — 140 beds and in Brianka — 135 beds. These numbers are not much
higher than the accepted minimum, which was specified by the Organization of
Development and Economic Competition (OWGR) and in fact, only excluding
Makiyevka, it equals the average numbers of the whole Ukraine (135.5 beds for
10 000 inhabitants). During one shift of work of the Emergency Department 1.5
and respectively 2.7% of the citizens of Stachanov and Makiyevka can be ex-
amined by the doctors.

The number of doctors per 10 000 citizens equals: in Makiyevka — 39, in
Stachanov — 41, in Brianka — 27. The number of the intermediary medical per-
sonnel is as follows: 118, 106 and 122 people respectively. In comparison, the
average numbers for Ukraine equal: 42.9 doctors and 104.2 intermediary per-
sonnel per 10 000 people. From this comparison, you can draw a conclusion
that the surveyed towns have fewer doctors than the average for Ukraine. The
situation, as far as the number of the intermediary medical personnel is con-
cerned, is a little bit better but it must be noted that during the last five years the
number of the personnel and the number of beds in hospitals has been con-
stantly decreasing, due to the insufficient financing of the budget. It must be
emphasized that such a situation is far from optimistic.
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Trade and catering

The analysis of the number of trade and catering centres indicated that dur-
ing the last five years their number has been diminishing. Only in Stachanov,
the number of shops was reduced by 36 units comparing to 1991 and the num-
ber of catering centres by 55 units. Such a dynamics completes the picture pre-
sented in relation to the analysis of the situation of the services for citizens,
which also have diminishing tendencies and prove the decreasing demand of the
community for consumption. They are also a sign of the lower standard of liv-
ing, which is a negative indicator of the development of a particular region.

Housing conditions

The average living space for one-person equals 18.2 square metres and in
Stachanov it reaches the level of 20.2 square metres per person. The number of
flats in these towns matches the standards of Ukraine and is even a little bit
higher. There are also a considerably large number of people who declared the
need to improve their housing conditions or even the necessity to possess a new
flat. The number of people with such needs equals: in Makiyevka 3.3%, in
Stachanov 4.1% and in Brianka 3.7% of the total number of the inhabitants
Approximately 0.4% of the total housing estates in Makiyevka and 0.6% in
Stachanov should be renovated immediately. According to the indicators of the
standard of living, the housing funds of Makiyevka, Stachanov and Brianka are
on satisfactory levels and the majority of flats have running water, sewage sys-
tem, central heating and gas. The situation of the housing fund of the Proletarski
Suburb of Donetsk is different. There are 671 housing estates with the living
space of 160 000 square metres in this region. The expenditures of the local
budget for the maintenance of the buildings equal 540 000 hryvnia per month
while the losses equal 440 000 hryvnia. Many flats represent low standard of
living and they should be renovated thoroughly or even pulied down. The big-
gest problem of the municipal housing are the debts of the tenants which result
from freezing of the salaries which in turn results in cutting off the supply of gas
and hot running water for the lodgers in debt. For example in Stachanov, during
the last eight years, the skyscrapers situated in the centre of the district always
lack hot water and there are serious limitations concerning the delivery of water
(schedules of water delivery to the buildings). All these examples prove the cri-
sis of social infrastructure and householding in the towns mentioned above.

The performed research reinforces conclusion that it is vital to search for
solutions of the social problems in old industrial regions — the problems of em-
ployment in particular, on all the levels of the government. It is also important
to concentrate social potentials and direct them to solve these problems. While
specifying the prospects of development for Donbas, it is important to take into

114

consideration not only economic criteria but also the social objectives, and the
level of tolerance of the hardships among the citizens of the region.

It is clear that this problem of social consequences of coalmine liquidation
can not be limited to only one branch of industry and it requires complex analy-
sis with regard to regional principles of development and the approval of the
government. This is why the problem of recovering from the crisis of the coal
mining industry regions needs common effort of the national regional and in-
dustrial government and authorities.

Suggested further reading:

1. The Law of Ukraine National Budget of Ukraine for 1996, the Finances of
Ukraine — No.5.-1996.—C.90-108.
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District for 1996. Statistical Annual Report, Lugansk, 1996.

5. Statistical Report. Form no. lc — services, 1- services, 1- services (social
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Bank, Kiev: Osnowy, 1994.
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THE DEVELOPMENT OF THE INFORMATION SECTOR
AND THE PROFESSIONAL TRAINING SYSTEM
AS A FACTOR IN REGIONAL RESTRUCTURING

1. The role of information in the regional industry
restructuring process

The future of old industrial regions is impossible to imagine without the effi-
cient information market whose development depends largely on general eco-
nomic processes. Simuitaneously, information may become a key factor in solving
many economic and social problems. In the course of the industry restructuring,
information concerning new technologies and production trends, new knowledge
of specialist education and training as well as internationalisation of economic re-
lations and information inherent in the process, may prove to be exceptionally
beneficial. For example, the projected establishment of an actual co-operation
mechanism between Upper Silesia (Poland) and the Donetsk region (Ukraine) ap-
pears impossible without a solution to the problem of information exchange. Con-
sequently, in order to carry out successfully social and economic restructuring in
the region, it is essential to develop the information market. The timely and effec-
tive solution to the problem will also affect the future of security, commodity, la-
bour and services markets as well as the general economic situation of the society.
Information itself functions in a variety of ways as a component of the information
market in the restructuring period. Below we shall discuss some of them.

Information as an instrument in providing employment

Both state and private agencies are involved in solving the problem of em-
ployment. The state structures include local, municipal and regional job centres
(in accordance with the Ukrainian Employment Act from 1 March 1995). Their
activities are co—ordinated by the local Labour and Employment Office. The
Act stipulates that state centres may not be commercial whereas non—state in-
stitutions attempt to function commercially. In their activities they make use of
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the press, for example ,,Rabota dla wsiech” [.Work for everyone”] newspaper,
Biznes-Donbas joint stock company, and ‘job fairs’ for both those who look for
work and those who offer positions (such fairs are frequently organised by
companies which employ students). Other methods are also used, including
computer network searches.

There are inherent differences in stimulating operations of representatives of
state and non-state agencies. Due to their fixed remuneration, employees of
state structures are not directly interested in results of their work. Non—state
agencies, which are more operative and more strongly motivated by effective-
ness of their work, are ready to utilise new work methods and to accommodate
to immediate changes. This leads to the situation in which private market agen-
cies are more active in searching for opportunities of effective employment ac-
tivity than those state—owned.

The employee training is closely related to the general issues of employment.
Consequently, information for vocational centres, higher education institutions,
training centres and qualification improvement centres becomes vital, Restructur-
ing of the economic base of the region and development of new forms of owner-
ship and economic activity require a change in the educationa) system and devel-
opment of new programmes and syllabuses. In this respect, information processes
in education and qualification improvement are closely related to those in other
fields of human activity. Accordingly, information concerning the demand for
specialists with specific qualifications may constitute a basis for customising edu-
cational programmes in such a way as to meet the demand. On the other hand,
training people for unprospective jobs (jobs which, as a result of restructuring,
may become redundant in the region) should be reduced or discontinued alto-
gether with the simultaneous change in the profile of respective schools.

The following are required in any system of information collection and dis-
tribution:

¢ asufficient database of existing vacancies,

¢ asufficient database of people looking for jobs,

*  timeliness of obtained information

e relevant technical capabilities of finding a position or an employee in a
relatively short time and without significant expenses.

The employment-supporting information systems, which function in the
Donetsk region, do not meet the above requirements. Consequently, there exists
no efficient information system of vacant job positions. Furthermore, the em-
ployees of the state job centre have observed that companies’ managements are
reluctant to pass on the information on existing vacancies.

Concerning technical capabilities, specialists from the employment agencies
intend either to design their own programmes of locating vacant positions or to
adapt programmes, which have been developed for other goals.
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Concerning transmission and distribution of information, the International
Renaissance Foundation (,,Widrodzennia”) has funded centres for social adap-
tation of miners (‘Pravda’ Mine Management) and soldiers. Its experience can
be used in the process of establishing information systems for the country’s citi-
zens.

Information in the process of fostering market relations
and business development

As it is apparent in developed countries with the market economy, in their
operations companies and institutions rely to a great extent on information pro-
cesses. During the research, varied functions of information streams were taken
into consideration. The in-house information circulation facilitates general op-
erations of the structure while the external circulation allows for contacts with
suppliers, consumers of goods and services, financial and credit institutions,
state authorities and other institutions and companies.

The research concentrated primarily on the external information circulation
and its functioning as a component of the information market.

The information market is a system of relations established in the process of
production, collection, distribution and use of information. In its organisational
aspect it is treated as a number of informations centre which exchange informa-
tion and in this process maintain multilateral contacts.

The information market centres in the Donetsk and Lugan district include:

*  stock exchanges (goods exchange, security exchange etc.),

e centres for privatisation tenders,

e chambers of commerce and industry,

s global information network (e.g. Internet) providers,

e  providers of local information network services such as Glawinform-
serwis — a network for the Donetsk and Lugan districts set up by In-
formation Systems Agency and Aist telecommunication company (at
the request of the Ukrainian government),

®  news agencies.

Statistical offices and relevant departments of state agencies including the na-
tional and local government may be also counted among information centres. These
institutions are in possession of extensive databases, but access to them is limited.

A fixed price of information is a necessary condition of the functional infor-
mation market. A value of information may be based on prices of the media which
carry it (disks, paper, Internet access costs) or in some other way, for example, by
comparing importance and validity of a piece of information in possession with
those of a piece for which it is exchanged. The lack of the price determining
mechanism is an evidence of the information market’s underdevelopment.
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The absence of technical infrastructure, which would connect providers and
consumers of information is one of the basic problems of the information mar-
ket. Those who collect information frequently experience problems with its
utilisation while those who need specific information do not know where to find
it. Accordingly, in the course of establishing a guarantor, specialists from
Goods Exchange in Donetsk must have the economic information concerning
the tender participants. Simultaneously, specialists in ZSA ‘Biznes—-Donbas’
and Chamber of Commerce and Industry are in possession of such information.
Information network providers could become a link between them. The field
inquiry has proved the Internet to be the most desirable solution, but the defi-
ciency of the telephone system continues to be one of the unresolved problems.

On the other hand, the management of Aist, one of the agencies active in the
information market, maintains that many consumers are not psychologically
prepared for using new means of communication and information transmission.

Information processing and analysis as opposed to its receiving is a rela-
tively new trend in the information market which for the time being remains a
virgin territory. Simultaneously, there exists considerable demand for the analy-
sis of the goods market with the special focus on such aspects as the highest and
lowest prices, existing trends and economic forecasting verification.

Information as an instrument of direct communication
and feedback between national authorities, local government
and the socie_ty

Accuracy and timeliness of information are important in avoiding social con-
flicts and unrests as well as in diminishing social tensions. In that respect informa-
tion circulation should have a two-way character: from people, personnel of com-
panies to structures of the national and local government and vice versa.

Restructuring of the coal industry which usually triggers large-scale redun-
dancies requires informing of new positions and governmental social pro-
grammes those who have been made redundant or who intend to change their
professions. The deficiency of information concerning the governmental plans
to close down the mines remains one of the unresolved issues. Such problems
could be solved or alleviated by establishing a direct information channel be-
tween governmental agencies and institutions responsible for seeking out job
openings, retraining, and training of miners and other workers. Mass media
should also play an important role in the process.

On the other hand, the Donetsk region is home to such institutions as Politi-
cal Science Research Centre, and Donetsk Information and Analysis Centre,
which could promptly inform authorities and local governments of public feel-
ings and anticipated protests.
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To sum up, the above mentioned problems require the following solutions:

e  establishment of information channels between governmental agencies,
local government authorities and other institutions,

*  creation of new, and efficient utilisation of already existing methods of
information exchange,

®  organisation of modern information collection and distribution,

¢  overcoming difficulties (technical and bureaucratic) in access to informa-
tion; introduction of fees for recipients of information (concerns infor-
mation not covered by commercial and national security) could prove to
be one solution;

s  promotion of new communication methods, establishment of educational
programmes which would popularise their use;

¢ establishment of an information system for small businesses, which
would cover changes in legislation and provide consulting services.

2. The role of mass media in the public reception
of economic and social problems of regional restructuring

Determining the influence of mass media on the attitude of the Donbas in-
habitants toward the changes in the coal industry constituted one of the research
goals of “The Future of old industrial regions’ project. One difficulty in this task
arose from the fact that the number of newspapers and magazines published in
Ukraine has significantly increased in the recent years. Currently there are 320
periodicals coming out in the Donetsk region with the total circulation of more
than 2,000,000, which makes the average of one copy per household. There are
also some 40 television and radio stations active in the region. For the analysis
we selected those which at the time of the survey ranked high in terms of their
circulation. The analysis demonstrated that printed and broadcast materials (the
latter being very few) concerning restructuring of the coal industry fell into one
of the three basic groups:

1. those presenting the official position of the government, the Coal Industry
Ministry and the Donetsk and Lugan district authorities;

2.  those containing criticisms;

3. those which were ‘objectively neutral.’

Each of these groups was clearly ,,associated” with certain publishers while
pluralism of opinions within one publication was exceptionally rare.

The materials belonging to the first group were quite naturally printed in
newspapers controlled by the local state authorities. These included popular
miners’ newspapers, trade union publications which supported the official line
policy (e.g. Independent Trade Union of Donbas’ Miners). In the course of time
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the standpoint of these publications on the processes of restructuring changed in
exactly the same way as the standpoint of the government on the industry.

The genre analysis of these materials also proved to be interesting. Reports
from the meetings with high-ranking officials in the coal mining centres and
interviews with them prevailed thus giving the impression that everything pos-
sible was being done to alleviate the tension.

Some of the materials could be characterised as weounter-propagandist”.
Their authors engaged in polemics against those who thought that the decision
to close down the mines was aimed at workers who were employed in them. As
main arguments official or convenient for the management explanations were
used: there is nothing to worry about, the operation is proceeding as planned, it
is not the first time that mines have been closed down so there’s no reason for
the uproar. Reportedly there were no problems with redundancies either since
some mines still had job openings while transportation was being arranged by
the companies themselves.

Every now and then there were mentions of wdestructive forces” which | in-
stigated unrests” and ,,strove to achieve their goals by pushing them to protest.”
However, all such publications failed to precise what forces these were exactly
and who stood behind them. For example, newspapers did not report who was
responsible for the Donetsk protests in July 1996 when workers blocked the
roads as well as for other protest actions such as hunger strikes, picketing and
local strikes.

As far as the critique found in the materials belonging to this group is con-
cerned, it was notably levelled not only against ‘others’ who did not agree with
the industry restructuring, but also against ‘insiders’, in which case it was either
the top or the bottom of the faction that was being criticised.

A fair number of publications were devoted to the changes in the industry
administration and, more specifically, to the decree of the President of Ukraine
on establishing the industry holdings and other state—owned joint stock compa-
nies. As a basic positive result of the changes these newspapers cited an in-
crease in the coal output in comparison with the corresponding period of the
previous year.

The materials belonging to the second group could be divided into three
categories:

1. those strongly disapproving of the reforms (postulating the return to the
old status quo);

2. those disapproving of the way in which the industry reforms were being
carried out (disagreeing with the strategy of reforms);

3. those disapproving of specific solutions within the reform framework
(closing down of the Muszkietowskaja mine without final accounting
with the workers, irrationality of output restrictions in the Izotow mine).
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The materials belonging to the third category constituted the majority within
this group. .

The dominant forms here were journalists’ comments, interviews with the
industry specialists, and commentaries on specific events. However, regardless
of a number of various problems in the mines, the majority of the materials con-
cerned close~downs exclusively.

What is interesting, the public had very little opportunity to learn of the
miners’ attitude toward the ongoing reforms. In few cases the mass media pre-
sented the viewpoints of people who were affected by the reforms in the first
place.

The materials belonging to the third group could be divided into two sub-
groups depending on:

1. the place where a given situation was being commented on or analysed,

2. the place where actual events were reported (most frequently manage-
ment meetings with the emphasis on particular speakers and their points
of views).

The majority of these materials were intended for the public with good
knowledge of the situation. They appeared in low-circulation publications not
intended for the general public (Negocjant or Biznes—Donbas for businessmen).

As mentioned before, very few programmes devoted to the problems inves-
tigated in the survey appeared in television and radio broadcasts. The Donetlsk
District State Teleradiocompany was the only one that broadcast a special
monthly programme devoted to the miners entitled *Mining Horizons” which
lasted for 20 to 30 minutes. In terms of its subject matter and standpoint the
programme clearly resembled the first group of publications. Generally, both
television and radio broadcasts were limited to general news concerning the
miners’ situation and opinions of relevant authorities.

Journalists stated that it was difficult to obtain objective information on the
situation in the mines and the government’s plans for the industry. The serious-
ness of the conflict and problems was downplayed by the scarcity of media cov-
erage and inaccessibility of information. Statistics were frequently outdated or
contained irrelevant figures. In the resultant situation, various publications dif-
fered in their reports on the number of mines, which were being closed down,
and the scale of redundancies. Furthermore, representatives of the judicial
branch responsible for the industry-related cases were opinionated in their
contacts with media.

Unlike experts with access to a number of publications, average inhabitants
of the Donetsk and Lugan districts subscribed to or bought only one title, which
usually reflected the person’s attitude toward the industry restructuring.
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Judging by the above, contemporary press only furthers individual opinions
and attitudes without attempting to present other standpoints not as something
intrinsically wrong and to explain the basis for such differing opinions.

There is certain regularity in the situation. In our society, which at the mo-
ment has reached a crisis, the press has become a crooked image of current so-
cial and economic processes.

The results of the survey constitute a solid basis for future solutions to the
problem of forming the public opinion as well as in creating a social dialogue
between the authorities and the region’s inhabitants. The suggestions include:

®  periodicals should actively engage in the struggle for their right to informa-
tion using the existing law and suing directors who withhold information;

¢ considering the fact that most publications tend to present the general or re-
gional perspective on the industry, they should feature materials concemning
the local perspective and opinions of individual people more frequently;

®  issues at hand should be presented not only from the authorities’ and ex-
perts’ perspective but also from the point of view of people directly in-
volved in the situation;

® periodicals should encourage materials with discussions concerning the
industry issues;

* it would be useful to feature polemics with the way certain publications
present the situation in the mining industry as well as to show the whole
spectrum of the industry problems;

® itisessential to explain the necessity of the industry’s reform to the gen-
eral public;

® periodicals should feature fewer authority—friendly materials and avoid
the patronising attitude toward the public;

¢  media should present the situation in the Donbas region in a systematic
and consistent manner explaining that well-being of the whole industry
depends on the situation in the mines;

¢ media representatives should keep in mind that the general public needs
information concerning their local companies and the way in which
changes in these companies will affect their lives;

® itis essential to remember that the absence and inconsistency of informa-
tion result in wrong interpretations of the situation and lead to inadequate
actions; biased and inaccurate information may lead to irresponsible be-
haviour on the part of information recipients.
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3. Transformation of higher education and training of the
new technological elite for the old industrial region

The programme of restructuring industry in an old industrial region incorpo-
rates changes in various spheres of life including education, which constitutes
a base for future management in a given region. Transferring certain positions
to other places naturally translates into an increase or decrease in demand for
certain specialists. This, in turn, is reflected in the structure of the education and
training system located in the area.

The following approaches are possible in the process of preparing the list of
available specialists and experts:

1. Progressive — where the reform in the system of education and a range of
vocational positions required is carried out on the basis of an earlier
evaluation of possible changes in the region’s industrial structure.
Matching — where education and training of specialists follows the decision
to restructure various parts of the industry and the beginning of the process.

3. Chaotic — where no clear goal is set while training is oriented toward
current demand without any consideration given to further prospective
social and economic developments in the region.

4. Mixed — which incorporates all three above approaches.

5. “Stagnant” — in which the educational system does not adjust to ongoing
changes and continues to function in its traditional form.

A group of factors determines the degree of compatibility between the di-
rections and profundity of changes in the educational system, and the processes
of adjusting the Donbas industry to new economic conditions or, more specifi-
cally, of restructuring the coal industry and other closely-related branches:
chemical, metallurgic, fue! and power, and machine industries. The following
questions have to be addressed in order to identify these factors:

® s the educational system adjusting to the ongoing changes in Ukraine and
the Donetsk region?

e how flexible is education in its changes and to what degree can it be re-
formed in the present circumstances?

e considering present and future close—downs of companies which in the
past were characteristic of the Donbas industrial profile, isn’t education
contributing to future unemployment by training for obsolete positions?

* to what degree are educational institutions and agencies prepared for re-
training and educating new experts capable of making decisions in the
changing environment?

e s the preservation of the existing educational status quo necessary or is it
high time for changes?

IS
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In order to answer these questions a number of meetings were organised
with representatives of educational institutions in Donetsk, local boards of edu-
cation, the statistical office of the Donetsk district (the department responsible
for education, culture, health service and insurance). Documents prepared by
the Ukrainian Ministry of Education, analytical reports of World Bank con-
cerning social problems during the period of transition as well as local press
publications related to restructuring and education were also examined.

The educational system in the Donetsk district — statistical data

In the Donetsk district education of experts is conducted by three groups of
educational institutions;

L. higher education institutions of the 3—4 level of recognition — universi-
ties, academies, institutes, conservatories;

2. higher education institutions of the 1-2 level of recognition — secondary
technical schools, colleges, a number of secondary schools;

3. vocational and technical schools which have not been recognised.

Institutions within the first two groups educate specialists of four different
categories: junior specialists, bachelors, specialists and masters.

In the academic year 1996/97 the above mentioned institutions included 24
higher education institutions and 2 branches of such institutions of the 34 level
of recognition, 83 higher education institutions of the 1-2 level of recognition
as well as 138 vocational schools. These institutions were attended by 205,213
students, including 81,461 at universities, academies and conservatories. 61,834
in secondary technical schools, colleges and technical schools and 61,918 in
technical and vocational school.

Within the last three years there have not been any significant changes in the
educational system in the Donetsk district. However, the number of branches of
higher education institutions dropped from 5 to 2 as a result of the three be-
coming independent units. The number of higher education institutions of the
3-4 level of recognition as well as their enrolment have, in turn, increased
which balanced the total number of students considering the decrease in the
higher education institutions of the 1-2 level of recognition and vocational
schools. Compared to the academic year 1992/93 when the number of the 3-4
level institutions was 10 (exclusive of branches), their number has now risen to 24.

The structure of higher education institutions and its changes

Institutions of the 3-4 level of recognition

Technical institutions of higher education constitute a significant percentage
of the 3—4 level of recognition institutions, which reflects the economic profile
of the Donetsk district. In mid 1997, 6 institutions and 2 branches (out of the
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total of 17 institutions and 2 branches) trained engineers for various branches of
industry. The state-run institutions included: Donetsk Technical University,
Donbas Construction and Architecture Academy, Priazow Technical University,
Gorlowsk Institute of Road Construction, Krasnoarmiejsk Politechnical Institute
(the latter two being branches of Donetsk Technical University); there was also
one private institution (Higher School of Vehicle Industry).

Considering the number of institutions and the student enrolment, it is evi-
dent that departments of education enjoyed the greatest popularity. In the aca-
demic year 1996/97 12 institutions had 36,355 education students, which con-
stituted 44.6% of the total number. Simultaneously, engineering departments
(including training for industry, building and transport) attracted 30,588 stu-
dents (37,5%). The enrolment in other departments was relatively low: Eco-
nomics ~ 4,797 (5,9%), Health Protection — 4,338 (5,3%), and Law — 3,941
(4,8%) (cf. 1, p. 22; Tab. 125, 126).

Higher education institutions of the 3—4 level of recognition educate stu-
dents in approximately 200 fields, of which more than 25% (70) have a dis-
tinctly engineering character. Humanities constitute a higher percentage. It is
also significant that the Donetsk district institutions do not educate students for
agriculture, which can be explained in terms of the predominantly industrial
(especially heavy industry) character of the region.

The analysis of the number of students in the 34 levels of recognition in-
stitutions indicates that the last 5 years have seen a steady increase in the enrol-
ment in the following departments:

e industry (from 25,450 t0 26,312 — 3.39% increase)

¢ transport (from 161 to 537 - 333% increase)

e physical education (from 523 to 811 — 155% increase)
*  education (from 20,025 to 36,355 — 181.5% increase)
e arts (from 537 to 631 — 110% increase)

e law (from 2,171 to 3,941 — 181.5% increase).

However, the increase in the enrolment in ‘industry’ departments does not
indicate the increase in the relative participation in the total number of students.
Compared to the academic year 1991/92 the industry’s participation has de-
creased from 40% to 32,.3%. During the same period the education’s participa-
tion has increased from 34.3% to 44.6%.

The increase in the number of students in ‘industry’ departments is ex-
plained by the demand for highly—skilled engineers and technicians with exper-
tise related to the Donbas restructuring (this explanation is particularly stress by
Prof. A.A. Trojanskij — Vice—President of Donetsk Technical University). Ac-
cordingly, educational authorities do not currently plan to close down any ‘in-
dustry’ departments, trying instead to develop them further and improve.
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Other departments have generally witnessed a decrease in the number of
students, although last year’s enrolment in Building, Health Protection and
Economics (in both state and private institutions) was noticeably higher. In the
case of Economics this was due to the increase in the number of students paying
for their education as well as to the increased demand for accounting, auditing
and finance specialists triggered by the development of small and medium busi-
nesses. A number of institutions have also started to offer new majors such as
International Economics, Foreign Trade Management, Administrative Manage-
ment, Business Management and others. Intensive study programmes for
economists (the second trend in the higher education) have also been initiated.

. The comparison of the data for the Donetsk district with the data for
Ukraine and other countries (see Tab. 1) clearly demonstrates that the district
has developed its own specific model of education. It is worth noticing that the
district has a significantly high percentage of education students. Their number
is twice as high as in Ukraine and from 6 to 4 times as high as in other countries
such as Canada, USA, and France (3, p. 9).

High statistics of the education profile can be explained in terms of the con-
tinuing demand for schoolteachers, mainly due to the low remuneration this pro-
fessional group receives. This leads to the situation in which many specialists
abandon their positions in education. Simultaneously, due to the low prestige of
the teaching profession it is easier to enrol in Education departments than in
those of Economics. Finally, regardless of their major many young people do
not intend to work as teachers and enter higher education institutions only in
order to obtain the diploma.

A positive tendency in the recent years has been the education restructuring
and the introduction of new faculties: Economics, Management (these two have
been mentioned above), Law, Ecology, Computer Science. Many professions
have also started to be perceived positively due to the changes in the state econ-
omy. The reform in syllabuses and the introduction of new market-oriented
fields of studies have contributed to the improved image.

The number of state and private institutions in the fields of economics and
humanities has increased. These compete with one another, which will hope-
fully lead to the improved quality of education.

The development of the ecological profile appears to be particularly impor-
tant for the Donbas region. Currently, related courses are offered by 5 institu-
tions in the region: Donetsk State University, Donetsk Technical University and
Donetsk Academy of Management among them (7). At Donetsk State Univer-
sity the year 1997 marked the establishment of a chair for “Ecology of a tech-
nological region” under the aegis of UNESCO. Lecturers involved in the
teaching process will include not only representatives of natural sciences, biolo-
gists, chemists and physicists, but also those of humanities and economics.
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Tab. | Education of specialists (numbers indicate percentage of the total num-
ber of students enrolled in the academic year 1995/96) *

Law Natural sci-
Education | Humanities | and social nz:iies’;:gg_ Medicine
PR science culture
“Canada 5 g 7 16 3
USA 7 13 30 17 10
France 3 24 21 19 11
Sweden 15 15 26 29 14
Russia 10 7 20 51 9
Ukraine 19 14 7 52 7

*)Sources: 2,p. 9: 3, p. 9.

One of the most promising institutions is Donetsk Institute of Artificial Intelli-
gence, which was established 4 years ago as a part of Donetsk State University. The
Institute trains experts in computer software development. It also conducts research
in the fields of image recognition, test software and others. So far the activities of the
Institute have proved to be successful, which is reflected by a number of awards
which the institution has received at international fairs. The establishment of the In-
stitute has also initiated a new direction in education in the Donetsk district.

The development and improvement of the educational system within the on-
going social reforms (however slow they are said to be) is also reflected by the
expanding number of fields of studies. Recent years have seen the introduction of
political science, applied and financial mathematics, telecommunications and oth-
ers. New faculties have been established, including International Relations Faculty
at Donetsk State University; a number of institutions (including those which tradi-
tionally did not offer courses in economics) have begun to train specialists for
market economy and management (11 state institutions, 1 branch of a state institu-
tions and 8 private institutions of the 3-4 level of recognition as well as 30 institu-
tions of the 1-2 level of recognition offer courses in these fields).

Apart from the above mentioned forms of education in institutions of the 3—
4 level of recognition, leading universities of the district (Donetsk State Univer-
sity, Donetsk Technical University, and others) have international programmes
geared toward the retraining of the military and the development of new fields
of studies. In their activities they co—operate with universities in England, Ger-
many, France and other countries.
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Institutions of the 1-2 level of recognition and vocational

and technical schools

In institutions of higher education of the 1-2 level of recognition the situation
is different. The dominant fields of studies (there are 110 of them — Source 6) in-
clude Industry, Building, and Transport and communications, all of which have
41,581 students — 67.2% of the total number. Other fields include Economics with
7,105 students — 6.2%, Education with 3,898 students — 6.4%, Health Protection
with 3,751 students — 6.2% and Agriculture with 3,192 students — 5.2%. Such
proportions clearly reflect the industrial structure of the Donetsk district with the
dominant machine, construction and transport industries.

The decrease in the number of students has been observed in all fields of
studies except for Art and Cinema and Law although the participation in edu-
cating mid-level specialists has remained constant.

The specialisation structure of vocational and technical schools which train
for workers’ positions in 13 different profiles reflects the character of the re-
gion. Individual specialities have the following participation: 17.6% - machine
construction, 14.5% — foods industry and commerce, 11.8% — construction in-
dustry and 10.6% — mining,

However, for the past three years there have not been any significant
changes in the number of vocational and technical schools, the choice of speci-
alities, or the enrolment. A slight decrease in the number of pupils in mining
and construction industries’ vocational schools as well as in the total number of
pupils have been observed. Consequently, it is safe to say that restructuring has
not affected the vocational and technical education level in any way.

Educators

Despite the fact that for more than 30 years Donetsk has been home to Cen-
tre of Science of Ukrainian Academy of Sciences and many other academic and
research institutes, in terms of educator qualifications in higher education insti-
tutions the Donetsk district is not the leading one.

The comparison of statistical data for the Donetsk district and Ukraine for the
academic year 1995/96 clearly shows that the district has fewer high level aca-
demics employed in the institutions of the 3-4 level of recognition (post-doctoral
academics: the district — 6.59%, Ukraine — 7.35%; PhD’s: the district — 47.3%,
Ukraine — 49.3%). On the other hand, the above data do not include academics
employed in Ukrainian Academy of Sciences, in academic and research institutes,
and other institutions that also lecture in higher education institutions.

In the institutions of the 1-2 level of recognition 97% of educators are uni-
versity graduates, including many with the doctoral degree. 138 vocational and
technical schools employ 4,800 educators, 3,000 of them (63%) having master
craftsman certificates in their respective professions.
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Generally, the level of qualifications of both academic and vocational edu-
cators in the Donetsk district can be estimated as high enough to ensure efficient
training and education for such a complex region as the Donetsk district. On the
other hand, the system of education has not been affected by the restructuring
processes in any major way with retraining courses for educators being practi-
cally non—existent.

Technical facilities

The Donetsk district higher education institutions’ computing, laboratory,
and technical facilities rate them as average in Ukraine. A number of institu-
tions are equipped well enough to be able to conduct instruction efficiently
while others require modernisation and new laboratory equipment; this is par-
ticularly true about medical equipment. Compared to similar institutions abroad,
technical facilities of the Donetsk district universities and institutes are rela-
tively poor and require considerable investments in order to upgrade them to
Western standards.

The institutions of the 1-2 level of recognition are equipped sufficiently, the
schools belonging to various ministries (Ministry of Machine Industry, Ministry
of Ironworks, Ministry of Coal Mining) leading in this respect. However, simi-
lar to the above mentioned institutions, successful instruction of specialists for
the restructured economy requires upgrading of laboratories and laboratory
equipment, particularly in higher education institutions.

The library collections in the district were kept up to date until 1991 and fi-
nanced from the education budget. Currently, the collections are updated ir-
regularly and rely chiefly on the tuition fees from individuals and institutions.

Retraining and improvement of qualifications

Intensive vocational courses are one of the new forms of training which in
various districts are organised in different ways depending on the specificity of
a profession involved. Donetsk State University was the first to introduce the
method in 1989. The period of instruction ranges from one to three years. The
training allows graduates of higher education institutions to take up another pro-
fession in the fields of economics, humanities or engineering. This appears to be
particularly important during the period of restructuring and helps employees in
companies already covered by the reform to retrain or change their position. In
the Donetsk district such a method is particularly important as the district has
the highest unemployment of the higher education institution graduates in the
country (70.9% of all unemployed). (Source 3, p. 8)

The system of retraining and qualification improvement for the unemployed
also covers vocational and technical schools, but in 1996 only 18 of all schools
were actually involved in such activities (13% of all schools).
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During the two years under scrutiny (1995 and 1996) the number of people
who were retrained for positions in the mining industry decreased (1.7 times),
but the same number in the construction industry increased (2.6 times). The
similar decrease (1.76 times) has been also observed in the light industry. Such
fluctuations can be easily explained by the changing economic situation in the
district and frequently rapid disappearance of whole branches of industry.

The research makes it possible to draw a number of conclusions concerning
the state of the educational system in the Donetsk district and its opportunities
in terms of modemisation and improvement made necessary by the change of
the political and economic situation in Ukraine within the last SiX years.

The quality of education is generally high, particularly in the light of the
World Bank reports (source 8), but the system requires immediate reforms,
which would bring it up to world-wide standards and facilitates Ukraine’s
change to market economy.

The research has shown the existence of two trends. On the one hand, the
quality of instruction in state institutions of higher education is better owing to
highly—qualified lecturers. On the other hand, however, private institutions find
it easier to accommodate to the ongoing changes.

Within the classification presented at the beginning of this section, the edu-
cational system of the district can be defined as matching (relatively inert) with
the practical programme of the development lacking on both district and na-
tional levels. In general, the absence of the education development programme
is a result of the absence of any economic development programme for the dis-
trict (the research was conducted in May 1997).

The structure of education is varied and fully responds to current demands
of the district economy (in certain fields, particularly the mining industry, edu-
cational ‘supply’ exceeds demand). However, high statistics of the unemploy-
ment of university graduates demonstrate the necessity of restructuring and es-
tablishment of the retraining system which, although existent in various forms
(intensive courses, retraining of the military, retraining in vocational and techni-
cal schools) is far from being efficient.

The current structure of professions should be changed along with the re-
structuring of the district industry. However, considering a significant number
of educators involved in training for restructured companies, it is necessary to
establish a system of qualification improvement for educators with the simulta-
neous change of the profile of educational institutions to the one compatible
with the economy of the district and the country.

In order to ensure the qualitative restructuring of the district’s economy, it
seems essential to establish a special analytical unit, which would be responsi-
ble for analyses and strategic planning for the region.
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It is also necessary to design the programme of education (as a part of the
restructuring programme) which would include:

®  development and improvement of education methodologies for specialists
during the restructuring of the society;

e introduction of new forms of education and qualification improvement
covering those made redundant and intending to change jobs as well as
educators involved in educating for the branches which are being cur-
rently restructured,;

e establishment of the system of continuing education for those involved in
the local government structures who are responsible for decision-making
during the period of restructuring in order to prepare them for progressive
decision-making. Accordingly, the change in the management training
system is recommended, which would result in combining education in
the fields of economics, sociology, and psychology with technical educa-
tion depending on the economic specificity of a city/region/district in-
volved. Current Administrative Management programmes could become
a foundation for the above system;

e establishment of the professional counselling system for young people in
order to prevent the choice of professions ‘without future’;

e establishment of the system of consulting offices for employees of compa-
nies undergoing restructuring, which would help determine the potential of
the current position and chances of retraining for a better one. Centres of
social adaptation of employees operating in the region and particular com-
panies of the kind already supported by the Internationa! Renaissance
Foundation (“Widrodzennia”) might play an important role here.

e establishment of an educational institution devoted to issues of social re-
structuring (the school of economies in transition) including directions
and perspectives of the transformation and its consequences.

The solution to many problems connected with the education programmes
may be facilitated by:

e research into and adaptation of experience gained in ‘simulation’ compa-
nies, which are devoted to training experts for work at various positions
within a company. Good Polish results in similar structures testify to their
high effectiveness;

e establishment of exchange programmes for lecturers, specialists, doctoral can-
didates and students who are involved in the issues of social restructuring;

e conducting sociological research and expertise of ongoing processes as
well as development of recommendations concerning solutions to most
serious problems using the experience of similar regions in other coun-
tries and local specificity of a restructured region.
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As a component of the regional industry-restructuring programme, the pro-
gramme of education could comprise:
1. establishment of a consulting centre involved in professional counselling
for employees of companies undergoing restructuring.
2. establishment of a professional counselling centre for young people.
3. development of advanced courses of decision-making strategies in the
period of the social restructuring for employees of local authorities.
4. development of training courses for teachers from technical as well as vocational
and technical schools, which are closed down as a result of restructuring,
5. establishment of a centre for social and professional reconversion based
on the experience of ‘simulation’ companies.
6. establishment of a teacher training centre for educators in economics and
business programmes.
7. development of the programme of education for trainers (actors) to be
employed in professional counselling centres and consulting offices.
8. extension of the educational system on the basis of higher education in-
stitutions as well as vocational and technical schools.
Finally, it would be reasonable to establish a centre for strategic develop-
ment planning in the Donetsk district.

Sources:
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RETRAINING AND SOCIAL AND VOCATIONAL
RESTRUCTURING OF THE REGION.
TRAINING OF CURRENT AND FUTURE MANAGEMENT

The following discussion of the issue of retraining and social and vocational
restructuring of the region as well as of educating current and future manage-
ment is related to my short visit to the Donetsk region in Ukraine in May 1997.
My main goal was to collect information about possibilities of future Qo—opera-
tion with respect to the creation of a new field of studies and evaluation of its
usefulness from the point of view of needs in the Donetsk Region. The project
concerned educating personnel for economic management at the town and
gmina (the smallest administrative unit) level.

The project of educating personnel for municipal economy management re-
lied on the assumption that to a large extent the latter depends on managing mu-
nicipal infrastructure and requires extensive knowledge of law, economics, so-
cial science as well as certain qualifications in town and country planning, con-
struction , transport, natural environment protection, and finally, land manage-
ment as well as a number of other issues inherent in the Jocal level management.

The issues of municipal economy management connect with the tendency to
develop local level systems of self-government although this aspect does not
have to constitute a focus of the project which itself stresses the issues of local
infrastructure management.

The experiment of creating a new field of studies devoted to municipal
economy management called “Administration” was tried in Poland by Warsaw
Polytechnic, an institution with a strictly technical tradition, and met with sig-
nificant interest on the part of both authorities and candidates. The new field of
studies has begun functioning in the structure of a technical institution and
promises to develop rapidly preparing management personnel for towns and
gminas. The initial idea of the field was brought from the West, where every
respectable institution of higher education offers courses (the names may vary
Urban Affairs, Town Management, etc.) preparing for general management of
towns and gminas.
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It is hard to foresee whether this particular field of studies would prove interest-
ing for a technical university in Donetsk. It is undoubtedly a field of studies which
also prepares students for necessary system changes in industry, or even the eco-
normic system at large. On the one hand, such changes lead to the necessity of trans-
formations in the workplace and personnel retraining; on the other they impose the
duty of managing towns and cities undergoing structural transformations.

Preparation of the local level management personnel constitutes a very im-
portant issue in the transformation processes. Naturally, it does not affect the
importance of educating production management personnel in the least. Organi-
sation of life in the place of residence is particularly important in the case of old
industrial centres in which it is easier to replace technology than the city infra-
structure or town and country planning. This is true about regions undergoing
restructuring in both developed and developing countries. Accordingly, the
statement also applies to the Donetsk region, one of the old industrial zones,

The project of relatively narrow co-operation in the organisation and ex-
change of experience related to the creation of a new field of studies stems not
only from the conviction that the issues in question are valid both academically
and practically. Such a narrowly—defined scheme is based on the belief that
small, precisely—defined projects which do not necessitate significant system
changes are more likely to succeed. Major system projects require considerable
financial resources and costly expenditure for preparations while the chances of
success remain relatively low. Co—operative programmes require mutual under-
standing of the language, notions and issues at work. A clearly—defined, small—
scale programme allows for better mutual understanding.

The observations made during my visit to Donetsk must necessarily be very su-
perficial, perhaps even dubious. For obvious reasons, certain information essential
for an objective description cannot be revealed or does not exist at all. The absence
of decisions and forecasts concerning the current state and future strategies is perhaps
one of the reasons for the situation. Therefore, the material collected should be
treated as introductory information, which requires supplements and verification. The
collected data concern primarily the educational systems.

Social and vocational restructuring of the region

The process of social and vocational restructuring may be understood as
a process of changes in the whole social structure of the region in question. In
the assessment of the process, precise data concerning the social structure are
required, but these do not exist. For the sake of further discussion, it can be as-
sumed that in this particular case essential are job position and qualification
changes in vocational professions as well as analogous changes in the personnel
with higher qualifications. Such an assumption is convenient since it is con-
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nected with the educational and training system, both in schools and various
courses, which constitutes the basis for the whole process.

Retraining applies primarily to changes in qualifications of the labour force
at the level of the primary or basic vocational education. Accordingly, the
change in the job position structure may trigger the change in the structure of
vocational education as well as the establishment of technical institutions,
courses, and counselling centres whose task would be to change qualifications
of the personnel and enable them to acquire new ones.

Educating management personnel

Education of current and future management is possible in the already ex-
isting educational system or in specially-established systems of management
education. In the case of the management personnel, retraining and the change
in the social and vocational structure involves primarily those who have gradu-
ated from academic or non-academic institutions of higher education. In both
cases the current educational system becomes the starting point.

Assessment of the educational system

The general assessment of the educational system is not the goal of this re-
port while already existing analyses and documents may constitute the basis for
such an assessment. On the basis of the collected information one can positively
state that appropriate analyses and documents exist, but in some cases are not
available due to either their confidential status or the lack of access to the insti-
tutions which are in possession of such materials.

However, based on the data concerning educational institutions, one can in-
directly conclude on the social and vocational structure at the workmen’s and
management levels.

Polish educational system

The educational system in Poland consists of three basic and diverse levels:
compulsory primary schools, secondary and post—secondary schools, and higher
education institutions.

The structure of education and the participation of pupils and students is
shown in Fig. 1 based on the data of Central Statistical Office (Central Statisti-
cal Office; Institutions of higher education in the academic year 1996/97; War-
saw 1997). The enclosed diagram presents only basic elements of the system
and excludes the pre—school and continuing education. The latter plays an im-
portant role in the process of changing qualifications acquired in schools and
adjusting qualifications to the job market demand.
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The educational system in Poland is undergoing systematic changes. Even
though over the last few years the system reform has been repeatedly post-
poned, significant changes have taken place during that period. The process of
taking over primary and secondary schools by the local government administra-
tion is the most important one.

Changes are also taking place at the level of secondary education, particu-
larly in secondary schools of general education, as well as in higher education
institutions. Training for labour positions is largely carried out in the system of
basic vocational schools. Technical personnel at the secondary level are edu-
cated in secondary technical and vocational schools; higher education is avail-
able in institutions of higher education. The basic task of secondary schools of
general education is to prepare pupils for further education at the university
level. The educational system is diverse which results in different percentages
of graduates passing on to the next level. The system is also diversified territo-
rially with the distinctly disadvantaged education in rural areas. Consequently,
the participation of particular social classes in secondary and higher education
institutions varies radically.
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Fig. 1 Enrolment of pupils and students in the educational system. Pupils and
students for the year 1996/97; graduates for the year 1995/96
Source: Central ! Office. Higher ed ions in the de year 1996/97
Since 1989 institutions of higher education have undergone significant trans-
formations as an effect of new legislative solutions. Generally, the changes in
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higher education include an increase in the number of students, a change in pro-
portions of various fields of studies (with a simultaneous decrease in the participa-
tion of the technical education), the introduction of partial tuition (for extramural
and evening systems) and the emergence of private educational institutions. An-
other significant change is ongoing individualisation of study programmes.

The functionality of the educational offer at the level of higher education is de-
termined by so—cailed scholarisation index: the percentage of students in the group of
all people nominally (in terms of their age) belonging to a given level of education.
(There is an additional distinction between the gross and net index where the gross
rate indicates the number of all studying at a given level and the net rate — the num-
ber of students entering higher education immediately after secondary school)

Tab. 1 The scholarisation index in Polish higher education

Gross 12.9 13.4 15.4 17.6 19.8 223 25.4
Net 9.8 10.4 12.3 14.0 15.6 17.2 19.3
Central Statistical Office, Higher ed i in the demic year 1996/97

The increase in the scholarisation index proves to be very important in compari-
son with the growth of education in the developed countries. In the 1970s and 1980s
they radically increased the scholarisation indices up to 30%, which marks the level
of the full utilisation of intellectual resources of each generation. Due to a different
definition of a higher education institution and including all people admitted into
such institutions, the USA and Canada’s scholarisation indices reached approxi-
mately 50%. The index itself is modified by the inclusion (or non—inclusion) of post—
secondary education and non-academic higher education institutions. In several
countries (Finland, South Korea) a rapid increase in the scholarisation index is con-
nected with the development of schools with a shortened period of instruction.

The secondary and higher education in Poland have undergone significant
changes during the last few years.

The structure of the higher education has been changing with respect to an in-
crease in the number of courses related to management, law and economics and de-
crease in the number of technical courses. The tendency is parallel to one in the de-
veloped countries, where the number of technical fields of studies is lower (approx.
10%). A high number of technical specialities were a characteristic feature of the
planned economy, which was consequently expressed in the high ratio of technical
graduates employment. Simultaneously, the research and development funds were
lower than in the developed countries while technical personnel’s potential was not
fully utilised.
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Tab. 2 The gross scholarisation index in selected countries (1 988)

Cot o bevel ofed .
s primary secondary higher
Poland 100 81 19.6
Germany 105 99 31.8
Finland 100 108 40.1
Bulgaria 104 75 25.1
Spain 110 105 315
Argentina 110 74 40.8
USA 100 98 59.6

Tab. 3 The net scholarisation index in secondary schools in Poland

Anna Buchner-Jeziorska; The educational system and modernising potential of the society (based
on Central Statistical Office data)

technical and | basic voca-
vocational | tional schools g:rs;.siehc;’;;
- schools- only
age
: Bk 1518 - 15+18 19+24

1990/91 18.6 56.2 34.0 3.1
1991/92 20.2 551 325 29
1995/96 259 54.2 27.2 4.2
1996/97 27.0 53.8 259 4.6

Source: Central Statistical Office. Schooling and education in the year 199697 (selection)

Tab. 4 Students of different fields of studies in the years 19701995 (%) in Poland.

Im;/and X scxencc S - <. - t‘humani-
ocial . |04 8| ucgical | ties
: e i i wence / ences

1970/71 {330,789 | 36.4 8.7 20.1 58 9.1 6.9
1980/81 1453,652 | 27.3 11.0 25.2 34 10.6 54
1985/86 340,709 | 19.4 79 21.2 44 13.5 8.5
1988/89 1356,419 | 16.8 6.6 20.7 3.5 16.0 89
1990/91 403,800 | 17.1 5.6 249 4.5 14.9 9.5
1994/95 682,200 | 18.3 4.9 30.5 5.4 5.0 10.6

Anna Buchner—Jeziorska; The educational system and modernising potential of the society
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The development of the educational system in Poland in recent years has been
the result of changes in the state education policy and related changes in the legis-
lation. Nevertheless, the education expenditure was decidedly too small to ensure
significant changes within such a short period. Instead, social aspirations and mar-
ket pressures have constituted basic factors. The emergence of the job market
which strongly favours education as well as the phenomenon of unemployment
primarily affecting relatively low-educated social groups have fostered the interest
in education as a profitable investment in the current and future professional ca-
reer. The interest varies in different social groups, but it also allows for the rapid
development of private education. J. Rutkowski’s report (J. Rutkowski, "Educa-
tion vs. Job market perspectives,” Nauka i szkolnictwo wyzsze, 7/96), based on
the Central Statistical Office’s research, presents the scale of changes in the remu-
neration system, particularly in the private sector, which favours higher education.
The same trend is also reflected in job offers and fairs for graduates organised at
various universities, at which both state and private companies present their job
offers and recruit students and graduates. F inally, the phenomenon is apparent in
numerous job advertisements in dailies and professional publications.

The development of the educational system also has its disadvantages which
become a subject of alarming press articles. At the level of primary and voca-
tional education there is a growing gap between rapidly developing regions and
those plagued by stagnation and mass unemployment (Polityka, No. 47/97,
12.11.1997, Ewa Nowakowska, *School is up the hill”).

The results of the research concerning functional literacy ("Functional liter-
acy is an ability to process information essential in using common printed mate-
rials in everyday and professional life,” Nauka i szkolnictwo wyzsze 7/96) dem-
onstrate that the level of educational preparation is lower in Poland than in the
developed countries, at least at the level of tests used in the research (Hanna
Gulczynska, Ewa Swierzbowska—Kowalik, Functional literacy — qualifications
— work). The system changes in Poland have also been accompanied by the de-
cline in cultural infrastructure (libraries, centres of culture) in the rural areas, a
recession from the previous state. Although the market presence of groups with
the minimal education is a phenomenon encountered in the developed countries
(in the USA such groups constitute 30% of the total workforce), these countries
also have highly—qualified groups with considerable job market preparation. In
Poland, a rapid stratification between those prepared very well and very badly
can be observed; some research suggests that there are entire areas with the
population practically unprepared for the job market requirements.

Another critique concerns significant differences in the educational offer as
well as the quality of existing higher education. Reportedly, the popularity of
studying combined with the lack of appropriate investments in the system may
lead to pathological phenomena (Gazeta Wyborcza, 21.10.1997; Monika Piat-
kowska, "Even students get the blues™).
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Continuing education

Continuing education is vital from the point of view of qualification re-
structuring and accommodating one’s qualifications acquired in school to the
market requirements. It also creates a possibility of customising a fairly stable
educational system of the basic leve! to rapidly changing requirements of the
job market.

In the developed countries, continuing education is a permanent element of
the personnel policy in major companies and a common means of individual
adjustment to the job market. The range of continuing education is so diverse
that a full description of the phenomenon proves to be very difficult and cannot
be reflected in the statistical data. Some fragmentary information is available in
the form of research results, monographic information and handbooks of Hu-
man Resources Management. In major corporations, up to 50% of the manage-
ment and research personnel are covered by various types of continuing educa-
tion or training.

The emergence of a very wide and diverse educational offer in the field of
continuing education in the recent years is one of the characteristic features of
the Polish educational system. In as much as the transformation of the primary
school system is the best factor in creating a progressive structure of qualifica-
tions, the continuing education System appears to be the condition of adjusting
already existing qualifications to the job market requirements. This remains true
for all levels of education. Education related to the establishment of interna-
tional institutions, both in the political and economic sector, constitutes one of
the areas of continuing education.

Continuing education can be connected with the present school system and
institutions established with a view to regulating job market processes, such as
the system of job counselling and placement. It can be also created outside the
formal education system. It has been estimated that approximately 2,5 million
people are involved in continuing education in Poland. The continuing educa-
tion sector spans the formal educational system, where school and universities
offer post—graduate and specialist courses, an extensive number of courses of-
fered by various institutions, foundations and specialised private schools, and
a number of rather vague and unverifiable offers (Wprost; 9.11.1997, "Career
ahead”). Nevertheless, it can be assumed that the system of continuing educa-
tion is a condition of a large—scale adjustment of the population to the changing
life conditions. However, a certain pathology of rapid changes in this field is
also to be expected.
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The problems of education according
to the World Bank report

Among the available materials, the World Bank report (Ukraine, The Social
Sectors during Transition, The World Bank, Washington D.C. 1993) appears to
contain the most comprehensive description of problems of the Ukrainian edu-
cational system. Even though the report describes the situation from a few years
ago, the education structure has not undergone any significant changes since
that time and the quality assessment of the educational system still constitutes
essential information.

As the World Bank report states, the Ukrainian educational system is suffi-
cient in terms of basic goals educational institutions normally adopt. The good
quality of education in the field of sciences, which is comparable to that of the
developed countries, is particularly emphasised. The report’s conclusion states
that Ukraine has a big and diverse system of education, which ranges from the
pre-school to university level. High qualifications of educators and a student—
to-teacher ratio, considerably lower than in other countries, are also
emphasised. However, according to the experts, the system is underinvested and
does not promise to continue without wide-ranging reforms, which is the result
of limited budget resources of the state.

The World Bank report suggests introduction of a number of reforms and
economical solutions with the simultaneous preservation of achievements of the
present educational system. In a period of the economic crisis the present sys-
tem appears to be excessively expensive. The proposals include:

®  anincrease in the student—to-teacher ratio;

*  areform of technical and vocational educational programmes in order

to facilitate the retraining of employees who are forced to change jobs;

* increased emphasis on general education and modernisation of the

system to achieve greater flexibility;

®  an increase in the tutelary functions of the school considering the de-

cline of companies’ patronage.

The economical solutions proposed by the World Bank concern the limita-
tion of scholarships for financially-disadvantaged students and propose the
abolition of scholarships for foreign students, the slower rate of Ukrainisation of
education, which results in high costs of translations and publications, as well as
liquidation of those from among 1,232 vocational schools which will not be
able to adjust to the market economy requirements. The report emphasises the
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necessity of finding sufficient financial means to establish a system of education
for the retraining of employees losing their current jobs.

Generally, however, the report states that the educational system is in a con-
siderably better state than the country’s economy undergoing a crisis as a result
of difficulties inherent in necessary economic transformations. This is caused by
both the conscious policy of protecting education and the inherent autonomy of
the system. Consequently, the educational system has not been considerably af-
fected by the crisis resultant from the economic transformations. The transition
to the market economy does indirectly affect the educational system, but it does
not disturb its structure. The primary conclusion of the World Bank report is
that in comparison to the general data concerning the quality of education, the
educational system in Ukraine is relatively stable and capable of preparing
qualified graduates at each of the three levels (primary, secondary, university).
However, this does not mean that the structure of education reflects the current
demand and emerging structure of vocations. Considerable difficulties are also
connected with the fact that certain parts of the system are controlled by branch
ministries and directly depend on companies whose future employees these
schools have been training. A number of schools belonging to prosperous pro-
duction companies have offered high—quality education with technical facilities
frequently superior to those in university laboratories, but in the period of crisis
and production decline this type of education is quickly disappearing,

The general assessment of the Ukrainian educational system presents it as
one closely connected with the planned economy, with the predominantly tech-
nical sector and the tendency to educate within narrow fields of studies.

The secondary and vocational education is an area of a particularly strong
tendency toward narrow specialisation and subordination of technical schools
(particularly secondary technical schools) to the branch ministries, both result-
ing from the dependence of a part of the educational system on these ministries.
Such structuring causes the dependence of education on the complex decision-
making system and creates a serious obstacle in the way of system reforms,

The absence of significant pressures to implement reforms and modifica-
tions desirable from the point of view of the economic and political transforma-
tions is another consequence of a relatively autonomous character of the educa-
tional system.

Adjusting the educational system to the market economy has been a subject
of discussion; there are also documents discussing possible variants of reforms.
From the point of view of accuracy of any proposal, it seems that the materials
concerning the initial state are essential. Therefore, existing documents and re-
search should be collected to constitute the foundation for professional consid-
eration. On the other hand, it seems impossible to enter any discussion regard-
ing future reforms of the educational system on the basis of fragmentary infor-
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mation concerning both the present state and possible directions of the reform.
The World Bank report cites the government analysis of the educational system
and reports, which are being currently prepared. Other sources affirm the exis-
tence of the project of educational reforms which discusses their variants. The
necessity of collecting fragmentary and diffused information concerning the
current state of education appears to be the first conclusion of the research.
The report presents the following structure of higher education institutions:

Tab. 5

T isditution

natural sciences, humanities, economics, law 104
technical sciences 309
transport and communication 55
agriculture 123
health protection 126
physical culture and sports 6
pedagogic 78
arts 89

Statistically, in terms of quality, the Donetsk region is classified below the
average in the country’s educational system. Nevertheless, Donetsk remains
a strong academic centre.

Tab. 6 The number of students and graduates of post-secondary and higher
education institutions, 1995/96.

total students in the 65,745 82 61,704 21

Donetsk district

total graduates in the

Donetsk district 19,932 10,679
Municipality of 18,373 21 46,936 13

Donetsk — students

Municipality of
Donetsk - graduates 5,402 10,679
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Tab. 7 Students of post-secondary and higher education institutions — fields of
studies, 1995/96, the Donetsk district.

“ nts of academi {ncti.

] tutions of the 34 level
industry 35.1%
construction 52%
transport 0.5 %
economics 6.5%
health protection 59%
physical culture, sports 1.1%
teacher training 39.6 %
arts 0.9 %
law 52%
agriculture

As it is apparent from the above table, the Donetsk district has a significant
academic potential. With its 21 non-academic and 13 academic institution of
higher education, Municipality of Donetsk is an important academic centre
which offers retraining programmes at different levels for both management
personnel and employees forced to changes jobs and qualifications.

Possibilities of employing the existing educational base largely depend on
its structure, the educators’ level of competence, and a number of other factors,
including investment capability essential in adjusting the existing base to the
system transformations.

The significant participation of technical education is a striking feature of
the current structure. Table 7 demonstrates that technical fields of studies com-
prise 68.9 % of students at the non-academic level and 40.8 % at the academic
level. Since these reflect the old structure of education in the former Soviet
Union, it can be assumed that they also reflect the social and vocational struc-
ture of the Donetsk district. Therefore, it is only to be expected that the domi-
nant type of education among the management personnel is the technical one.
The proportions also resemble Polish ones from the period before the economic
system transformation. However, considering the territorial changes in Ukraine
and the limited area served by the regional system of education, it is hard to
justify the scale of technical education.
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Retraining — workmen

The term ‘social and vocational reconversion® applies to individuals with
relatively little education who are employed as labour force or at other fower—
ranking positions. Retraining understood as a change of acquired qualifications
and the acquisition of new qualifications is a purposeful activity and may be-
come one of the key factors in removing unemployment within this professional
group. The World Bank report implies that at the time of the report’s prepara-
tion there were plans of a large system of institutions retraining those made re-
dundant. The system of institutions (training centres) was reportedly established
in Ukraine, but the number of people attending retraining courses was very low.
In fact, however, it seems improbable that such a system was really established,
or at least in Donetsk its operations do not satisfy current needs. The research
presented by Irina Nowak (Gliwice, November 1997) demonstrates the com-
plete absence of activity of the system of adaptation and job counselling.

Two of the conditions of success in retraining programmes for the labour
force personnel are the knowledge of employment opportunities and adjusting
the programme to the job market demand. This, in turn, requires a description
of the current social and vocational structure, accurate forecasts of current and
future needs of industry, agriculture and services as well as the consideration of
many other factors. The close—down of a mine or a big company is a economic
decision triggering particular social consequences.

There are no reliable documents determining the number of mines to be
closed down and forecasts concerning both the number of employees to be cov-
ered by retraining programmes and a possible direction of transformations.
There is an experimental retraining centre for jobless miners funded by one of
the foundations, but its programme lags behind in the organisational phase
while the area of operations remains small. The operations of job centres, job
counselling centres, and retraining centres were not the subject of research dur-
ing this particular visit. Consequently, it seems that the changes in the educa-
tional system are the only ones in the social and vocational structure which cor-
respond with the conclusions of the World Bank report.

Management personnel education

In the developed and relatively efficient system of education the issue of the
professional adaptation of management involves retraining individuals with
relatively high professional qualifications. It can be assumed that in the existing
system of education the management personnel completed their education at the
higher or semi-higher (primarily technical institutions) level.

Collected data make it impossible to assess the current state in terms of the
range of needs in the management education. Statistical data demonstrate a very
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high percentage of university graduates who remain unemployed, the rate,
which in Donetsk is even higher than in other districts. It is possible that this is
mistaken information or that the procedure of registering university graduates as
unemployed is different from that for other people. Other research clearly dem-
onstrates bigger job opportunities for higher education graduates while the costs
of paid education in the private school of economics and in Donetsk Technical
University are covered by companies and economic institutions. Programmes
for which tuition is collected bring additional funds to educational institutions
while the percentage of paying students is as high as 50% of the total number of
students admitted. Consequently, it seems that the higher education provides
district institutions with required experts, including those who begin their
managerial careers. The success of the private school of economics, which after
two years has enrolled 630 students, testifies to the great demand for graduates,
particularly ones from departments of economics. Regional Institute in Lugansk
also seems to offer an attractive programme of qualification improvement for
management personnel.

The situation is different in old non-academic institutions. most of which
continue to offer old study programmes and provide the market with narrowly--
specialised, unprepared for the changing job market, graduates. The research
did not cover non-academic institutions of higher education (the level of
technical schools); we did not also manage to get hold of any document
containing a fuller analysis of the profile of these schools from the point of view
of the potential in the managerial qualification improvement. It can be assumed
though that the current state does not differ from the one presented in the World
Bank report. Nevertheless, some of these schools may offer high quality
education. The association with a very productive and technically-advanced
branch of the industry allowed to maintain well-equipped laboratories. The
rector of Donetsk Technical University claimed that some non-academic
institutions of higher education were better equipped than the University itself.

It is also apparent, as the rector said, that there exists a serious shortage of
engineering personnel in plants and factories due to emigration, job changes and
other factors. According to the rector it may become necessary to make those
who used free education pay off its costs in the form of working in industrial
plants with personnet shortages. Consequently, it appears that in the case of
higher education graduates, not only is unemployment non-existent, but there is
a perceivable shortage of people with high technical qualifications.

Any attempt to restructure the economy requires highly qualified technical
personnel. The collected data fail to show how big the demand for technical
qualifications of managerial personnel really is. It is natural that the introduc-
tion of the market economy requires new qualifications in the fields of eco-
nomics, marketing, and management, chiefly due to the fact that the old techni-
cal management personnel do not possess non-technical qualifications. The
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lack of preparation for work in the new economic system will not only inevita-
bly impede and limit objective actions, but will also affect the attitude of people
educated in the old system. The spread of information and training courses in
the fields characteristic of the new economic system will certainly play an im-
portant role in the functioning of this system.

Technical retraining

The above data indicate that the vocational structure is dominated by the
technical education (technical and engineering institutions of higher education
and transport). Thus, one can assume that the majority of management person-
nel is constituted by technical experts who were prepared to solve technical
problems in the environment of the planned economy. However, since their
level of education is relatively high, they may be able to adjust to new condi-
tions resultant from the introduction of new technologies. They may not be pre-
pared to stimulate technological progress, but they possess sufficient qualifica-
tions to adjust to technical novelties.

However, as far as retraining is concerned, the discussion of the technical
management retraining is made considerably difficult due to the necessity of
accurate forecasts concerning required qualifications, which is even more im-
portant than in the case of labour force vocations. The World Bank report sug-
gests the introduction of general education in place of highly-specialised edu-
cation, which is justifiable in the situation of abandoning old technologies and
liquidating certain branches of industry. Basic knowledge of mathematics or
physics would be still essential as a foundation of technical professions as such.
However, future technological developments are difficult to foresee. Technical
retraining of management personnel may be needed in cases of involvement in
particular projects in which all decisions are made by people with good theo-
retical preparation on the one hand and the project ‘know—how’ on the other.
This particular type of retraining is frequently financed by institutions imple-
menting new technologies, which in a way constitutes a consequence of the
economic development,

Management education programmes — issues of financing

The change in educational programmes appears to be the best method of
changing qualifications of management personnel. In other words, investments in
the educational system are a condition of existence of highly—qualified manage-
ment personnel. The results become tangible after the completion of the educa-
tional cycle, which lasts for 3 to S years. This is the first method of reconstruction
of specialist personnel at large, and technical management in particular.
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Another method depends on retraining specialists who already possess high
qualifications, which is commonly done within the framework of continuing
education.

The interviews have proved that institutions of higher education receive from
the state budget financial means to cover personnel remuneration only. Any
changes in the educational system require additional resources. Academic institu-
tions, which educate personnel for industry, can raise certain funds, but these still
seem to be rather limited. Donetsk Technical University appears to be the most
enterprising in that respect organising a variety of courses, including courses of
economics for engineering personnel. Non-academic institutions are largely de-
pendent on respective branches of industry with which they are associated.

Retraining of qualified personnel requires special justification and funds. An
example of the latter is the fund for the retraining of military officers discharged
from the army. Except for Donetsk Technical University, the finances do not
appear to be sufficient and will largely depend on budget means allocated for
that purpose. Currently, a large-scale retraining of management personnel ap-
pears to be impossibie due to the scarcity of funds. With a few exceptions, the
range of continuing education in Donetsk is relatively narrow, which may in-
hibit a process of qualification acquisition by management personnel, especially
where such programmes extend beyond the existing system of education. This
also concerns schools operating in towns around closed—down mines.

Schools in Donetsk

On the basis of conducted interviews, one can say that institutions of higher
education operate relatively well in the period of economic crisis. Those offer-
ing attractive educational programmes are developing dynamically, as the case
is with a private institution called Donetsk Institute of Economics and Humani-
ties. Although its financial situation is difficult, Donetsk State Technical Uni-
versity operates without limiting yearly enrolment and with new courses of-
fered. The university buildings have been recently renovated and the institution
provides instruction in didactic, research and international programmes. In gen-
eral, all higher education institutions give an impression of being well-organ-
ised, and capable of educating and, to a lesser extent, conducting research.
However, the shortage of financial means hinders the introduction of changes,
which require additional funds. All the above makes them rather traditional, but
nevertheless efficient educational institutions.

Conclusions

Although the situation of Poland differs from that of Ukraine, the latter still
has the educational system capable of educating at all levels. The system of
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continuing education appears to be generally little developed. With the excep-
tion of such institutions as Donetsk State Technical University (with its pro-
grammes of economics), Donetsk Institute of Economics and Humanities or Re-
gional Institute of Management in Lugansk, the development is hindered not by
the shortage of highly—qualified personnel or the absence of demand, but by the
lack of the continuing education financing system. For that reason one should
not expect large-scale retraining of management personnel or the social and vo-
cational restructuring of the region at the level of labour force positions. Si-
multaneously, however, the existing system is in many respects open to pro-
spective changes. The project of introduction of a new field of studies may be-
come a foundation for educating future personnel for local, self-government
and national organs, without the necessity of major system reforms and financial
investments.
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THE FUTURE OF OLD INDUSTRIAL REGIONS IN EUROPE

Wiktor Gérecki

THE ROLE OF INFORMATION

IN CREATING MARKET MECHANISMS,

ENTERPRISE DEVELOPMENT AND SOCIO-ECONOMIC
RESTRUCTURING OF THE DONETSK REGION

All processes, including social ones, have their own information dimension.
It can be most clearly perceived in terms of regulation and management. Based
on the concept of exchange of commodities, no market could exist without the
exchange of information. The logical consequence of such a view is that infor-
mation itself may become a commodity. Limited, it can be used as an instru-
ment of power; freely available, it becomes a cornerstone of liberty.

The following research was done in response to the dramatic situation in an
old industrial region of Donbas. Its future appears to be rather bleak and that is
why we decided to address, among others, the issues of information exchange,
which we find to be crucial. We would like to deal with the practical aspects of
the problem and discuss issues, which affect the quality and directions of the
restructuring processes. In our opinion, the emergence of the information mar-
ket is one of such issues. We have decided to exclude from the study a domain
of the mass media (with the exception of press advertisements) which clearly
deserves a separate study.

1. Goals

The goal of the research was to determine whether and to what extent infor-
mation exchange affects the course of restructuring processes as well as to what
extent factors obstructing information exchange simultaneously obstruct the
latter processes. Secondly, we wanted to determine to what degree the success
of these processes depends on the local solutions and central decision-making
(e.g. legislative initiatives), on the spontaneous activity (market and competi-
tion) and advisory and counselling procedures. Finally, we wished to propose
lists of such barriers and suggested countermeasures, which could be used in
problem, and prognostic workshops (as a reference point) organised for local
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business leaders. Such workshops combine premises of the research and con-
sulting project, which would also comprise the results of our research.

Another parallel and complementary goal was to establish and monitor di-
rect teletransmission links between Ukrainian groups involved in the trans-
formation processes and their Polish counterparts as well as between companies
in both countries. The conclusions drawn from observation of such contacts
would serve as an additional research instrument and constitute a basis for the
organisation of a model information and advisory mechanism operating in
the joint Polish and Ukrainian information space.

2. Basic premises

The research as well as the project as such is based on the experience gained
in other old industrial regions, for example Silesia. The first assumption is the
conviction that restructuring processes are inevitable and will be effected re-
gardless of their acceptance on the part of the participants — they are triggered
by a loss of dynamism in old social and economic structures.

If strategic operations which on the one hand remove barriers in the way
of such processes and on the other alleviate their negative effects are not un-
dertaken, the built-up potential of changes will result in breaking up these bar-
riers and causing social and economic losses which will limit a number of pro-
spective beneficiaries of the changes. Aithough it is a common assumption that
market economy and open society are natural environments of man’s economic
and social activity, the research is based on the belief that the effects of re-
structuring are not yet known and that there exists a threat of such a course of
events which apart from social unrests may lead to the emergence of a ‘closed
social and economic order. Consequently, the postulated strategic operations
may affect not only the quality of the transformation processes, but also their
very directions.

Another hypothesis based on earlier experience is that the above mentioned
strategic operations, which comprise both formulation of problems and deter-
mining of solutions, must be conducted in an entirely new manner: they must be
undertaken on the appropriate local level — the regional one in this particular
case. This stands in clear opposition to the traditional centralised decision-
making. Such operations must be also conducted not as a result of authoritative
dictates (even if they are formulated by local representatives of central
authorities), but as a result of negotiations among local leaders. The purpose
of such negotiations is not to reconcile conflicting interests of their participants,
but to establish new institutions and mechanism characteristic of the new social
and economic order (e.g. commercial infrastructure institutions such as a stock
exchange), which are to facilitate problem—solving during the period of transfor-
mation.
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3. Structure of research

The general strategy of the project reflects the above mentioned assump-
tions. The main goal is to develop for the needs of local leaders a list of the
basic problems of the region related to information processes along with a list
of various solutions. These would constitute the material to be used in fore-
casting workshops for the leaders. The workshops will have a form of training
courses during which the participants will leam how to formulate regional fore-
casts. The work methods will stress the notions of the local level decision—-
making and importance of negotiations.

The materials for the workshops were collected during simultaneous quan-
titative and qualitative research. The following research concerning functioning
of information exchange mechanisms in economy, social infrastructure institu-
tions and educational system constitutes a part of the qualitative research.

The quantitative research was conducted in selected locations of the region.
Since its results were to supplement and verify the qualitative research, the ini-
tial, unfortunately unsuccessful, intention was to conduct both in exactly the
same locations. Furthermore, regardless of the problems, which surfaced during
both types of research, we established problem workshops in which local lead-
ers formulated a list of local problems.

The above mentioned package of Polish and Ukrainian contacts initiated
during the interviews and developed in their aftermath constitutes an additional
instrument as well as a research object. The contacts were established between
such institutions as chambers of commerce and industry, enterprise incubators,
business clubs as well as individual businessmen and companies. The observa-
tion was concentrated on Ukrainian partners’ (particularly local leaders’) ability
to establish contacts with Polish partners and vice versa. Attention was also
given to the way in which contacts transform into agreements and contracts and
the participation of market and teleinformation infrastructure organisations in
the process.

3.1 Method

The research was carried out in the form of open interviews with specially—
prepared guidelines serving as an auxiliary instrument. The interviews were con-
ducted with people considered local leaders and directors of institutions re-
garded as involved in the regional transformation as well as with directors and
owners of organisations involved in the information exchange processes. The
majority of the interviews were recorded on tape. All of them were based on the
uniform form within which relevant data are grouped in three blocks: basic data
block, subjective data block and objective data block.
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The basic data block comprises the following items: the name of the or-
ganisation, address, name of the controiling authority if applicable, legal status
of the organisation, last name, position and telephone number of the person who
provided the data and was ready for future contacts. The block also contains
information concerning the organisation’s field of activity and goals, scale of
operations and structure as well as the sources of financing, structure of expen-
diture, and the organisation’s history.

The subjective data block comprises information on the impression the or-
ganisation made on the basis of the interview as well as other information ob-
tained before and after the interview. It also contains impressions the person
providing information made and the description of the circumstances of the in-
terview.

The objective data block comprises data concerning the way in which the
organisation participates in information exchange processes, which includes:
amounts of information received (incoming information) and distributed by the
organisation (outgoing information); specifications of information processing
technologies; techniques of information management within the organisation:
finally, known problems and barriers along with suggested solutions. We also
aimed at including the information concerning the position, which the organisa-
tion envisioned for itself in the ongoing or expected transformation processes
along with existing problems and suggested solutions. Furthermore, we col-
lected information concerning the perceived links between barriers in the trans-
formation processes and those present in the communication mechanisms. Fi-
nally, we included the interviewees’ opinions regarding the degree of the infor-
mation market development, the degree to which information functions as
acommodity as well as the degree to which information is a commodity or
a product within the organisation. In the latter case the price of information and
factors, which determine it, were considered important.

The last part of the objective data block concerns the organisation’s aware-
ness of its needs, the experience of contacts with Polish organisations, the or-
ganisation’s capacity and possible experience of participating in the interna-
tional information market, as well as demand for and ability to use foreign expe-
rience in the transformation processes. The practical information serves to ver-
ify the credibility of previously exchanged data and to help open co-operation
perspectives as a result of the conducted research.

3.2. Interview strategy

The interviews were conducted in three types of institutions: organisations
connected with the state administration, organisation belonging to the market
infrastructure, and educational institutions. The distinctions were frequently ar-
bitrary since many of the organisations, which we were interested in and which
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could be considered leaders combined the above functions. Within the state
administration we came across organisational units which supported small busi-
ness. Directors of these units were associated with local business clubs by virtue
of being members of such clubs. Similarly, many market infrastructure organi-
sations, particularly enterprise incubators associated with local management in-
stitutes, were involved in educational activities. Crucial in the analysis were
those organisations which, belonging to the market infrastructure, were exclu-
sively involved in information exchange. These included Aistnet — a local Inter-
net provider, Biznes-Donbas — a newspaper, and Donetsk Centre for Informa-
tion and Analysis.

Three basic fields of activity were taken into consideration within each
group: activities contributing to the emergence of market economy mechanisms,
those connected with enterprise development, and those which constituted a part
of the region’s social and economic restructuring. In all these fields we analysed
inherent information processes.

The guidelines, which we used during the interviews, were treated flexibly
and could be changed depending on particular circumstances of each individual
interview. This led to variable amounts of data, which were included in the fol-
lowing materials. Generally, the more our interviewees were free of administra-
tive and political dependencies and involved in the market, the smaller the
changes that needed to be introduced into the guidelines. The least modifica-
tions were required in the case of organisations for which information was
a commodity. This was a direct consequence of our focus not so much on the
content of information as on the technical conditions of its exchange and, above
all, its commercial features.

3.3. Issues of representativeness of the interviewees, sufficient
amount of information and its reliability

Each of the three above-mentioned groups is represented by many inter-
viewees. The fields of activity are also mentioned repeatedly, mainly due to the
fact that most organisations are involved in at least two of them. We inter-
viewed the majority or almost all-local level organisations we were interested
in. Naturally, one cannot disregard information, which, for some reason or an-
other, did not reach us, particularly in these cases in which a degree of improvi-
sation was considerable. On the other hand, it is exactly for this reason why we
proposed the supporting and monitoring mechanisms for the Polish and
Ukrainian information markets.
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4. Problems and solutions

The interviews constituted the basis for the following description of the
main problem areas. They also allowed us to evaluate the general state of
information processes and to compile the problem list. Our interviewees
perceived these problems as standing in the way of their operations and as hin-
dering, sometimes even paralysing, their partners’ activities. In accordance with
the research topic, the information exchange issues and the information market
were our focal points. It was also the perspective of our examination of the per-
ceived problems. Below we present the problem list as well as the recapitula-
tion: The state of information processes and Suggestions.

4.1. Information market — underdevelopment

The majority of the interviewees agree that the information market as
such does not exist. This means that information does not function as a com-
modity — an object of standard commercial operations whose price is regulated
by the law of supply and demand. This leads to the situation in which creation,
processing and distribution of information is hardly associated with the return of
expenditure, not to mentioned any real profits. Many information recipients as
well as its providers propagate the opinion that information should be freely
available. Such a position is both a reason for and a consequence of the infor-
mation market’s underdevelopment. Under the circumstances, the concept of
the price of obtaining information or of providing it does not extend beyond the
concept of basic material costs and completely fails to address the importance
of information as well as its reliability and accessibility — everything that deter-
mines its quality. The price of information is therefore considered a loss of
money: a result of the belief that one pays for something that with appropriate
skills can be obtained for free. In such a situation factors such as supply and
demand are simply non-existent while the costs of access to information is pri-
marily understood as the price of telecommunication services provided by the
market monopolist — the state telecommunication company. According to
AIST, Donetsk’s Internet provider, the price of the service is decidedly inflated.
Simultaneously, the state administration which has its own independent tele-
transmissions system attempts to make it available to the public at significantly
lower prices or free of charge as a part of advisory projects developed within
the administrative structures. Although well-meant, such intentions are in fact
monopolistic too and contribute to the break—up of basic market mechanisms
connected with information.
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4.2. State administration — the source of and barrier to information

The majority of the interviewees are very critical of the state administration.
The administrative structures comprise mechanisms of legislation and interpre-
tation of the law, a large and malfunctioning source of information. Legal acts
and norms, formal administrative procedures and administrative practice,
a system of permits and concessions as well as the instability of the law consti-
tute a major domain of information, which is crucial for business companies.
This is also an information domain which, if appropriately offered, could
have a significant (considering the scale of operations) role in the emergence
of the information market. However, it is very hard to access all that informa-
tion. In a way, such information constitutes another bureaucratic information
market, a grey area with now clear procedures of access. Information itself is
frequently unintelligible, which makes it hard to turn a legal act into a practical
procedure which one way or another depends on administrative clerks.

In a situation in which by means of its multiple structures the state admini-
stration pervasively regulates social and economic life, it also monopolises the
access to the laws and their interpretation becoming a strategic barrier in the
way of the information exchange mechanisms. Furthermore, the state admini-
stration is not only one of the main factors in the destruction of ‘the information
environment’, but it also becomes its victim. The disorganisation of information
mechanisms translates into the disorganisation of management. The problems,
which we experienced while trying to determine who made decisions concern-
ing the Donetsk mines, and miners are the best example of the condition.

The possibility of a self-reform of the administration is very unlikely due to
its structure, which is an opinion shared by its representatives. A suggested so-
lution of creating a functional model of the law, its interpretation and execution
independent of the administration has therefore a political character and de-
pends on the government. Such a model would emphasise the informative and
advisory function of the law with the autonomy guaranteed by the market
mechanisms. Consequently, information would start to be treated as something
other than an instrument of power and a source of corruption.

4.3. Absence of middlemen — a barrier between information
recipient and information

The interviewees partly notice and partly anticipate that the spread of new
technology will result in the problem of certain customers of the information
market getting lost in the profusion of data, excess of technical accessories es-
sential in accessing information and practical difficulties in co—ordinating in-
formation offers with their information demand. Companies involved in trans-
mitting elementary information at a large scale and without in—depth analysis
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(Biznes Donbas— short advertisements of companies and their products, AistNet
— Internet services provider) have already realised that having overcome the
problem of information shortage, their customers face one of its excesses. The
common opinion is that customers are not offered any assistance in entering
the information space. Sometimes they extend their operations to include such
services for their own needs, sometimes it is information providers who, wish-
ing to gain more customers, offer assistance at no charge. The interviewees
agree, however, that assistance services constitute a separate field of the infor-
mation market, whose absence seriously hinders the initial phase of the market
development.

The assistance in question would include delivery and servicing of custom-
ised software tools, selection of information, statistical analysis, editing serv-
ices, Internet browsers, and processing of information to suit individual needs,
for example creating summaries or abstracts of longer messages as well as
matching legal acts with appropriate procedures.

In as much as the Donetsk district is home to several information wholesal-
ers such as Biznes Donbas newspaper and four Internet providers, including
AistNet, there are no retail seilers of information who would meet the wholesal-
ers’ expectations, which requires currently unavailable financial resources. Such
retail sellers should serve as technical advisors of customers, including assis-
tance in the equipment and software purchase and installation. They should also
offer net (particularly Internet) browsers appropriate for their market niche.

The access to processed and prepared information is another issue at work.
Such information includes databases with technological and investment proce-
dures, business plans along with administrative procedures and others. The pro-
cedures need to be universal, but also translatable into practical applications,
which introduces the issue of reliability. In short, they must be authorised and
secured. The services must be also flexible: depending on the situation the retail
seller must be able to promote trade by means of information and combine in-
formation with other types of services which, apart from the traditional advis-
ing, include insurance and real estate brokerage. publishing, investments and
others. All the above services are supposed to make the customer feel that his
perceived information shortage has been eliminated. This, in tumn, must be
based on the conviction that the adviser has been competent and, having access
to all data in the field, chosen the right information.

Unfortunately, such information middlemen do not yet exist. According to
our interviewees, the main reasen for their absence is time — the processes in
question are still in their initial phase while the market environment is not yet
developed.

There exists, however, yet another information perspective: one of those
who travel between Donetsk and Polish markets and who search for their own
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niche between the grey areas of the market and the administrative system. For
them the teleinformation space is a purely theoretical issue. The knowledge of
threats on the part of the mafia and the corrupted administration and of possible
protectors in the structures of the underworld and authorities appears to consti-
tute the most important information for them. In the purely information—based
terms the situation is as follows. The information, which is available through
advertisements, fairs and promotional campaigns, is superficially abundant and
attractive. However, information for really strategic and decisive transactions
becomes available not prior to but following the entry into economic proce-
dures. The more advanced such a procedure is, the less clear the situation be-
comes. When it is finally clear which information is crucial, it turns out to be
either unavailable or available at such a cost that the feasibility of the whole op-
eration becomes doubtful.

It is then not newly emerging infrastructure institutions, but an acquaintance
in the administration, at the border or in the mafia, that becomes the best infor-
mation, insurance and banking advisor.

Finally, trifle as it may seem, it is a fact that the information concerning such
seemingly prestigious events as 1% [nternational Forum ‘Donbass—Inwest 97"
does not simply reach the crucial, or those considered to be such, economic in-
formation hubs in Poland such as the National Chamber of Commerce or East-
ern Institute. Even if it does, it arrives 50 late the Chamber finds it impossible to
organise its participation. It is hard to decide whether it is a sign of disrespect
and inefficiency or whether it indicates the existence of other information chan-
nels, which are more reliable. Equally surprising are frequent failures of numer-
ous companies and organisations which attempt to establish contacts by means
of such tools as electronic mail.

4.4. Financing of information mechanisms

It is obvious that the information market should seek sources for its devel-
opment in profits generated by information circulation. However, if the infor-
mation market is in its initial phase of development and one wishes to stimulate
it artificially with a view of its crucial role in the market at large, a question
arises where financial and organisational support should be applied. The com-
mon practice is to establish an institution financed from auxiliary or budget
sources, which in return provides information and advises at mark—down prices.
This results in information sold below the costs, which brings down its price.
Simultaneously, the quality of information products does not improve due to the
fact that information providers experience difficulties in accumulating financial
means for investments and subsidised companies are not stimulated by the mar-
ket demand. What emerges is the situation persists in which interested parties
have problems with obtaining appropriate information while information pro-
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viders find it hard to move their product. The acute condition, which was to be
alleviated, persists.

Necessary actions should be undertaken so that auxiliary means do not fol-
low institutions, but rather individual information transfers and not on the side
of the provider, but of a purchasing parties. Such dilemmas are common in fi-
nancing policy of education and health service.

4.5. Educational system — no illusions

The relations between the educational system and the information market
are dual. On the one hand, such education is needed which will prepare its
graduates to an active presence in the information market. On the other hand,
the educational system itself is a potentially large information producer and
consumer. Both aspects are interrelated in that they cause and amplify each
other. The educational process, which prepares for the participation in the in-
formation exchange must be connected with a practical process, which an edu-
cational institution’s participation in the world-wide information network and
the information market undoubtedly is.

The interviewees agree the lack of both practical and theoretical knowledge
of computer science hinders the information exchange. Educational institutions
are particularly interested in the latter, including foreign contacts. Most fre-
quently, the interviewees demonstrate their interest by showing e-mail ad-
dresses on their business cards and declaring their readiness to connecting to
Internet.

Simultaneously, however, Postgraduate Education Institute’s (for teachers)
authorities doubted whether foreign experience was really needed. The idea of
using computer networks to co—operate didactically with other schools did not
appear, either. In the realm of education and the organisation of education in-
stitutions the concept of the technological revolution as symbolised by Internet
introducing new quality is non—existent as yet. Accordingly, emerging barriers
are not perceived yet either, perhaps with the exception of the financial barrier
limiting modern equipment purchases. Disregarding and perhaps cherishing no
illusions as to the educational systems, information providers, in their turn, con-
sider education less important than talent, which becomes evident at work.

4.6. Close contacts with Poland — the test of the information space
condition

The majority of the interviewees, with the exception of Postgraduate Educa-
tion Institute where certain difference in opinion could be detected in the man-
agement, expressed great willingness to establish links and co-operate with
their counterparts in Poland. Organisations of the market infrastructure were
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strongly interested in agreements with their counterparts while information pro-
viders considered the possibility of new transactions. Close contacts with for-
eign companies (Poland is the most obvious choice) strengthen the feeling of
security of an organisation, extend its field of operations and make it inde-
pendent of local politics which is still dominated by the government and bu-
reaucratic authorities. In a way, one can speak of a hunger for foreign contacts
essential in finding new technologies (small bakery companies), capital, and
qualitative changes in commercial sales (stimulating wholesale trade).

Barriers in the way of commercial transactions are naturally not only con-
nected with information. Other obstacles include underdevelopment of bank-
ing and insurance services, mutual distrust, insufficient private contacts
and the fact that the majority of companies and organisation is only now enter-
ing the economic circuit. Therefore, they are mostly preoccupied with over-
coming ‘start-up’ barriers while the issues of information, which are dis-
cussed here, appear in their operations for the first time. Organisations belong-
ing to the market infrastructure are also launched on the basic of private con-
tacts and have not yet managed to enter such channels as Internet. They are also
in the course of overcoming ‘start-up’ barriers, the best example being fre-
quently mentioned AistNet.

The great demand for contacts, which surfaced during interviews, resulted in
initial declarations already at that stage. Many interviewees expressed their
readiness to react to sufficiently reliable signals from Poland with specific
commercial offers. They are also ready to receive and use information materials
concerning the market infrastructure, the organisational infrastructure of the lo-
cal government and the educational system. Such spontaneous and improvised
economic ‘treaties’ may come as a surprise considering the open border be-
tween the two countries and progressively growing availability of communica-
tion means such as telephone, electronic mail, and Internet. They may also sug-
gest the existence of, other than those mentioned above, hidden barriers ham-
pering close contacts. The project of establishing an information mechanism,
a laboratory of sorts, which would rely on prospective contacts and already ex-
isting information providers could facilitate the research into information proc-
esses by participation in them as well as foster closer links between research
procedures and anticipated practical effects.

4.7. Mining towns in the vicinity of closed-down mines ~ telephone
as a chance

Interviews conducted in a mining town close to the ‘Panfilowska’ mine pre-
sented a dramatic situation, which has become a plight of many mining towns in
the Donetsk region. Poverty, which has always been present in all spheres of
life, is now worsened by unemployment. There is no external support while the
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town becomes progressively isolated. Naturally, the main task is to restructure
the local economy and to create new jobs. Admittedly, there are organisations,
which serve such purposes, but miners know hardly anything about them. Thus
poverty is also worsened by information deficiency. The nearest telephone is
located in the mine’s offices. Therefore, it is the telephone, a source of infor-
mation that can change these people’s lives.

The telephone may become a strategic factor in small companies founded by
enterprising miners or members of their families. Faxes, computers, modems
wili follow.

In the case of the above mentioned town one telephone could suffice for
each block of flats which houses approximately 25 families; in other places
anumber of telephones and their localisation should depend on local condi-
tions. Such small companies would provide information, advising and job
placement services. Specific solutions should belong to local leaders and con-
stitute a part of their workshop activities based on results of quantitative re-
search. In accordance with our earlier proposal, possible subsidies should be
granted not to individual telephone companies, but for the needs of information
transfers and specific advising procedures.

5. The state of information processes

The state of information processes is determined by two factors: underde-
velopment of the information market and presence of few but sufficiently pre-
pared organisations, which could constitute the basis for the development of the
market. The latter include AistNet — an Intemnet services provider in Donetsk,
Biznes Donbas - a publishing house, Norma Press — publishers integrated with
Internet, Donetsk Centre for Information and Analysis, Chamber of Commerce
and Industry in Donetsk. The presence of these few companies and organisa-
tions backed by economic and social circles, certain signs that information
technology is starting to develop in higher education institutions, administration
and major economic organisations, emergence of competition in the sector of
Internet providers (the evidence being three new companies competing with
AistNet) — all these do not change that fact that the state of the information
market in question can be only described as underdeveloped and almost non-
existent. The above-mentioned companies are making first staggering steps in
the slow process of the emergence of the information market.

What we are interested in, however, is the decisive potential, something we
cannot perceive in the region as yet that would make possible definitive changes
in both the information market itself and the whole economic and social system.

At the core of the market’s underdevelopment is an underlying embryonic
state of the local development institutions such as business clubs, enterprise in-
cubators, schools of commerce, and others; a small number of private compa-
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nies in the presence of dissolution of state—owned ones; dominance of the state
monopoly in telecommunications, which closes the field before the capital in-
vestments and subordinates it to the structural budget deficit; underdevelopment
of the local government accompanied by the excessive centralisation of power;
legislative inefficiency of the state; instability of the law; administrative inter-
ference in economic processes at a very specific level, which unsettles and hin-
ders any economic activity.

Information processes are burdened with undeveloped financing tools of the
information market creating the situation in which auxiliary instruments compete
with the market instead of supporting it. Notorious is also illegibility and inacces-
sibility of information created by the administration responsible for legal norms
and procedures, administrative decisions and interpretation of the law. Illegibility
of information contributes, in a way, which is nothing short of premeditation, to
the emergence of a grey area of the ‘drawer’ information. Simultaneously, the state
administration interferes with the information circulation in an authoritarian man-
ner, by means of dictates and prohibitions as well as by providing help as an
award and creating obstacles as a punishment, in place of a partner-like conven-
tion of information purchasing and selling as well as guidance.

The very same administration stimulates artificial deficiency or underdevel-
opment of public circulation of information concerning available auxiliary
mechanisms, both local and foreign, credit lines, concessions, guarantees and
others. Such deficiency is accompanied by deficiency of instruments of infor-
mation brokerage as well as access tools and data, mainly software, which im-
poses a serious handicap on few companies and advisory organisations. Even if
the latter existed in a sufficient number, such circumstances would preclude
them from satisfying the demand for the full access to information made possi-
ble by modern telecommunications technologies, even those present in Donetsk.

If one considered the field of information exchange mechanisms so difficult
and if the general state of social and economic affairs in Ukraine was as difficult
as is always the case at the time of major political changes, one could also leave
the course of affairs to itself and let the process of emergence and strengthening
of these organisations and companies, which are best prepared for it, run its
own course. However, what we are currently facing is even worse than a crisis
since the situation appears to be deteriorating all the time. Therefore, one needs
to develop such methods, which would be able to revert the situation. 1 have
suggested such a method below.

6. Suggestions — The Information Treaty

The following suggestion relies on the means which are already available to
the main participants of the information exchange processes in the Polish—
Ukrainian information space. It is not only an attempt to act autonomously in
the environment of the bureaucratic administration, but also to free the grey or
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vironment of the bureaucratic administration, but also to free the grey or
‘drawer’ area of information exchange from the latter. Consequently, freely—
available information resources would become the basis for the market. The
same suggestion may be also applicable in Poland where many of the problems
are similar, even though the general conditions are superior. Moreover, it
reflects the need, which was formulated as a result of the research in Donetsk,
for compiling a certain package of information services which can then be
examined in order to verify the conclusions made on the basis of the research.

What [ suggest then is the Information Treaty, a model organisation which
would undertake to develop an organisational scheme as well as to examine its
functionality. The task would be accomplished by providing information ex-
change services whose absence paralyses the information market at large and
which cannot emerge spontaneously due to their dependence on disruptive fac-
tors. Such functions define a market niche in which the treaty could operate and
which can become the source of its profitability.

The Information Treaty would embrace Polish and Ukrainian information
and computer companies which are vitally interested in the Polish-Ukrainian
information space as well as unblocking the information market in order to
achieve not only their goals but also profits. The Treaty could assume a form of
a company based on the interest and resources of its participants, which would
be able to support itself. The Economic Education Foundation's involvement
would be also essential due to its initiative and influence.

The establishment of the Treaty depends on its access to (not neccssarily as
aresult of sale — a form of lease or commission is also possible) certain elemen-
tary, initial, critical-mass information resources as well as a basic set of
tools. By information resources I understand already existing data, which are
difficult to access due to its diffusion, format differences or administrative bar-
riers. The information itself would concern commerce. statistics, technological
and administrative procedures. The above mentioned tools would include Inter-
net browsers, database software, tools for monitoring and analysing information
processes, advertising and financing procedures which allow to stimulate the
market presence of particular data. The Treaty could have only commercial
rights to the data and tools, although the equipment could also constitute a con-
tribution of the participants or be an object of lease (given in commission to the
Treaty). In addition to serving as a work tool, the equipment could also consti-
tute a part of commercial exhibition.

The Treaty has as its condition and main goal releasing to the market infor-
mation created and blocked by the administration. In a way, the task has a more
political than technical or economic character. Without it, however, the emer-
gence of the information market as well as the very existence of the Treaty will
be impossible. In its political aspect, the task may only be suggested here; in the
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technical one, regarding tools and procedures, it may be narrowed down to cre-
ating standardised procedures of propagating and preparing for the practical use
legal norms created by the state and local administrations. This would include
applicability of such slogans as ‘administrative information shoul(? bg made
public’ and ‘legal norms should be made public’ as well as standardisation and
customisation of such procedures as setting up a company, crossing a border,
insurance services, bank contracts and others.

Compiling and servicing the above-mentioned set of Polish—Ukrainian
communication needs as well as monitoring of resultant commercial agree-
ments and contracts could constitute the initial phase of the proposed Treaty.
The experience gained would allow to supplement earlier diagnoses of the state
of information processes and develop a detailed information exchange
mechanism. It could also be used in establishing suggested earlier ‘Telephone
Companies’ for the unemployed in a mining town in the Donetsk region as
a model partner for the Information Treaty.

7. Conclusion

The state of the information space is a crucial issue for communities under
the pressure of restructuring. In such circumstances full information access ap-
pears to be their prime need and the most acute problem for individuals and or-
ganisations, which are about to abandon their old roles and assume completely
new and unknown ones. Currently, such people are estranged and helpless re-
lying on a kind of information, which we know, as gossip, threatened by panic
or random hopes. In cases of the regional restructuring, almost everybody be-
comes a victim of such conditions: the unemployed, companies which change
their field of operations and legal status, individuals setting up their own busi-
nesses, local government and educational organisations. The novelty of their
situation is most fully reflected in their demand for information. The existence
of the information market is a condition of satisfying the demand. 1t is only
within the structure of the information market that a consulting agency can ne-
gotiate individual cases of its customers and the totality of the information
space. Such a market needs to be stimulated, which will also contribute to the
stimulation of general transformation processes. A union of main participants
in the future information market, a company based on its participants’ poten-
tial, the above-mentioned Information Treaty, should be the main tool of such
stimulation.
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Jerzy Diatlowicki

RESTRUCTURING OF THE DONETSK REGION
AND INFORMATION PROBLEMS

Whenever information becomes a focus of consideration, regardiess of the
reasons for it (in this case in connection with problems of old industrial re-
gions), the most fundamental issue at work is how to get information about in-
formation.

The first, most obvious, step is to search the mass media: press, radio televi-
sion. If the data does not appear to be satisfactory, one can try to analyse mate-
rials prepared by specialised administrative or academic centres, which are not
intended for the public circulation. However, direct contacts with people seem
to be the most effective source of information, provided one manages to stimu-
late sufficient level of openness.

Such theories may be propagated endlessly, but in fact they are not of much
help. In Ukraine, suspension of disbelief is natural. The first impression from
any Ukrainian market is that one kilogram weighs only 800 grams there. This is
understandable, at least to a certain extent. However, the fact that all customers
accept it as something natural is surprising. The degree of astonishment grows
as one moves westward. What the above means is that ‘pure’ information does
not exist and that it “comes to life” only in the mind of its consumer.

In its information dimension, the notion of restructuring old industrial re-
gions requires the recognition of at least several planes of observation.

First of all, do people who are involved in the phenomenon in question
know of its existence? The classical negative example is Moliere’s Jourdain
who did not know he “spoke prose”.

Secondly, do the people in Donetsk and its vicinity know that they live in
“an old industrial region™? We assume they do, so we will not dwell upon that.
What is more important is whether they know they are to undergo
“restructuring”?

Ukraine has its own Ministry of Information and Donetsk is home to its lo-
cal branch. However, when questioned about the information policy concerning
restructuring, the director of the centre did not have much to say. He only in-
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formed us that there were approximately 450 periodicals registered in the dis-
trict with some 200 actually coming out. A former deputy—-govemor, he openly
admitted that his present position was a mere step in his political career. As the
position’s scope of activity was rather vague, he was not able to implement any
information policy. This was not only due to the fact that the central authorities
did not know what “fo say”, but also because he did not know whether his per-
sonal views were supposed to be compliant with the official Kiev line or not.

The vice-president of the official Mining Trade Union with more than
800,000 members, is unabashed in stating that his organisation is ready to turn
into a political party supporting anybody who will solve everyday problems of
the miners. Needless to say, the latter are not enthusiastic about restructuring,
They do not have their own vision of transformations either, so they have de-
cided to support the president. If both sides fail to communicate effectively, the
miners will find other protectors.

Such open views expressed by many people contribute to the thesis that
Ukraine does not have the information market in which information is a com-
modity used in formulating opinions. Instead, there is quasi-information which
serves the interests of the current cabinet and promotes its legitimacy.

Even though the Soviet government used to cherish its information monop-
oly, the situation in the country was relatively stable. Nowadays, Ukraine is sus-
ceptible to serious upheavals in all spheres of life.

Therefore, one can witness the paradoxical coexistence of both certain em-
bryonic democratic mechanisms in the information exchange and the regulation
of information by the ruling elite, which conceals full knowledge of financial
and economic phenomena. The schizophrenic awareness of many creators of
information has not disappeared with the Soviet Union. The press officer of the
current governor of Donetsk, who is well aware of the restructuring plans for
the mining industry (including plans to close down a number of coal mines), is
an author of complacent and optimistic articles in the Kiev press which contain
information blatantly contradicting her actual knowledge of the facts. Her arti-
cles affect the central government’s image of the region in which the truth does
not seem to be necessarily present.

Apart from the political elite and the media there are also ordinary citizens
whose awareness of the facts was shaped by the previous system and who have
not yet learnt how to use their right to know things.

When we were leaving for Ukraine, we knew that the far—fetched restruc-
turing of the coal mining industry, including closing down of more than 100
mines, was a condition of the financial support many international organisations
offered to Ukraine. During our interviews with the high—rank political and eco-
nomic officers the number of mines to be closed down dropped, first to 105,
then 75, 53, and 40, only to stop at the level of 28 + 5 (28 mines and 5
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branches). Our Ukrainian partners from the Widrodzennia foundation were not
able to share any information while emphasising their independence of the state
administration. Furthermore, even our potential allies from the Donetsk chapter
of the Soros Foundation were withholding from us basic information concerning
the region’s major problems. To say the least, Polish experts experienced diffi-
culties in contacting companies, government and market institutions, and others
although the director of the local chapter of the Soros Foundation had promised
all necessary support in a special document.

All the above connect with the lack of political stability and can be ex-
plained in terms of subjective factors and ill-will of certain people. These could
be easily overcome. What is more important is the objective factors. If quanti-
tative information is just a question of collecting data and willingness to distrib-
ute it, qualitative information has an entirely different character.

The coal mining industry restructuring is a good example. Is it possible to be
an object of restructuring, even with the knowledge of its mechanisms, if the
elementary information concerning the process’ reasons and goals is not avail-
able? Is it necessary to close down the mines, which are valuable from the point
of view of coal mining?

The phenomenon of closing down the mines or individual pit shafts is not
new. So far, however, they have been closed for technical reasons. In the Soviet
economy, unlimited demand for coal was an inseparable part of consciousness
of both the ruling and the ruled. In “the economy of shortage”, production costs
did not constitute a problem for the government while the citizens were not
even aware of them. The emergence of capitalism in the post-Soviet Ukraine
has not triggered the market consciousness in either group. The conflict be-
tween the Dniepropietrowsk and the Donetsk clans is not a dispute over the de-
gree of transformations, but a power struggle. In these circumstances both
groups are not interested in the economic education of the society. There is no
independent intellectual elite who would consider it their duty to propagate the
principles of the free market economy, either. What is more, many potential
members of such an elite share the views of ordinary citizens. In Poland Bal-
cerowicz formulated the plan of transformations, Ukraine does not have a leader
whose bold economic decisions would trigger essential and irreversible
changes, even those coming at a great cost. Nowadays, the lack of such deci-
sions costs even more.

All our interviewees in Donetsk doubted good intentions of the World Bank
and International Monetary Fund, which had insisted on the restructuring of the
Ukrainian mining industry. The opinion that "They’ll destroy our mines in or-
der to control the price of coal” was shared both by the uneducated leader of an
independent trade union and a sophisticated political science lecturer. It was
also expressed by a young journalist in a local newspaper. The argument of
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“a capitalist plor” repeats so frequently that it can be considered not only a relic
of the past system, but also a common point unifying the authorities and the
citizens. Since it is very hard to discern any signs of social concern, it is quite
safe to say that the official organs cynically support that view. The situation is
also worsened by the fact that only a part of the funds, granted by international
financial organisations for restructuring of the mining industry, reaches the
country; the payments are also always late. Hundreds of thousands of people
whose lives have been ruined cannot understand the situation. Even though the
government promises “something for something” trades, the latter never come
out. The questions about the causes of such a state of affairs remain unan-
swered. Those who pretend to be better informed claim that hundreds of mil-
lions of dollars have been partly embezzled and partly served as a support of the
currency and a check on inflation. The proportions of these two explanations
vary depending on the speaker’s attitude toward the present government.

Consequently, we may conclude that the language in which potential sources
of information could express their messages does not exist. This is an objective
factor. Let us assume, however, that due to some miraculous intervention such a
language emerges and subjective reasons for its non-usage disappear. The
situation would not change drastically because there exists another, perhaps the
most crucial, factor limiting the information flow. The information sender does
not speak the language of the information recipient. This lack of knowledge is
naturally only potential since, as we pointed out earlier, such a language has not
emerged yet.

The quality of life in “the old industrial region” has deteriorated so much
that more and more people do not desire information, but bread. Both remu-
neration and pensions are paid in the form of 60% advances many months late,
which contributes to a state of the mind in which information ceases to be
a principal necessity. In the case of miners who have been made redundant, this
has an additional psychological dimension. The widening gap between the ex-
perience and the declarations of institutions responsible for the situation con-
tributes to the “voluntary helplessness™ which has become the plight of unem-
ployed miners. The socialist system is most responsible for the feeling, but the
feeling itself also makes it impossible to function in a young semi-capitalism.
However, it is not only the former political system that is exclusively to blame
for the situation. It suffices to say that the voluntary helplessness of masses of
the socialist society is also characteristic of miners in old Western industrial re-
gions. The struggle with it involved serious financial means in such places as
Wales, Westphalia and Pas de Calais. In Ukraine, however, the experience of
dealing with this particular problem was not available. Considering the impos-
sibility of satisfying the basic needs of the society, a growing number of self-
limiting people who accept such a state of affairs constitutes the major danger
threatening old Ukrainian industrial regions.
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Hundreds of hungry children in the streets of Donetsk give an idea of the
scale of the phenomenon. According to a mining trade union member, the num-
ber of people who would use free meals ranges between 70,000 and 90,000 in
Donetsk alone.

The Polish $.0.S. foundation offered the very same trade union, Independ-
ent Mining Trade Union of Ukraine, support in the form of food required to
provide hungry children in the city with 500 portions of soup for 30 days. The
foundation also promised money for buying bread. The period of 30 days was
supposed to provide knowledge of the scale of needs as well as to test the or-
ganisational aspect of the action. Unfortunately, between May and November of
1997, the trade union could not initiate the action, instead observing the experi-
ence of a certain German charity organisation. This is but one example of the
mass helplessness.

Restructuring of an old industrial region also has its town-planning dimen-
sion. As everywhere, coalmines stimulated the growth of clusters of quarters or
little towns whose existence was entirely dependent on the mine. In the socialist
economy, industry financed the whole infrastructure of such centres. Blocks of
flats, central heating, kindergartens, health service, even funeral bonuses, were
all covered by the coal mining company. Nowadays the mines are being closed
down. Every time a “mother—mine” is closed, within a year such towns start to
resemble abandoned Wild West shanty towns. People with tablets saying 7 am
collecting money for a funeral”, standing in the streets of Donetsk, are the best
testimony of the situation.

We happened to visit (to the great dissatisfaction of our Ukrainian hosts)
one such town located in the vicinity of a closed—down mine. It was hard to be-
lieve that at one time miners were “the leading group of the working class”,
privileged both materially and morally. There were 23 families living in a one—
floor ‘corridor-house’, each in one room. Two common kitchens and
bathrooms served several dozens of people. Only in 6 families fathers had
steady jobs working in the security maintenance of the mine, but their
remuneration was irregular. The remaining families lived on a dole and money
eamed in odd jobs. All households had TV sets, but more than half of these
were either out of order or had very poor quality of broadcast, with no money
for repairs. Not a single family had current newspapers. Apart from school
handbooks, there was only book in the whole house — it belonged to the wife of
a trader who sold articles brought from Turkey. Meat appeared on their tables
only once a month. The dilapidated building was not formally administered by
anyone: many families had not paid a rent for months, but no-one claimed
unpaid dues. The nearby school was to be closed the following month and the
inhabitants did not know where they were going to send their children. If the
authorities do not arrange transportation, the children will not go to school
because they have no money for a bus. If free meals were given out in the city,
the town inhabitants would not be able to get them for the same reason. The
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not be able to get them for the same reason. The only place where they could be
given out is the old mine canteen. The people did not keep rabbits or hens be-
cause previous attempts had ended up with thefts of the whole livestock. The
soil around the town is infertile so it is impossible to cultivate little vegetable
patches, which constitute the basis of upkeep for millions of Ukrainians. The
town grounds are so wet that the trees died of ... excess of water. Nearby, next
to the ruins of a similar building, there was another one, inhabited by a dozen of
families, with vestiges of a small shop, several closed workshops and something
that resembled a club. The nearest shop, located by the bus’s route, was 10
minutes away. The same distance was to the nearest telephone in the post office,
which was open only until midday. A bottle of vodka cost less than a dollar and
a half.

The official documents of Coal Mining Industry Restructuring Company,
which comprise data concerning the situation in consecutive months, contain
approximately 15 to 20 % of empty pages due to the lack of information. In
human dimensions, they translate into many little tragedies. For these people
information is not a prime necessity.

An information centre, which is supposed to help miners find new jobs, has
been opened in the vicinity of one of the closed—down mines. The project is fi-
nanced by one of West European foundations. This is where foreign guests are
taken and shown brand new computers. The notice board is full of job adver-
tisements cut out from newspapers. The miners who were made redundant in the
mine have been paid all dues in time so that, when questioned, they can attest to
the concern of the authorities responsible for the process of restructuring.

The fact that after a year Coal Mining Industry Restructuring Company ‘re-
turned’ one of the mines it had been given for restructuring with the increased
debt only confirms the similarity between the activities of Ukrainian restructur-
ing organs and the tradition of imperial serf villages.

I have presented a basic scheme of the information flow (or rather its ab-
sence) between potential senders (the government) and recipients (society) in
a sociologically simplified form. In reality, there are many intermediary levels.
which both create information and, which happens most frequently, process it.
These include the mass media and representatives of institutions that are present
in everyday life of the citizens.

Even though I was carefully following the news coverage during my three~
week visit to Donetsk, I noticed only one reference to the mining industry. On
the eve of one of numerous holidays, the director of a prosperous mine (in
which bribery is allegedly the only way to get a job) stated that the mine would
be also working during the holiday "because people needfed] coal” The same
opinion was presented to me by a representative of the presidential
administration who was responsible for the district mining industry. Asked if
companies, which needed coal, had financial means to purchase it, he replied in

174

Restructuring of the Donetsk Region and information problems

needed coal, had financial means to purchase it, he replied in the negative. Nev-
ertheless, he insisted on the necessity of the coal production seeing restructuring
as a capitalist conspiracy.

The possibility of formulating an information-focused diagnosis of the old
industrial region undergoing restructuring appears to be very little. My Novem-
ber visit to Ukraine and participation in three rounds of workshops in Stacha-
now, Makijiwka and Donetsk allowed me to adjust the picture I had after my
first visit.

Personal contacts with nearly hundred participants who were trying to find
the best “strategy of decision-making” allowed me to formulate less ‘psycho-
logical’ remarks which almost resembled quantitative research. The analysis of
statements and behaviour of the political and economic authorities of the three
Ukrainian cities contained fewer personal and emotional elements than the case
was with direct victims of the restructuring. City mayors and their deputies, di-
rectors of municipal services, faculty members of local institutions of higher
education, trade union representatives as well as students of management, other
local officers, and management personnel of local companies did not stimulate
spontaneous fondness, which significantly helped to prepare the analysis “sine
ira et studio”.

If one were to equal the Ukrainian social experience with the behaviour and
statements of the workshops participants, a surprising convergence of opinions
could be observed. However, even the minimal knowiedge of contemporary
Ukraine and socio—economic past of the former Soviet Union compels to
change the initial impression.

Firstly, the said convergence of opinions appears to be the result of not only
common experience, but also notional poverty which, whenever it comes to de-
scribing the immediate reality, characterises all participants of the social life in
Ukraine. The notional poverty manifests itself in the poverty of the language.

The first hypothesis is that “the new reality has not yet developed its own
language.” Another is that “the reality is not sufficiently new to necessitate the
existence of the new language.” Each of the two has its share of the truth.

Let us start with the arguments in favour of the second hypothesis. "Nothing
has really changed here”. There are fewer elements of the old order: there is no
dominant party and “its guiding role”. Its structures of power, paraliel to the state
administrative and economic organs, have also disappeared along with the ideo-
logical language in which the orders were formulated. This, however, has not
changed in the least vertical structures of dependence and the lack of both eco-
nomic and territorial self-government. Consequently, the old language is good
enough to describe the new reality, or rather the old one minus just one element.
The only new notion is ‘the head’ of the municipal or district administration. This
anthropomorphic term is an expression of a persistent, even in the post-Soviet so-
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ciety, longing for a leader, individual or communal, to whom people could dele-
gate their right to decide in exchange for the minimal satisfaction of their needs.
Economic difficulties have not affected the forms of ownership or even organisa-
tional structures of state companies. In individual companies, decision-makers’
strategy is to survive not in order to achieve some critical goal, but to wait until
somebody at the top, somebody from the outside, makes the decision for them.
Instead, the word ‘barter’ has become one of the most popular words in Ukraine.
The companies have used it as an instrument of survival, generating corruption,
which would be unthinkable even in the socialist economy. This attitude marks the
disappearance of another factor which, triggers real transformations within com-
panies. 20 % to 40% of the total production capacity is currently used, let alone
a preposterous level of hidden unemployment. The apparent normality of the
situation does not stimulate new phenomena, which in their turn, do not stimulate
the emergence of the new language.

Another perspective is that "The reality has changed so drastically that
people have not managed to follow it with the new language”. If this did hap-
pen, they succeed in describing it in the language they used for the old reality.
Consequently, they are grossly mistaken since, due to the inadequate language,
their linguistic interpretation of events parts ways with the reality creating
a completely false consciousness. There are also objective differentiating fac-
tors at work here.

One can distinguish several dimensions of the language used by the partici-
pants of the workshops in Donetsk. First of all, there is the size of the city
whose problems they discuss. Stachanow with the 130,00 population, Makiji-
wka with the 500,000 population, and Donetsk with 1,5 million inhabitants im-
press the language describing functioning of the city in different ways. There is
also an issue of functions performed by the participants in their cities. The per-
ception of his functioning within the urban infrastructure represented by
a mayor is distinctly different from that of the director of municipal services.
Yet another, perhaps the most important, factor at play is the Soviet
“experience”. The latter affects one’s ability (or its lack) to master the method
of analysing the reality by brain-storming. The language of discussion is the
best example of such distinctions. Older Soviet Union activists use a typical
new-speak which, although devoid of ideological phrases, is still full of mean-
ingless embellishments while former party functionaries or military officers tend
to employ moral arguments such as “social justice” or ”common good”.

All the above differentiating factors became primarily conspicuous during
discussions, or even marginal heated disputes. In writing, arguments, which
were reactions to the moderator’s questions, appeared to be surprisingly uni-
form. Could that be the result of the “official’™” character of writing? Both the
description of reality and visions of the future were constructed using a poor
repertoire of institutions and features of their leaders. If one wanted to assess
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the participants’ preparation to life in a democratic society on the basis of their
written language, the results of qualifying would be negative.

Regardless of the size of the host—city, certain essential notions were never
used including: information (!), territorial self-government, self-government in
a workplace, economic independence, responsibility (in any context!), interna-
tional situation, social awareness, and even society as such. These appeared in
the statements made by the Polish participants of the workshops. Even if these
terms are not used everyday, it is hard to imagine their absence in a serious
analysis of the reality, which was exactly the goal of the project. Their con-
spicuous absence may result from the common abandonment of once overused
macroanalytical terms. It is hard, however, to ascribe this diagnosis to those
workshop participants who were in their 20s and reached adulthood in inde-
pendent Ukraine. In their case, the absence may be the result of the blind fol-
lowing of the language of older participants. These, in turn, attempted to create,
consciously or subconsciously, a new reality by apparent changes in their lan-
guage depending on abandoning certain terms without acquiring new ones.

The external observation of the Ukrainian workshop participants leads to the
conclusion of excessive helplessness in the perception and description of the
reality. The analysis of the local situation in various cities dispensed with such,
apparently useless, institutions as the President (not mentioned even once), the
Parliament (mentioned only twice), or the government (mentioned a few times).
Nobody used such words as ‘the capital’ or ‘Kiev’. The regional differences
within Ukraine also failed to be the subject of discussions while the ethnic is-
sues appeared to be a total taboo. Private conversations, in turn, abounded in
descriptions of omnipresent corruption. The problem is so big that the US gov-
ernment obliged Ukraine to establish a special anti-corruption institution. (The
United States provide Ukraine with financial support, which is second only to
amounts given to Israel and Egypt.) Such an institution was established in May
1996, which made it possible to talk openly about the phenomenon. However,
why this aspect of the social life did not surface in the public discussions even
once remains inexplicable. When asked about corruption by a Polish expert, the
participants laughed admitting the existence of the plague, but placing it outside
their own environments. They tended to name the governmental level of power,
which obviously contradicted everyday experience.

The complete disregard of Coal Mining Industry Restructuring Company,
the most important institution established with a view to creating the new posi-
tive reality, marked the other pole of the ‘social blindness’. The majority of the
region’s problems was connected with the already executed and planned
closed—-down of coal mines. Dramatic social phenomena were nothing new to
the workshop participants, yet they did not mention the Company as an active
part of the socio-economic life in any terms, either positive or negative. What
was downright shocking, the Deputy Director of the Company was one of the
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workshop participants. It might be, however, interesting to know that the said
director is simultaneously the leader of the trade union of mining technicians
and engineers. His wife, a representative of the trade union, also took part in the
workshops.

Apart from all these observations, it might be worth assessing the instrument
itself — the workshops. Many participants proved to be qQuite interested in them,
some even enthusiastic. Such an occasion for intellectual analysis was not
commonplace for the local Ukrainian leaders. The presence of the moderator
was also intriguing for people used to the authoritarian manner of conducting
training courses and workshops. Their active participation in finding strategies
and solutions was facilitated by general calmness, an atmosphere of consensus,
equal attention and respect shown to all participants, and immediate execution
of their ideas. Such ‘friendly’ relations tumed out to be attractive even for the
older participants who were used to the party and military drill. The young ones
associated the form of meetings with the western liberalism, which constituted
sufficient grounds for acceptance.

The word ‘liberalism’ has not appeared here incidentally. Several local
leaders introduced themselves as liberals while one young man described him-
self as a member of Liberal Party of Ukraine. Moreover, his bold views clearly
contrasted with the commonplace opinions of his colleagues. Among several
dozens of the participants, he was the only one to understand that old-fashioned
machines and equipment did not contribute to the region’s potential on which
the future of the region was to be built. He was also the only one to contest the
others’ opinion that the high qualifications and experience of the labour force in
companies constituted a valuable reserve. Finally, he was the only one to use
the term ‘world market price’ while speaking of coal and steel. Among senior
participants, an engineer from Stachanow differed in his opinions from the ma-
jority of economic “apparatchiks”. It turned out later that in the past he used to
be a dissident. Ukraine could find its chance if a plane of consensus could be
found between such people.

I'am convinced that in one respect our activity is not to be underestimated.
Bringing together local leaders and allowing them to exchange views in a situa-
tion far less stressful than a production meeting or a political conference con-
stitutes one of the manners of establishing a democratic society. However, such
occasions should be more frequent. Otherwise, our workshops will remain
a one-time experience, which only confirms a common conviction of one’s
country’s, region or city’s uniqueness.

If such events are to be repeated, it seems that their organisers should ensure
greater homogeneity of the group, not necessarily in terms of positions or functions,
but rather equality within the social structure. Individuals of similar responsibilities
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find it easier to identify problems properly. They are also more willing to discuss if
potential disagreements are with a person of the similar standing.

One of the important points of the project is the introduction of the intellectual
method of activity, which although undoubtedly theoretical, thanks to the participa-
tion of Polish experts and representatives of local governments allowed the Ukrain-
ian colleagues to see practical effects of the decision-making workshops.

Considering the current socio—political situation, it is hard to expect that the
Donetsk region will develop a healthy and free market of information in the
nearest future. The establishment of a strong international information centre
could be one of the ways in which European Union could help the young
Ukrainian democracy. Such a centre would collect all data concerning Ukraine,
which would be freely available to both individuals and companies. The centre
could also publish a periodical report discussing the biggest problems of the
country as perceived in the mass media, possibly in the form of paid advertise-
ments. Such a custom would not constitute a bigger interference into the inter-
nal affairs of the country than the above-mentioned pressure the United States
exerted in connection with corruption.

Another, still untouched, source of information is a great Ukrainian commu-
nity abroad, particularly in Canada and the United States. It is easy to see tour-
ists—emigrants in the Ukrainian streets, but they seem to be absent in the process
of establishing the first in history independent Ukrainian state. The same con-
cerns Ukrainians living in Poland, particularly the young ones, who could easily
propagate the Polish experience. The sooner independent Ukraine deals with
the widely understood problem of information, the sooner it will become a nor-
mal state.

The difficulties in finding essential symbolic references, both facilitating
formulation of supraindividual goals and encouraging necessary periodical
hardships constitute another problem in the way of the transformation of the
Ukrainian social awareness. The embryonic (particularly in Eastern Ukraine)
national consciousness does not appear to be such a reference point. However,
in my opinion, certain hopes can be associated with the idea of the Ukrainian
state as a young European democracy. The symbolic struggle for Ukraine be-
tween Europe and Russia may prove helpful in this process, provided the former
succeeds. The problem is not in Ukraine being unified with Russia as a threat to
Poland although such a scenario is also possible. The point is in Poland’s ac-
knowledgement of Ukraine’s autonomy, especially considering several centuries
of the tempestuous Polish~Ukrainian relations.

The current political situation in Poland does not promise much in terms of
such an attitude. There are still certain groups in Poland which tend to express
ill sentiments. The former parliament did not decide to condemn the ‘Vistula’
operation. Therefore, all pro-Ukrainian Polish activities should be strongly en-
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couraged; the funds should not only come from western investors. Pro—Ukrain-
ian activities for Polish money will symbolically prove particularly important.

There are many threats in Ukraine itself, too. The young state may seek its
internal integration in nationalism: there are certain symptoms of such disposi-
tions. Ukrainisation of the state may prove to be a great obstacle in many edu-
cational reforms. Economic problems, especially with energy, may push
Ukraine toward Russia. A strong industrial lobby in Ukraine envisions the fu-
ture of the local production only in association with the Russian consumer mar-
ket. Social unrests caused by food shortages may also change the positive per-
spective. The Ukrainian paradox is hard to understand for many Europeans who
perceive the country as a potential ‘pantry of the continent’.

One could go on enumerating possible difficulties. One could continue to
warn against the unknown. Everything is possible in Ukraine.

Including success!
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THE DONBAS REGION LOCAL
DEVELOPMENT STRATEGIES DEVISED
WITH THE UTILISATION OF THE METHOD
OF ACTIVE PLANNING FOR STRATEGIES
(MAPS)'

Introduction

,, The future of traditional industrial regions in Europe” — the joint Polish—
Ukrainian inter—regional co-operation project offers a unique opportunity for
the Ukrainian representatives of the Donbas Region and their Polish partners
from Upper Silesia to share their experience and expertise in the active promo-
tion of economic development on the local level.

The modern approach to the regional and local development was first adopted
in Poland on the turn of 1992/1993 with the Polish Government initiating actions
targeted at setting up regional political centres. These endeavours were coupled
with the emergence of numerous EEC regional and local development schemes
and business support projects. Furthermore, the key success factor for all these
actions was the positive attitude of local and regional communities.

In the beginning of 1990s Upper Silesia, the major heavy industry centre in
Poland, was hit by the turmoil of systemic changes doubled by the industry re-
structuring problems. Facing the difficulties similar to the ones haunting Don-
bas today, the Silesian regional authorities launched a search for positive pat-
terns in other regions of Europe. It was no surprise that the areas of particular
interest to them in the past and today have been the regions of similar social and
economic structures, such as the Ruhr district in Germany or the French Nord—
Pas de Calais metallurgic and coal-mining industrial region. Additionally, for

! MAPS - is a method developed by F Sfor Ex ic Eds specially for the
purpose of local and regional strategy de . In the develop of the method
the elements of other visual moderation methods were used, such as METAPLAN and
ZOPP, together with the experience of the Foundation's experts in their application.
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as de Calais metallurgic and coal-mining industrial region. Additionally, for
a couple of decades both districts have been co—operating with primary East
and Central European metallurgical and coal-mining centres. Yet, only follow-
ing the collapse of communism in Poland, emergence of the free—market econ-
omy and establishment of local governments have the Polish local authorities
started taking from the West European expertise in restructuring and promotion
of the local communities. Today it is Upper Silesia that offers similar know--
how to the Donets Basin at its turning point.

Over three years ago the North Rhine — Westphalia authorities decided to
support the restructuring of Upper Silesia. Since that time many German experts
have provided extensive consulting services to the Silesian provinces and their
governments upgrading the economic development of the region. For example,
one of the regional prides of North Rhine — Westphalia and the one that this ter-
ritory is passing on to its partner districts is know-how in the sphere of favour-
able settling down local conflicts on the way of multilateral agreements by all
the partners. The chief asset of the system lies in the positive motivation of the
parties involved to keep up and develop good mutual relations in order to carry
out the provisions of the agreements. Co—ordinating actions executed with the
participation of numerous independent entities supporting their business and
social interests calls for the new management techniques, previously not applied
in the regional development.

Methods and techniques of the effective programming of economic devel-
opment devised in the course of the past 30 years in North Rhine — Westphalia
have also proved effective in Upper Silesia where, through the local affiliation
of the Friedrich Ebert Foundation, there have been initiated local development
projects with the participation of 116 provinces of the region making up the lo-
cal government. These municipalities established 16 extraterritorial communi-
ties. With the assistance of the experts from the Economic Education Founda-
tion, such communities developed the extraterritorial economy development
strategies. The strategies determine the directions for the development of the
communities, the principles for the co-operation between the municipalities in
the achievement of the agreed goals and the priorities, which constitute the basis
for the preparation of ventures facilitating the realisation of strategy's goals.

The actions carried out in Donbas within the Polish-Ukrainian extraterrito-
rial co-operation are the continuation of the intemational co-operation of Euro-
pean regions: Polish Upper Silesia, German Ruhr District and French Nord-Pas
de Calais. Using German experiences and combining them with modern man-
agement techniques, the Economic Education Foundation developed the
Method of Active Planning for Strategies (MAPS) which has been success-
fully applied in the local development projects in Poland (among other in the
Upper Silesia) and in other countries.
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First actions were undertaken within the Polish-Ukrainian project in order to
develop the local development strategy for three cities of the Donbas Region.
With the assistance of the experts from the Economic Education Foundation
and applying the ASMP method, works have been initiated on the strategies for
Makiyevka (workshops 1+2 October 1997), Donetsk (workshops 3+4 October
1997) and Stachanow (workshops 20+30 September 1997).

ASMP based strategic workshops - results and framework

Three cities of the Donbas Region and two Upper Silesia Region — Mikolow
and Bytom participate in “The future of traditional industrial regions in
Europe” project. Although the local administration in the Ukraine has no pow-
ers comparable with those of Polish self-governments, decentralisation of gov-
ernment may be observed. One of the project's objectives is to initiate and de-
velop the co-operation on the local level between the participating Polish and
Ukrainian self-governments.

In order to present the Silesian experiences to the Donbas partners a strategy
development workshop was held, with the participation of the high officials
from two Polish cities, including the Mayor of Mikoléw and Vice President of
Bytom). In this way the Economic Education Foundation was in a position to
present in Donbas new methods for strategy development based on local con-
sensus. Simultaneously, the Polish participants contributed their conclusions,
comments and presented their experiences, which were discussed and accounted
for (or not) in the strategic documents of Stachanow, Makiyevka and Donetsk.

The Method of Active Planning for Strategies (MAPS) is based on the
application of strategic workshops technique, which - when appropriately held-
ensure systematic group work of the team composed of the officials and local
experts as well as invited external experts. A complex and mutually agreed out-
line of a city's or municipality's development strategy is the result of the series
of the workshops. Workshops were held in Donbas, which constitute the first
state of strategy development and they must be continued in order to achieve the
supreme goal.

The idea of workshops is based on the results of research concerning the
motivation to learn and on the state-of-the art management techniques. The
main characteristics of this idea are:

a) team work principle

The participant of the workshops are the members of any team (project te-
am, group, division) and co-operate with each other also after the venture. Du-
ring the workshop, a team may be assisted by the external advisors or represen-
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tatives of the govemment or co-operating institutions. Close co-operation at
workshops results in:

D levelled access to knowledge and information,

O improved mutual understanding,

(3 tighter internal liaisons in the team.

It is imperative that the workshop participants be diversified, i.e. that they
represent different businesses and organisations that are interested in working
out a common action plan. In each one of the three cities of Donbas this crite-
rion was met. The participants represented the local and regional administra-
tion, business (private companies, state corporations), educational institutions
and non-governmental agencies. The principal work mode in the teams facili-
tated exchange of the participants’ opinions and arguments. At the end of day
two of the first round of workshops positive interactions had emerged among
the members of each of the three project teams.

b) Orientation towards practical applications

The Programme is tailored to the individual needs of the participants
emerging in the course of their daily professional duties. Such arrangement re-
sults in:

O stronger motivation for studying,
0O participant's identification with results achieved,
O awareness of the practical applications of the agreed steps and actions.

The three workshops held in Donbas did not have a purely academic char-
acter as there had been discussed and studied actual problems of the cities and
the teams were trying to come out with the proposals of concrete actions to ad-
dress the vital issues. In order to present final solutions or suggestions there is a
need for additional three 2,3—day workshops in each city. The result of the
problem analysis carried out during the workshops proves the fact that the
Donets Basin district has dwarfed to the critically low economic level. It is nev-
ertheless interesting that the problem analyses for each of the three examined
cities, however similar to one another, resulted in considerable different remedy
schemes. The result of the Stachanov case study depicted strong local desire for
the greater interventionism of the state and public authorities. The other two
cities clearly favoured quick transformation towards the free market economy
and entrepreneurial development.

c) Participation

The team members should be encouraged to actively participate in the ses-
sions. They should take advantage of the possibility to share their knowledge,
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expertise and experience in the course of case studies and discussions leading to
working out common solutions and decision taking. This results in:

O thoroughly worked out results,

0 greater identification of the participants with the proposed actions,

O higher level of member's satisfaction.

The MAPS method facilitates project team members' active participation in
the sessions. Additionally, participants’ good acquaintance with the presented
problems triggers high level exchange of opinions. High quality and effective-
ness of the common work of the Polish and Ukrainian colleagues were also the
result of the good communication as the Foundation for Economic Education
experts (moderators and consultants participating in the sessions) had good
command of Russian. The lack of communication barriers substantially im-
proved study processes leading to the mutual satisfaction.

d) Interactive learning

The methodology of the workshops was targeted at eliminating passive re-
ception on the part of the participants in favour of the techriques focused on:
D triggering active participation of all the members (small group tasks,
discussions),
O encouraging the members to exchange opinions and share experiences.
Group moderators utilising the ASPM method were equipped with a set of
tools and techniques for settling emerging intra—group conflicts and steering the
discussions back to the core points as the members were veering from the pri-
mary subjects. After the initial two days of the sessions the Donbas participants
expressed their high opinions on the applied methodology, engagement and ex-
perience of the group leaders.

e) The visualisation technique

The visualisation technique is one of the key success factors of the work-
shops as it facilitates engagement and stimulates interest of the group members:
concepts are written down, then displayed on the board so that anyone has ac-
cess to everyone's notes and remarks that are further discussed and analysed.
The advantages of the method are following:

O the materials are not messy,
one can hook on and off the course of the discussion freely,
participants may remain anonymous if they wish,
it facilitates dealing with delicate issues,
it triggers concrete discussion.

oooan
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The visualisation technique, as opposed to traditional conferences, requires
the participants to share the command of a common language. While regular
seminars can be carried out effectively with the utilisation of simultaneous
translating services, the visualisation technique almost entirely excludes such
option. As the Polish workshop participants could not communicate in Ukrain-
ian all the members agreed on Russian as the official session language. Nor-
mally any arrangements to use Russian as the official language at formal occa-
sions are fiercely opposed to by Ukrainians who perceive their mother language
as one of the mainstays of their country's independence. The local participants
of the Donbas sessions did not express problems or uneasiness in that area and
agreed to the request of the Polish party.

The workshops results were recorded based on the visual materials (in Rus-
sian, partly in Ukrainian and delivered to the participants. The Foundation for
Economic Education and the International Raneissance Foundation (Ukr.
“Widrodzennia’) posses copies of the workshops technical reports.

f) Result-targeted orientation

In the course of the workshops there have been discussed vital issues con-
cerning the Ukrainian party. As all the session were result-oriented the teams
have come up with common applicable solutions.

All the three sessions constituted preliminary stages of the projects to devise
complex development strategies for the participating cities. There is further
need for three 2, 3—day workshops for each city in order to agree upon final
objectives, tasks and actions.

Continuation of the Project “The future of traditional industrial regions in
Europe” in the Donets Basin will involve participation of the partners from
Upper Silesia, the Ruhr district and Nord-Pas de Calais.

Working out the strategy of region development using Method of Active
Planning for Strategies (MAPS), the manager lead the discuss participants
through following work stages:

stage 1:  THE ANALYSIS OF THE PROJECT'S ENTITIES
— the participants and target groups are subject to the
analysis
stage 2: PROBLEM ANALYSIS
~ the main problem is defined

stage:3 PROBLEMS ANALYSIS
—the reasons and results of the main problem are ana-
lysed
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stage4:  GOALS ANALYSIS

— the hierarchy of problems is changed into the hierar-
chy of goals, which are then analysed

stage 5: ALTERNATIVES ANALYSIS
— the alternative solutions to the identified problems are
identified here

stage 6: PROJECT PLANNING REVIEW (PPR)
— project summary is developed - logic matrices of the
project

stage 7: PPR
~ the main assumptions are tested

stage 8: PPR
— the achievement ratios are defined for the assump-
tions

187



Witold Sartorius

stage 9: PPR

~ description of the sources of information applied in
verifying the planning process,

stage 10: PPR

— analysis of the key concepts and risk associated with
them, results are utilised in developing the strategy,

stage 11: PPR
- project management verification,

stage 12: PPR

— calculation of the required manpower, costs and timing
of each project.

Conclusion

The Polish-Ukrainian inter-regional co—operation project proves that direct

exchange of expertise and know-how between the regions facilitates the imple-
mentation of desired structural changes in the areas of slow restructuring proc-
esses. The Foundation for Economic Education offers extensive assistance for
regional development. The Method of Active Planning for Strategies (MAPS)
is an especially useful tool devised for programming regional and local devel-
opment projects. The success of the method is largely the result of close co—op-
eration of the Foundation with Polish and German partners. It is our intention
to, based on the Polish expertise in the promotion of local and regional devel-
opment and close liaisons with EEC partners, offer the acquired know—how to
local and regional Ukrainian authorities and perhaps also the ones of other East
and Central European districts.
We are very optimistic about the thriving inter—personal contacts and co—op-
eration and hope they are one of most important positive prospects for the fu-
ture. The Donbas reception that we have experienced was a truly friendly one as
one of the ladies participating in the workshops has written in her poem on the
occasion of our common venture:
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Meeting in Stachanov

I have waited for a wise Uncle,

to share his wisdom with us,

to help us cross the mighty frontier,
and have confidence in us.

And last the life have proved,
beside the many obstacles,
that our time is not just us,
but what we're ready to adopt.

The hard times may You give us God,
and bless the wise decisions,

it’s us to faithfully adopt,

whatever prompts your reason.

Let our Slavic family

boast understanding and reason.

Let fly high free Ukraine
at Poland’s thriving surge.
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