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ABSTRACT

Why Russian Workers Do Not Move:
Attachment Of Workers Through In-Kind Payments*

We relate the phenomena of sluggish interregional labour reallocation and in-
kind compensation in Russia to ‘attachment’ strategies of firms: paying wages
in non-monetary forms makes it hard for workers to raise the cash needed for
quitting their region in order to find better jobs in more prosperous regions.
While attachment may facilitate worker-specific investments that do not pay off
if workers are expected to leave, it also eliminates workers’ outside options.
Hence, firms may use it to exploit workers. Surprisingly, exploitation through
attachment does not only occur in monopsonistic regional labour markets.
Even if there is some competition, all firms in a region may use attachment
strategies. Here, workers are locked-in and do not receive any compensation
for their forgone option to move. Data of the Russian Longitudinal Monitoring
Survey (RLMS) support our theory. Workers who receive in-kind payments are
less likely to move than workers who do receive their wages in cash.

JEL Classification: B31, D23, J41
Keywords: transition, labour mobility, enterprise restructuring, lock-in of
workers

Guido Friebel
Stockholm Institute of Transition
Economics and East European
Economies
Stockholm School of Economics
Sveavagen 65, Box 6501
S-113 83 STOCKHOLM
SWEDEN
Tel: (46 8) 736 9681
Fax: (46 8) 31 6422
Email: guido.friebel@hhs.se

Sergei Guriev
New Economic School
Nakhimovsky pr. 47
117418 Moscow
RUSSIA
Tel: (7 095) 129 3844
Fax: (7 095) 129 3722
Email: sguriev@nes.cemi.rssi.ru



* We are grateful to Dmitry Kvasov for excellent research assistance, and to
comments and discussions from Erik Berglöf, Patrick Bolton, Tito Boeri, David
Brown, Mike Burkart, Micael Castanheira, Rosistlav Kapeliushnikov, Jacques
Crémer, John Earle, Tore Ellingsen, Rick Ericson, Bengt Holmström, Canice
Prendergast, Michael Raith, Gérard Roland, Åsa Rosén, Mark Schaffer, and
from the participants of the 4th Annual CEPR/WDI Transition Workshop in
Beijing, a workshop of the World Bank and WDI in Sinaia, Romania, a RECEP
and a SITE workshop. We acknowledge the support of the European Union’s
TACIS programme, the Wallander Foundation and the EU’s TMR programme.
All errors are ours.

Submitted 5 December 1999



NON-TECHNICAL SUMMARY

Reallocation of workers from sectors in decline to more productive ones
constitutes one of the most important challenges for all economies in
transition. Due to the Stalinist industrialization policy, there is an important
regional dimension to labour reallocation. This is particularly the case for
Russia, where many regions have been dominated by a small number of large
firms, which have proven to be unfit for the challenges posed by the
transformation of the economic system. One should hence expect that
workers are quitting the respective regions in order to find jobs in the
flourishing metropolitan areas and more economically sound regions.

Nevertheless, the degree of interregional migration in Russia is very low. As a
consequence, a number of regionally segmented labour markets have
emerged. Unemployment and vacancy rates feature substantial interregional
variations. For instance, in some regions there is one job vacancy for four
persons seeking a job, while in others the same ratio is one to one hundred.
Remarkably, these ratios have been very stable over the last few years and
rather than converging, regions appear to become more distinct. In some
regions, profitable firms report scarcity of qualified workforce, in particular,
skilled blue-collar workers. At the same time, unprofitable companies in
declining regions are hoarding workers with the sought-after qualifications.
The consequences are not only that profitable firms find it harder to fill their
vacancies, but also that workers are forgoing interesting job opportunities.

Why are workers not migrating between regions? While unqualified workers
may lack outside options, it is surprising that the highly qualified workforce
tend to stay in their firms. Many firms have discontinued the payment of
(monetary) wages and hence workers should even have much stronger
incentives to migrate to more promising regions. Our Paper provides a
rationale for workers staying in their firm and for the fact that firms appear to
pay wages in-kind and in the form of fringe benefits such as housing, catering
and healthcare rather than in cash.

We argue that the phenomena of slow labour reallocation, in-kind
compensation and wage arrears emerge as a consequence of firms’
strategies to attach wealth-constrained workers to the firm. In Russia, search
costs in finding a new job are particularly high because labour exchanges are
inefficient and housing markets in the metropolitan areas Moscow and St.
Petersburg (where most job opportunities can be found) are poorly developed.
Moreover, many cities limit geographical mobility by imposing additional
administrative barriers to entry. By paying wages in kind and fringe benefits
rather than in cash, firms can make it harder for workers to quit the region.
Most of the goods and services provided can hardly be transformed to cash



and consequently, workers cannot raise the cash to finance the costs
associated with moving to another region. Hence, they forgo opportunities to
find a more rewarding job.

From the viewpoint of firms, attachment strategies can be profitable because
of two reasons. First, they may facilitate investments into workers that do only
pay off if they stay in the firm. Payments in kind can reduce or even eliminate
this risk of the worker’s leaving and consequently facilitate an investment such
as a reorganisation of task assignments within the firm. While attachment may
hence be locally efficient it can impose negative externalities on the
productivity of firms in another region, which would like to hire the worker.
Second, attachment may allow firms to exploit workers, since it eliminates an
important outside option for workers.

We show that whether or not exploitation occurs depends crucially on the
structure of the regional labour markets. Interestingly, exploitation is not
constrained to the case of monopsonistic regional labour markets as one
might expect. Even if there is competition on the regional labour market and
there are options available that would allow the cash needed to be raised,
situations can emerge in which all firms attach workers through fringe benefits
and payments in-kind. In this case, the worker is locked into the region and
does not receive any compensation for his forgone option to move. This result
is in line with work on wage arrears that shows that an important determinant
for a firm’s decision not to pay wages is the existence of other firms in the
same region who have accumulated wage arrears.

We test our theory with data of the Russian Longitudinal Monitoring Survey
(RLMS), the largest Russian household survey. We analyse to what extent in-
kind payments restrict worker mobility and find that workers who receive a part
of their salary in kind have a 19% lower probability of moving than workers
who do receive their wages in cash. We also discuss a number of policy
implications of our analysis, in particular the importance of payment of wage
arrears and the abolition of obstacles to migration.
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Table 1: Regional dummies

Region Freq. Percent
1. Moscow, St.Petersburg 955 8.97
2. North, North West 772 7.25
3. Centre, Centre Blacked Earth 1900 17.84
4. Volga 1841 17.29
5. North Caucasus 1478 13.88
6. Ural 1587 14.90
7. West Siberia 1047 9.83
8. East Siberia, Far East 1068 10.03
Total 10648 100.00

Table 2: Wage equations

Results for the entire sample

Number of observations: 3095
F (12, 3082) = 68.22, Prob. > F  =  0.0000
R-squared = 0.2099

Lgwage Coeff. Robust
Std. Err.

t P>t [95% Conf. Interval]

Male .4513 .0304 14.868 0.000 .3918 .5108
Boss .3393 .0375 9.040 0.000 .2657 .4129
Edyrs .0270 .0063 4.255 0.000 .0145 .0394
Expir .0336 .0056 5.996 0.000 .0226 .0445
Sqexpir -.0007 .0001 -6.090 0.000 -.0001 -.0005
Region3 -.3692 .0477 -7.742 0.000 -.4627 -.2757
Region4 -.6265 .0507 -12.356 0.000 -.7259 -.5270
Region5 -.6148 .0563 -10.917 0.000 -.7252 -.5044
Region6 -.3145 .0502 -6.262 0.000 -.4129 -.2160
Region7 .1302 .0628 2.071 0.038 .0069 .2534
Region8 -.1826 .0617 -2.959 0.003 -.3035 -.0616
Inkind -.2289 .0632 -3.620 0.000 -.3528 -.1049
Constant 12.1608 .0978 124.37 0.000 11.9691 12.3525
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Results for individuals who did not intend to move (group (0))

Number of observations: 2659
F (12, 2646) = 55.73, Prob. > F  = 0.0000
R-squared = 0.2017

Lgwage Coeff. Robust
Std. Err.

t P>t [95% Conf. Interval]

Male .4344 .0328 13.259 0.000 .3702 .4986
Boss .3389 .0406 8.350 0.000 .2593 .4185
Edyrs .0276 .0068 4.037 0.000 .0142 .0410
Expir .0383 .0062 5.493 0.000 .0218 .0459
Sqexpir -.0007 .0001 -5.702 0.000 -.0001 -.0005
Region3 -.3383 .0509 -6.456 0.000 -.4280 -.2286
Region4 -.5712 .0543 -10.527 0.000 -.6776 -.4648
Region5 -.5541 .0605 -9.158 0.000 -.6727 -.4354
Region6 -.2784 .0543 -5.130 0.000 -.3848 -.1720
Region7 -.1377 .0672 2.048 0.041 .0058 .2696
Region8 -.1633 .0681 -2.397 0.017 -.2969 -.0297
Inkind -.2319 .0677 -3.422 0.001 -.3647 -.0990
Constant 12.1055 .1068 113.378 0.000 11.8961 12.3148

Results for individuals who did intend to move (group (1))

Number of observations: 260
F (12, 247) = 55.73, Prob. > F = 0.0000
R-squared = 0.2775

Lgwage Coeff. Robust
Std. Err.

t P>t [95% Conf. Interval]

Male .5184 .1086 4.774 0.000 .3045 .7323
Boss .3062 .1269 2.413 0.017 .0563 .5561
Edyrs .0447 .0226 1.974 0.049 .0001 .0892
Expir .0134 .0198 .681 0.497 -.0255 .0523
Sqexpir -.0001 .0004 -.241 0.809 -.0010 .0008
Region3 -.6384 .1842 -3.466 0.001 -1.001 -.2756
Region4 -.8864 .1941 -4.567 0.000 -1.269 -.5042
Region5 -.9706 .1924 -5.045 0.000 -1.350 -.5916
Region6 -.6480 .1699 -3.813 0.000 -.9827 -.313
Region7 .1324 .2429 .545 0.586 -.3461 .6109
Region8 -.5212 .1986 -2.625 0.009 -.9124 -.1301
Inkind .0177 .2224 .080 0.937 -.4204 .4558
Constant 12.3676 .3318 37.276 0.000 11.7141 13.0211


