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ABSTRACT

Why Do Russian Firms Use Fixed-Term and Agency Work Contracts?

This study looks into the use of fixed term contracts and agency work in Russia during and
shortly after the crisis 2009—-10 with the help of an enterprise survey. The results of variance
analysis show that the use of fixed-term or agency work contracts is not uniform across
sectors, size and skill requirements. Probit analysis reveals that the use of fixed term
contracts also increases the likelihood of using agency work, but not the other way around.
The increase of temporary and agency work contracts increases the turnover on the labour
market and contributes to an increase in dualisation, but may also help to prevent a larger
increase in unemployment during crisis periods.
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Introduction

There is a growing academic literature on the erosion of the standard work contract and the
increasing importance of non-standard® work contracts (Alda/Bellman, 2003; Brink-
mann/Doerre/Roebenack, 2006; Keller/Seifert, 2007; Brehmer/Seifert, 2008; Neubdumer/Tretter,
2008; Kalleberg, 2009; Gensicke/Herzog-Stein/Seifert/Tschersich, 2010; Boeri, 2011).

In the academic literature the term ,,atypical employment “usually refers to all work con-
tracts, which significantly deviate from the normal work contract (Mickenberger, 1985). Conse-
quently, employment is considered to be atypical if one of the following conditions does not ap-
ply: working full time, open-ended contract, fully covered by social security systems, and the
identity of the work and employment relationship. (Keller/Seifert, 2007; Destatis, 2008). Typical
atypical employment contracts are part-time contracts or labour leasing®.

The number of new forms of labour contracts in Russia increases steadily. Nowadays it can
be already compared with such European countries as Germany, Greece, Estonia, Lithuania, Po-
land (Smirnykh, 2010). In other words, non-standard labour contracts are becoming more im-
portant for employees and employers on the Russian labour market.

The application of non-standard contracts by enterprises provides more flexibility compared
with standard terms of employment, but also increases risks for workers. On the one hand, non-
standard labour contracts allow employers to hire workers at lower costs (there are no costs of job
separation) which should support hiring. On the other hand, the application of non-standard con-
tracts by enterprises increases the instability of employment relations and the salary level, which
may contribute to income inequality and dualisation as well as the risk of lowering productivity
growth because of less investment in human capital by the employer of atypical work.

Most studies investigate the consequences of non-standard labour contracts for workers in
particular and the society in general (Boockmann/Hagen, 2006; Kvasnicka, 2008; Au-
tor/Houseman, 2010; Karabchuk, 2012; Jahn, 2010; Jahn/Riphahn/Schnabel, 2012).

Only a few studies look into the motivation behind the employers’ demand for temporary
contracts and labour leasing (Houseman 2001; Hagen/Boockmann, 2002; Booth/Dolado/Frank,
2002; Pfeifer, 2005; Portugal/Varejao, 2009; Jahn/Bentzen, 2010). Usually enterprises prefer to
employ staff on the basis of fixed-term labour contracts than to use open—end contracts for meet-
ing short-term workloads. Thus, the process of recruiting workers can proceed differently at en-
terprises using non-standard labour contracts compared with those which do not use such con-
tracts, because of a wider range of choices. It can be observed that the share of temporary work
contracts is higher in countries, with a more strict employment protection legislation (Figure 1).
On one side is the US with its light employment protection and a low share of temporary work
contracts and on the other side we find Spain with a high share of temporary workers and very
strict employment protection.

1. In this paper we use the terms non-standard work contracts and atypical employment for tempo-
rary and agency work contracts.

2. We use this term also for agency work. In such cases the worker is employed by an agency and
works for a company, which has a contract with this agency.



Figure 1: Share of temporary employment and Employment protection legislation (EPL)
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Source: OECD.

In the literature, several reasons have been identified that may render atypical employment
profitable. If costs alone would be the only determinant of the choice of the type of labour con-
tract used, then there would be only one or the other, but not standard and non-standard work
contracts co-existing. If there are cost-advantages of non-standard work contracts (like the ab-
sence of job-termination costs), then companies would employ workers only on the basis of non-
standard work contracts (Pfarr et al., 2004). There must also be other considerations, because we
observe both standard and non-standard work contracts, although with varying proportions.
Therefore it could be that uncertainty could also play a role (Abraham, 1988; Milner/Pinker,
2001). If companies employ a highly specialised labour force and mainly work for volatile for-
eign and highly profitable demand then it could be that the availability of workers is more im-
portant than their costs. It is the interaction of employment protection legislation, the amount of
internal (hours and wages) flexibility and the importance of firm specific human capital, which
shapes the attractiveness of non-standard work contracts for employers.

In Germany for instance, employment protection legislation is strict, internal flexibility is
high and firm specific human capital is important (Hifner, Klein, Worgotter, 2012). External
flexibility measures therefore mainly take place in form of non-standard work contracts. In Tur-
key on the other hand, with similarly strict employment protection legislation, external flexibility
mainly takes place by movement in and out of informality (Géneng, 2012). This paper wants to
shed some light on where Russia stands in this respect, also because traditional forms of crisis
management, like the accumulation of wage arrears is became less acceptable in the recent crisis
compared with the banking crisis of the late nineties (OECD, 2009).



Firms can use atypical employment to adjust more efficiently to temporary demand fluctua-
tions (1). If employers are uncertain about whether a rise in demand is temporary or permanent,
they will be reluctant to increase the number of regular workers, relying instead on atypical
workers until the economic outlook becomes more certain. By employing atypical work, firms
may insulate their regular workforce from changing demand conditions (2). This insulation may
help firms to reduce firing costs and profit from the availability of firm-specific human capital. It
may also be used to obtain wage and work rule concessions from regular workers in exchange for
greater employment security (Hufner, 2012 for Germany). Atypical work may be used in case of
temporary absences of regular employees due to illness, holidays or child care leave (3). Firms
may use flexible working contracts to screen prospective regular employees (4). The use of atyp-
ical workers can be cost-effective for small and medium sized firms (5). They can hire the atypi-
cal workers for specific tasks without hiring permanent workers (6).The existence of specialised
TWA workers may make it cost-effective for small- or medium-sized firms to hire atypical work-
ers for particular tasks instead of hiring regular workers. Employers may be forced to use sec-
ondary workers if they are not able to fill vacancies at prevailing wages (7). Using atypical work-
ers instead of permanent employees may be advantageous for firms in order to avoid paying so-
cial security contributions (8). The following empirical analysis will focus on the some of these
factors.

The uncertainty about the company’s final market demand generates also an uncertainty
about the demand for labour, which can be met with more flexibility on the company level and a
dualisation of the internal labour market in the company: demand shocks are absorbed by mar-
ginal workers in order to avoid laying off the core labour force. For this approach to make sense
it is necessary to be able to differentiate the labour contract according to the nature of the human
capital of the worker. Workers with very firm-specific human capital are very costly to replace,
while for workers with transferable human capital it may not be advantageous to stick with one
employer.

A second source of uncertainty is the limited information available ex-ante about the
productivity of the worker. The employer can find out more during the probation period, but the
usual restriction on the length of the probation period may not be appropriate in all cases. An
example is the recruitment of university professors, which is preceded by a limited series of re-
newable fixed term contracts. Therefore an employer might prefer fixed term contracts in order to
gain a full picture about the productivity potential of a worker. In case the true productivity of the
worker reflects the expectations of the employer and if there is no undue wage differentiation the
worker might not refuse a non-standard labour contract if it is an entry ticket for a standard la-
bour contract with sufficient probability. This way the matching fit can be increased and layoffs
because of recruiting mistakes can be avoided.

Finally there is some fluctuation of the internal labour supply because of sickness, maternity
leaves and other unforeseen absences. In these cases the replacement by temporary work con-
tracts or agency workers is preferable, because it avoids excess fluctuations of the labour force.
For the hired worker with a non-standard labour contract there is also an advantage, as long as
there is transparency about the non-availability of a standard labour contract.

Under ideal framework regulations (allowing for enough flexibility to respond to external
shocks as well as preserving incentives to accumulate productivity increasing firm-specific hu-
man capital) workers with a non-standard labour contracts are young (before entering their first
standard labour contract, do not cheat about their true productivity or have a high share of general
education.



This study investigates factors which increase the probability for a company to use non-
standard work contracts and to employ workers on such contracts. Statistical and econometric
methods used to identify such factors are variance analysis and probit and tobit regressions.

Main Questions to be answered are:

o  Whether enterprises’ benefits from the utilization of non-standard labour contracts are
different for small and large-scale enterprises and differ for branches and sectors of the
economy

e  Whether the employment level at enterprises, using non-standard labour contracts com-
paring it with enterprises which do not use such labour contracts increases or decreases.
The answer for this question is interesting in particular for the crisis period of 2008-09,
when the threat of employment termination and unemployment increased.

The paper is organised in five sections. The first section provides a short survey of the litera-
ture and derives the main hypotheses which we expect to test empirically. The second section
describes the data and methodology. The third describes the evolution of non-standard work con-
tracts in Russia. The fourth section presents the results of the empirical analysis. The fifth section
provides an analysis of the impact of non-standard labour contracts on the rates of recruiting,
dismissal and employment. The main findings are summarised in the conclusions section.

Theory and Hypotheses

Employment adjustments can occur in different ways. Firms have several options to react to
demand-induced output fluctuation (Pfeifer, 2005). They can use either internal or (and) external
forms of flexibility. Firms will normally make use of more than one instrument of adjustment.
Each form can be subdivided into functional and numerical flexibility. Instruments of internal
labour supply flexibility comprise working time flexibility (overtime, short-time work, flexible
work schedules). Instruments of external labour supply flexibility contain employment adjust-
ments (layoffs, hiring, fixed-term contracts). Functional instruments of internal flexibility (in-
house transfers of employees, training and life-long learning) can help to adjust output to shocks
or implement strategic restructuring measures without adjusting labour supply.

A literature survey on non-standard work contracts

The need for firms to react flexibly on demand fluctuations is discussed since long time
(Brodsky, 1994). Companies facing large job-separation and hiring costs and a labour force with
a significant share of company specific human capital prefer internal flexibility over external
flexibility (Bellmann and Alda, 2004). Instruments used in this respect are functional flexibility,
hours flexibility and wage flexibility. However, such forms of flexibility are limited. Wages and
hours can vary only within the restrictions set by law and collective agreements, as well as tech-
nology specific aspects, which determine the fixed costs of a workplace. Therefore it is not sur-
prising that employers use also external flexibility in the form of fixed term contracts to adjust to
demand shocks (Hagen, 2003).

Once the possibilities of internal and functional flexibility are exhausted external flexibility
measures (layoffs or hiring new employees) must be applied (Capelli and Neumark, 2001). Usu-
ally all forms of hours flexibility are exploited before agency work is used (Bellmann, 2012).
Laying off workers is associated with potentially hard to predict separation costs, especially if the
job separation involves court proceedings. Temporary contracts and agency work come together



with smaller adjustment costs than open-ended (standard) work contracts. According to probit
estimates demand fluctuations and employment protection legislation for standard work contracts
are a significant factor influencing the demand for non-standard work contracts (Hagen and
Bockmann, 2002).

Hypotheses about the demand for non-standard labour contracts

The following hypotheses (motivated by the theoretical literature) are the basis for the speci-
fication of the probit estimates in the subsequent section:

The Russian Labour Code differentiates a lot between regular and temporary work contracts
(OECD, 2011). While the regular contract is more protected than in any OECD country except
Portugal temporary contracts are much less protected than on average in OECD countries. This is
mainly because of a notice period and severance pay obligation of two months, independent of
the tenure of the contract in case of job separation of a regular contract. Both regulations are ab-
sent for temporary work contracts. This makes a regular contract (possibly much) more expensive
than a temporary work contract in the case of filling a vacancy for a predictable time period.

1. Companies use non-standard work contracts for external flexibility in case of de-
mand shocks. They prefer temporary contracts and agency work contracts to avoid
the relatively high job-separation costs, which are coming together with hiring
workers on open-ended contracts for temporary labour demand needs.

2. Companies prefer internal flexibility over external flexibility. They use external
flexibility measures only once internal measures are exhausted. Therefore they use
less external flexibility if there is more scope for internal flexibility.

Relative cost advantages play a role for determining the structure of the employed labour
force. However, the relative wage costs of labour hired with standard or non-standard contracts is
not clear. On one side, the theory of compensating wage differentials (Reference) predicts that
non-standard contracts are more expensive, because they have to compensate the lower security
and job-protection on such jobs. On the other side, workers employed with non-standard con-
tracts are usually less well organized and have less bargaining power, resulting in lower wages
and fewer fringe benefits. Empirical studies find more evidence for a negative wage differential
for workers employed with a non-standard contract (Booth, Francesconi and Frank (2002);
Houseman, 2001; Hagen, 2002; Kwasnicka und Werwatz, 2002, 2003). A wage cost advantage of
non-standard work contracts has however to be balanced against the advantages of higher effi-
ciency wages paid for standard wage contracts, which reduce control costs and increase compli-
ance and efforts of the worker. Wage differentials could also be overcompensated by productivity
differentials due to missing firm-specific human capital or the lack of commitment. Substitution
of standard work contracts through non-standard work contracts is more likely for low productiv-
ity workplaces, for which effort and human capital play a less important role and control costs are
usually low.

3. Companies demand non-standard work contracts if this reduces overall labour costs.

4. The demand for non-standard work contracts falls with rising firms specific human
capital requirements.

5. The lower is the human capital of workers on standard contracts, the higher is the
probability that they are replaced by workers with (cheaper) non-standard contracts.

Another explanation for the demand for non-standard work contracts is provided by the ex-
istence of an internal, dual labour market in the company (Atkinson, 1987; Kalleberg, 2001,



Cappelli/Neumark, 2004). A dual labour market develops because of uncertainty about the de-
mand for the output of the firm. For a profit-maximising company it is preferable to shelter its
core workforce with standard contracts from hiring and firing fluctuations and absorb the fluctua-
tions of its labour demand due to fluctuating demand for its output with a marginal labour force
employed on non-standard work contracts. Non-standard labour contracts then act as a buffer
(Booth/Francesconi/Frank, 2002).

The efficiency wage hypothesis has a different explanation for non-standard contracts: For
workplaces and functions with difficult and costly monitoring a core work force with high wages
and stable employment relationships develops, while for activities which can be easily monitored
workers are employed with (cheaper) non-standard work contracts. (Saint-Paul, 1991, 1996).

Trade unions mainly have members belonging to the core workforce, which further supports
the existence of an internal dual labour market as long as this does not erode the sustainability of
the core work force because of substitution through the marginal work force working on non-
standard contracts. This also explains why the local trade union in the company usually accept
such initiatives from the management, although the central trade union opposes them in principle
(Atkinson, 1987). In Germany the probability of non-standard contracts increases with the exist-
ence of a collective agreement (Keiser and Pfeiffer, 2000). The ambivalent influence of labour
councils is also confirmed in empirical studies for Germany (Boockmann and Hagen, 2003; Dull
and Ellguth, 1999).

6. Trade unions support the emergence of a stable core work force and are therefore
not against an internal dual labour market with a marginal labour force employed on
non-standard contracts as long as this does not threaten the existence of the core
workforce.

Technological change and accompanying innovations have an influence on the structure of
the workforce. On one side such innovations can simplify work and downgrade skill require-
ments (cashiers at the supermarket do not need to be able to count any more as a consequence of
de-skilling technological change coming together with the bar-code technology). On the other
side innovations can also require higher qualifications (skill-biased technological change), for
instance computer and internet literacy. If technical progress is weakening the position of un-
skilled workers in the firm then there might be pressure to accept switching to non-standard con-
tracts. Skill-biased innovations make monitoring more difficult and thereby favour the core work
force and increase the scope for employing a marginal workforce on non-standard contracts.

7. Innovative firms employ are more likely to develop a dual labour market and use
non-standard contracts in order to employ more workers on non-standard contracts.

Also the geographical location of a company plays a role (Abraham and Taylor, 1996).
Companies in urban areas are more likely to use non-standard labour contracts mainly because
the supply of such workers is higher and costs are lower.

8. Companies in urban areas are more likely to employ workers on non-standard la-
bour contracts.

Some authors show that being assigned to a non-standard contract has a causal effect on the
probability of finding a permanent match (Ichino et al., 2008, and Booth et al., 2002). According
to this view non-standard work contracts are good screening devices and stepping stones into
permanent jobs and therefore increase productivity.
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Uncertainty about the productivity of a worker is also a motivation for non-standard work
contracts. The choice of the right workforce is complicated by the principal-agent information
asymmetries (Ichino and Muehlheusser, 2004). Finding the right applicant for a post can also
make use of probation periods. However these can be limited by labour regulations, as for in-
stance in Russia, where the length of the probation period is limited to 6 months (Labor Code of
RF, 2012). In such cases non-standard labour contracts could act as a circumvention of re-
strictions of the length of the probation period. This issue could be more important for workforc-
es and employers with high human capital requirements (Loh, 1994).

The strength of this argument depends however on the differentiation of separation costs be-
tween temporary and open ended (standard) contracts. Recent labour market reforms go in both
directions. In continental Europe many countries relaxed the rules about the use of non-standard
contracts with the aim of reducing adjustment costs for firms facing strict EPL for standard open-
ended contracts (Cappellari et al., 2011). On the other hand, recent labour market reforms in Aus-
tria, for instance, have transformed the severance pay scheme (which contributes importantly to
EPL in most labour regulation systems) into a compulsory savings scheme, thereby reducing
disincentives of job separations both for the employer and the employee (OECD, 2004; Box 2.2).

Strict EPL raises the cost of employing workers and reduces labour demand (Lazear, 1990;
Cappellari et al., 2011). Increase in EPL may induce a negative effect on productivity: reduces
workers effort (Ichino and Riphahn, 2005; Riphahn and Engellandt, 2005; Dolado et al., 2012);
reduces the undertaking of highly productive but risky activities (Bartelsman and Hinloopen,
2005). According to this view temporary contracts are good screening devices and stepping
stones into permanent jobs and therefore increase productivity.

9. Companies use non-standard work contracts as an extension of probation periods.

Another reason for demanding non-standard work contracts is the need to replace unfore-
seen absence of members of the core workforce due to for example sickness or maternity leave
(Abraham, 1988). In such cases it does not seem to be reasonable to hire a worker on a standard,
open-ended contract, because the return of the absent worker would make a costly job termina-
tion process for one or the other necessary. Hagen und Boockmann (2002) find that temporary
work is used to replace absence because of (longer and predictable) maternity leave, while agen-
cy work is usually replacing absence due to sick leave, which is less long but also less predicta-
ble.

Several studies (Stephan, 1991; Schnabel and Stephan, 1993; Stephan, 1994; Barmby et al.,
1995; Barmby and Stephan, 2000) confirm that besides the size of the labour force also the share
of women contributes to an increase of absence. On the contrary, absence rates decline with the
share of white collar workers and the level of education.

10. The higher is the share of women in a company, the higher is the likelihood of ab-

sence from work. Consequently, companies are more likely to use temporary work
to deal with such issues.
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Data and methodology

Data used for the present study were obtained in the course of a Survey of Russian Enter-
prises (RES)? in 2010. The sample included 1 010 enterprises of six branches of the economy
with more than 50 employees’. Those branches of the economy include mining, manufacturing,
construction, transport and communication, trade and finances. The data base obtained includes
both the current (2010) and retrospective (2009) information covering enterprises’ main charac-
teristics, which are subdivided into four groups. The first group includes factors characterizing
the employment structure, including gender and age and its demographic composition. The se-
cond includes factors showing enterprises’ strategic behaviour (innovations and investments,
organizational characteristics), their personnel policy (recruiting and dismissal share, vacancies,
employees training, and employees leave without payment, part time employment, and reduction
of wages). The third group includes factors of enterprise characteristics (enterprise age, owner-
ship status, its size, industrial sector and the region of its location). And finally, the fourth group
includes factors of enterprise’s external appraisal of present economic and institutional situation
(changes in the course of time, labour legislation appraisal, assessments of factors creating obsta-
cles and threats for enterprise activity).

This paper analyses two types of non-standard labour contracts, which are general fixed-
term contracts including all types of fixed-term contracts signed by an enterprise with an employ-
ee for a specified period of time and agency work contracts, i.e. when a labour contract for a
specified period of time is signed by an employee and employment agency (a company supplying
manpower to enterprises for a specified period of time).

The applied research procedure includes a descriptive analysis and estimates based on Probit
models of binary choice. Moreover, a heterogeneity test (variance analysis) was carried out to
gauge enterprises’ diversity by different factors (staff composition, employment conditions and
remuneration of labour). Variance analysis is used to test the hypothesis whether the mean values
for various labour market characteristics differ between employers with different types of labour
contracts.

Non-standard labour contracts in Russia

According to RES about two fifth of Russian enterprises used non-standard labour contracts
in 2009 and 2010 (Table 1). The share of enterprises with non-standard labour contracts was in-
creasing by 3.2 percentage points between 2009 (39.9%) and 2010 (43.1%). Enterprises found
fixed-term labour contracts more attractive than agency work. Thus the share of enterprises with
fixed-term labour contracts in the total number of enterprises was in 2009-2010 much higher
(37.4% and 39.8%) than the share of enterprises using agency work contracts (2.5% and 3.3%).
In comparison, in Germany about as many (3%) enterprises use agency work, but much fewer
enterprises (17%) use temporary work contracts (Hohendanner/Gerner, 2010; IAB, 2009).

The dynamics on non-standard work contracts in Russia is characterised by much faster
growth of agency work (albeit from a much lower level) than fixed term contracts. In 2009 the
number of enterprises using fixed-term labour contracts exceeded the number of enterprises with
agency work contracts by 15 times though in 2010 this ratio decreased to 12 times. This reduc-
tion took place because of the significant increase of the number of enterprises using agency

3. Survey of enterprises conducted by a study of the labor market laboratory at the NRU Higher
School of Economics, Moscow, from 2009. Funding for the survey of enterprises was provided
by a project of the “Basic Research Program” (NRU Higher School of Economics, Moscow).
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work contracts. The utilization of these contracts increased by 32% in 2010 compared with 2009
while the number of companies with fixed-term labour contracts increased by only 6%, although
the number of contracts per company increased as well.

Summing up, the utilization of non-standard labour contracts increased at Russian enterpris-
es in 2009-10, mostly due to the increase in the use of agency work contracts, albeit from a small
level, which is however of similar size as in Germany.

Together with the increasing number of enterprises using non-standard labour contracts, the
number of employees recruited under the conditions of these contracts was growing as well. In
2009-10, the percentage of employees working on the basis of fixed-term labour contracts in the
total number of employees was equal to 5-6% and this value for those working under the terms
agency work contracts was equal to less than 1% (Table 1). In Germany the absolute numbers are
similar, but the increase of non-standard work contracts is more evident for fixed term contracts.
In 2010, more than 9 percent of all employees fully covered by social security in Germany are
employed under a fixed-term contract (Nielen and Schiersch, 2012). In 2000 this was only about
6 percent (Gundert and Hohendanner, 2011). About 2 % of all employees in 2008 were agency
workers (1AB, 2008).

Table 1. Non-standard labour contracts level in 2009-10, %

Types of contracts Years z
2009 2010
Firms with fixed-term contracts 37.4 39.8
Share of employees with fixed-term contracts (basis: all firms) 5.2 5.5
Share of employees with fixed-term contracts (basis: firms with fixed-term con-
tracts) 13.9 13.8
Enterprises with agency work contracts 25 3.3
Share of employees with agency work contracts (basis: all firms) 0.1 0.2
Share of employees with agency work contracts (basis: firms with fixed-term con- 51 6.2
tracts)
Share of firms hiring workers 84.1 87.2
Thereof share of firms with
- fixed-term contracts 42.5 44.2
- agency work contracts 2.9 3.8
Share hiring of employees (basis: all firms) 17.9 16.9
Share hiring of employees (basis: firms with fixed-term contracts) 21.1 19.7
Share hiring of employees (basis: firms with agency work contracts) 25.3 235

Source: Russian enterprises survey, (RES, 2010).

The shares of employees with non-standard labour contracts are of course higher if only en-
terprises which use such contracts are considered. In 2010 the average percentage value of em-
ployees working under the conditions of fixed terms at enterprises using fixed-term labour con-
tracts, was equal to 14% of the total number of employees. Enterprises using agency work con-
tracts had 6.2% of employees of the general staff number working on the basis of these contracts.
It therefore seems that there are fixed costs involved when using non-standard wage contracts.
Consequently, companies either do not use such contracts or they use them quite more intensive-

ly.

4. Data for the 10 months of current year.
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The evolution over time for both types of non-standard labour contracts was significantly
different in 2009-10. While in 2010 the share of employees working at enterprises on the basis of
fixed-term labour contracts stayed about constant, the number of employees with agency work
contracts increased from 5.1% to 6.2% (Table 1).

The description of enterprises using non-standard contracts

Enterprises using non-standard labour contracts differ from others by branch, size and own-
ership. The highest share of enterprises using fixed-term labour contracts belongs to the extrac-
tive sector (more than 50%), to manufacturing industry (45%) and to the construction sector
(40%). Moreover, the share of employees with fixed-term labour contracts is highest in construc-
tion (25%) and trade (17%). Hence, construction is a sector where fixed-term labour contracts are
not only more often used by enterprises but on average involve also more employees with such
contracts per enterprise. It can be explained by the seasonal or project type of jobs carried out in
this sector which results in fixed-term employment. Trade is affected by a seasonal factor as well.
Furthermore, the sales volumes depend on the customer demand which is changing with the
business cycle. Recruiting employees for a specified period of time makes the adjustment to sea-
sonal and cyclical fluctuation easier for an enterprise. The increasing use of non-standard labour
contracts could also signal a change in the application of the rule of law on the labour market.

Especially the early years of transition from the Socialist system to a contract based, market
economy system were plagued by severe deficiencies, like wage arrears or other violations of
contracts (Earle and Sabirianova Peter, 2004). During the recent crisis period enterprises instead
used more standard mechanisms of reducing an employed excess supply of labour. It could very
well be that this experience was quite expensive because of severance pay obligations and dispute
settlements in courts. This experience could therefore have provided a boost to the perceived
attractions of non-standard labour contracts.

Contrary to Russia, in Germany non-standard labour contracts are mainly used in the ser-
vices sector (Hohendanner, 2010). Until 2008 only 12,8% of all employees with temporary work
contracts were employed in manufacturing industries, but 20,6% worked in market services and
36.5% in social services (health care, welfare, education, public administration, non-profit ser-
vices. In 2008-09 temporary work in these industries increased further and partly compensated
the reduction of such work contracts in manufacturing industries.

The branch distribution of enterprises using agency work contracts is rather different. In
2010 such kind of labour contracts was mostly used in transport and communication enterprises
(5.1%), trade companies (4.3%) and in the manufacturing industry (3.8%). Moreover, the highest
share of employees recruited under the terms of these contracts was found in the trade sector
(7%). Thus, trade is a sector where on the one hand enterprises use agency work contracts more
often and on the other hand recruit more employees on this basis. One of the explanations of this
phenomenon is that trading companies often use a network structure and it helps them to recruit
employees from national and regional labour markets for a fixed period of time. The sectoral
structure of agency work is different in Germany. 16 % of all German firms in manufacturing
industries use agency work contracts (IAB, 2009). 42% of all lease workers are employed in
manufacturing industries (Bellmann, 2012).

However, not only the sector of economy but also the size, the ownership structure, the age
of an enterprise matter for the utilization of non-standard labour contracts. In general, non-
standard labour contracts are more often used by large-scale and middle-scale enterprises than by
small companies and they are most found in state enterprises (state ownership at least 50%).
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There are two explanations for this: On the one hand, the choice of non-standard labour contracts
is connected with restructuring processes which concern mostly old, large and middle scale en-
terprises which are still in state property. On the other hand, large and middle scale enterprises
are very often characterized by over-employment which is inherited by them from Soviet times.
If such firms have specific labour demands they hesitate to hire on standard labour contracts,
because of higher separation costs. Mass layoffs are not an accessible option because of political
pressures and high firing costs. These enterprises use fixed-term labour contracts and agency
workers to react to demand fluctuations while maintaining profitability. Non-standard labour
costs have the advantage of low separation costs and allow companies to restructure without im-
mediately having to commit to long-term employment contracts.

The differences of the personnel structure of enterprises depending on the contract form

Heterogeneity tests in the framework of variance analysis allows the identification of signif-
icant staff differences between enterprises using non-standard labour contracts from those which
do not use them.

The applied variance analysis resulted in the rejection of homogeneity with respect to the
form of the labour contract for types of workers, which can be easily substituted (less-skilled
employees of prevalent professions, young people, preretirement or retirement age workers and
employees of entry level jobs).

A significant heterogeneity of the staff was not confirmed for all types of labour contracts
and worker or firm characteristics. Staff differences of enterprises using agency work contracts
proved to be insignificant by the overwhelming majority of factors analyzed. On the one hand,
the small number of enterprises using this type of contracts could distort the test results. As is
generally known, small groups are always more homogeneous comparing them with big ones. On
the other hand, it could be that enterprises do not change the personnel structure by agency work
procedures.

However, for companies with fixed term contracts significant heterogeneity can be found for
a number of common characteristics. Enterprises with fixed-term labour contracts differ from
others by employees’ age structure. A lower share (29%) of young workers employed at enter-
prises with fixed-term labour contracts than at enterprises with standard employment (32%). At
the same time enterprises with fixed-term labour contracts had more employees of preretirement
and retirement age (13%), i.e. older than 56, than other enterprises (9%). Thus, enterprises with
fixed-term labour contracts employed significantly more aged and less young employees than
enterprises using only standard labour contracts. It is logical that the share of employees with a
length of service of less than 1 year (19%) was higher at enterprises with fixed-term labour con-
tracts than at those which did not use them (16%).

Age and personnel experience structure at enterprises using agency work contracts did not
significantly differ from other enterprises. All age and length of service groups were proportion-
ally identical to those of other Russian enterprises.

Another significantly different factor concerns the level of education. It is widely known
(Lancker, 2012; Casquel and Cunyat, 2011), that non-standard labour contracts are mostly used
for less qualified employees, who are more often recruited for relatively simple operations and
(or) for supporting work functions and occupy mostly entry level jobs, etc. Thus, we expect that
enterprises with non-standard labour contracts employ more low-qualified employees than other
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enterprises where the job pattern demands a higher level of education and (or) on-the-job train-
ing.

This hypothesis is confirmed by results of the variance analysis. At enterprises with fixed-
term labour contracts the number of low-qualified employees with only general secondary educa-
tion (including incomplete secondary education) was higher (16%) comparing it with other enter-
prises (10%). At the same time enterprises with fixed-term labour contracts had less employees
with higher education (40%) comparing it with enterprises not using such kind of contracts
(45%).

The level of education is closely connected with an employee’s occupation at an enterprise.
We distinguish (according to the questionnaire data) three occupation levels. They included fac-
tory (office) workers carrying out simple works, specialists and managers. We expect that the
share of employees recruited for jobs with low skill requirements should be higher at enterprises
with non-standard labour contracts. At the same time low-qualified jobs will be presented by a
relatively lower volume at all other enterprises. This reasoning is confirmed empirically. Enter-
prises with fixed-term labour contracts possessed a higher percentage value of workers (56%) but
a lower value of specialists with higher education (29%) than it was observed at other enterprises
not using fixed-term labour contracts (49% an 34% accordingly).

There were no significant differences of qualification levels and profession-occupation
structures found for enterprises with agency work contracts and other enterprises. Enterprises
with agency work contracts did not differ from other enterprises by these features. Again, this
could be the case because of the still low number of enterprises using agency work contracts.

The next factor which characterized the difference of enterprises with non-standard labour
contracts from other enterprises was a gender structure. It is generally known, that in Russia
“fixed-term employment was more characteristic for men than for women” (Gimpelson and
Kapeliushnikov, 2006). The results of the present analysis also provide the indirect confirmation
of this hypothesis. The percentage value of women at enterprises with fixed-term labour contracts
is significantly lower (39%) than at other enterprises (42%). This allows the conclusion that the
opportunity of fix-term employment at enterprises with fix-term labour contracts was less wide-
spread for women than for men. One exception is the group of women of retirement age, who are
significantly more employed in enterprises with fixed term contracts (22%) than other enterprises
(18%).

Enterprises using agency work contracts have a different employee’s gender structure. The
percentage value of women at these enterprises was in general similar to that of other enterprises
but differing from them by age structure. Enterprises with agency work contracts employed more
young women of under 30 (42%), than other enterprises (30%). The enterprise workforce hetero-
geneity by women age structure was most apparent for a category of workers: low-qualified
women hired into simple unskilled jobs at the very low occupational level.

On the one hand, the larger share of young women employed on the basis of agency work
contracts can be explained by double obligations with housekeeping and children that makes this
kind of employment relatively attractive allowing them to have a flexible job schedule. On the
other hand, we have no evidence that women voluntarily choose this type of employment. Enter-
prises may hesitate to employ young women on standard work contracts, because of the risk of
costs associated with pregnancy and child caring obligations.
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Furthermore, the high level of young women employed at enterprises using agency work
contracts (42%) can also be explained by their majority in trade and service sectors that include
most of enterprises with agency work contracts. Many young women are employed in retail trade,
which is the sector with an above average use of agency work contracts.

Determinants of non-standard labour contracts

A Probit analysis was performed to determine reasons which characterize differences be-
tween enterprises using non-standard labour contracts. On the one hand, this analysis should de-
termine what appears to make the use of non-standard contracts more likely. On the other hand,
these factors can illustrate requirements and capabilities of enterprises to increase their flexibility
on the domestic labour market.

Note that all estimated coefficients presented in the following are informative only with re-
gard to the sign and statistical significance of the effects, but not with regard to the magnitudes.

Moreover, we want to find out whether the two types of non-standard labour contracts (fixed
term work and agency work) perform either as substitutes or as complements. As all types of
non-standard labour contracts are limited in time, i.e. they actually appear as fixed-term con-
tracts, they may bring similar costs and benefits for enterprises, which use such contracts. If from
the point of enterprise view benefits and costs are similar for each type of labour contract, it is
equally likely that an enterprise uses either contract and therefore one type of non-standard labour
contract can be substituted by another. In this case, it does not make any difference for enterpris-
es what type of non-standard labour contract to use and then these contracts perform as substi-
tutes.

However, in the case of differences in user benefits and costs for some types of non-standard
labour contracts it can be expected that enterprises will use specified types of non-standard labour
contracts to solve different problems. Thereupon the two types of non-standard labour contracts
can complement each other with respect to enterprise objectives.

If non-standard labour contracts perform as complements, the utilization of what type of
non-standard labour contract will increase the probability of other type’s utilization. Will this
connection between non-standard labour contracts be unilateral or bilateral? In particular, if it is
possible to assume that the utilization of fixed-term labour contracts will increase the probability
of agency work contracts application and vice versa.

The Probit analysis results demonstrate that the utilization of fixed-term labour contracts and
agency work contracts have both similarities and differences (Tables 2 and 3). A list of variables
with basic descriptions is provided in the Annex Table.

The general property of these two types of non-standard labour contracts is their frequent
simultaneous utilization at the same enterprises and in the same sectors of economy. In particular,
both types of non-standard labour contracts are more often used at middle and large-scale indus-
trial enterprises which as a rule are relatively old. These enterprises are very often characterized
by staff redundancy and usually need restructuring and modernization.
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Table 2. Fixed-term labour contracts determinants

Probit
Indicators Coef. Std.
Err.
Agency work contracts 0.11 0.50
The proportion of women ;0'98** 0.31
Changes in organizational structure (1=yes) 0.31** 0.14
The number of applied organizational technology 0.09** 0.04
Size (relative to 50-100 employees)
The size of the enterprise (101-250) 0.18 0.17
The size of the enterprise (251-500) 0.28 0.21
The size of the enterprise (501-1000) 0.46* 0.27
The size of the enterprise (>1001) 0.91%*=* 0.29
Innovation in 2009-2010 (1=yes) 0.31** 0.15
Investment (relative to non investment)
Minor investments -0.23 0.16
Major investments -0.15 0.18
The company is organised according to structural principles (products or services) 0. 27% 0.13
(1=yes) ) )
Technical and technological level (1=very low; 5=high) -0.12** 0.05
Presence of trade unions (1=yes) 0.31* 0.17
The size of the town (relative >1 million)
The size of the town (500 000-1 million residents) 0.34** 0.15
The size of the town (100 000-500 000) 0.11 0.22
The size of the town (<100 000) 0.45* 0.24
Sectors (relative to manufacturing)
Mining -0.06 0.25
Construction -0.08 0.20
Trade -0.36* 0.21
Transport and communications -0.36* 0.20
Finance 0.06 0.24
Constant -0.15 0.29
N 497
Pseudo R2 0.17

Note: Levels of significance: * - 10%; ** - 5%; *** - 1%.

Companies with a large share of female workers tend to use less temporary work contracts,
although a-priori a positive relationship (as formulated in Hypothesis 10) seems to be more rea-
sonable, as female workers have a higher rate of absence, which usually is filled with non-
standard work contracts. One explanation could be that segregation on the Russian labour market
differentiates between “male” and “female” workplaces (Malzeva and Roschin, 2006). Industries
such as manufacturing, construction and transport are more popular among males while most part
of employed women is engaged in the public sector and trade (Karabchuk, 2012). The gender gap
in the probability of temporary employment could be explained by educational differences and
qualification segregation. About 57% of employed males take low qualified positions, while only
27% of employed females are concentrated here (Karabchuk, 2012). Men are more likely to be-
come temporary workers in Russia as they have generally a lower level of education and lower
professional qualifications than women. In addition, temporary (fixed term) employment in Rus-
sia was always higher for men than for women (Gimpelson and Kapeliushnikov, 2006).
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Table 3. Determinants of agency work contracts

) Probit
Indicators Coef. Std. Err.

Fixed-term contract 0.01*** 0.00
Technical and technological level (1=very low; 5=high) 0.28** 0.12
Outsourcing of marginal activities in 2009 0.97*** 0.31
A good financial situation in 2010 (1=yes) 0.61* 0.24
Improving the financial situation in 2010 relative to 2009 (1=yes) -0.63** 0.26
The size of the enterprise (<100 workers=1) -0.65** 0.33
CIS Market (1=yes) 0.64** 0.27
Age of enterprise 0.01* 0.00
Size of the town (relative to >1million)

The size of the town (500 000-1 million residents) -0.30 0.30

The size of the town (100 000—500 000) -0.33 0.41

The size of the town (<100 000) -0.22 0.45
Regions (Moscow, Saint-Petersburg=1) -0.15 0.36
Sectors (relative to mining)

Manufacturing 0.30 0.36

Construction 0.04 0.59

Trade 0.63 0.48

Transport and communications 0.74* 0.42

Finance -0.27 0.57
Constant -4.01%** 0.73
N 721
Pseudo R2 0.31

Note: Levels of significance: * - 10%; ** - 5%; *** - 1%.

It was also found that if enterprises already use fixed-term labour contracts there is a signifi-
cant probability that they will use agency work contracts as well. This cannot be found for agen-
cy work contracts the other way round. The utilization of these contracts does not increase the
probability of fixed-term labour contracts application. Thus, the relationship between these two
types of non-standard labour contracts appears to be complementary.

It may be explained by the difference of benefits obtained by enterprises from each type of
non-standard labour contracts. Moreover, to be more precise we may speak about costs savings
which will be different when using two types of these contracts. If fixed-term labour contracts
allow an enterprise to realize “point” saving by transferring some employees’ jobs under the con-
ditions of fixed-term labour contracts, agency work contracts provide a possibility for an enter-
prise to obtain “mass” saving, i.e. to decrease costs owing to the larger quantity of employees,
transferring some departments and business units under the conditions of agency work contracts.

At the same time the utilization of non-standard labour contracts by enterprises has its own
differences. They lie in the differences of the application of non-standard labour contracts with
respect to sectors of the economy and types of enterprises. For example, fixed-term labour con-
tracts were more often used in extractive and construction sectors of economy and agency work
contracts were more typical for transport, communication and trade sectors. At the same time
transport, communication and trade sectors which used agency work contracts quite often had a
low probability of fixed-term labour contracts utilization for their employees. Moreover, if enter-
prises operated on the basis of labour specialization by types of products, i.e. typical for commer-
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cial companies, they used less fixed-term labour contracts but more often used agency work con-
tracts.

The next difference is that fixed-term labour contracts are more often used by large-scale en-
terprises (more than 500 people) but agency work contracts were more typical for middle-scale
enterprises (from 100 up to 500 people). Though, in general enterprise size and the probability of
both types of non-standard labour contracts go hand in hand. We expect that the utilization of
non-standard labour contracts at enterprises accompanied their restructuring processes.

As the utilization of fixed-term labour contracts was found to be affected by enterprise size,
they were very often associated with trade unions presence. Large-scale enterprises have more
numerous and powerful trade unions. Since fixed-term labour contracts were more often used at
large-scale enterprises so they were mostly enterprises with active trade unions.

At the same time, it can also be explained in a different way. On the one hand, trade unions
always opposed the utilization of agency work labour contracts and were less hostile to
fixed-term labour contracts as the latter did not “destroy” the traditional employment relationship
between employers and employees. On the other hand, fixed-term labour contracts provided a
possibility for trade unions to protect incumbent employees (and trade union members) from
dismissal. Thus the subdivision of employees into insiders (with standard labour contracts) and
outsiders (with fixed-term labour contracts) was in complete correspondence with trade unions
policy to protect their members. In line with all these observations the share of fixed —a term
labour contract at enterprises with trade unions was found to be rather high.

The utilization of non-standard labour contracts differs also by ownership. Both types of
non-standard labour contracts were more often used at state enterprises. However, they were also
quite often used at enterprises of other types of property. So, fixed-term labour contracts were
mostly used at private enterprises with foreign capital and agency work contracts at private Rus-
sian enterprises.

Enterprises age factor also plays a role. Enterprises with fixed-term labour contracts are old-
er than those using agency work contracts. And this is quite reasonable. On the one hand, the
oldest enterprises in Russian market are mostly large-scale state-owned enterprises which more
often use fixed-term labour contracts. On the other hand, fixed-term labour contracts started to be
used by enterprises much earlier than agency work contracts. The latter appeared in Russian la-
bour market in the mid 1990’s and started to be used by Russian enterprises only at the end of the
1990’s. Earlier, agency work contracts were used only by enterprises with foreign capital. Most
of Russian private enterprises were established after the emergence of agency work contracts into
Russian market. Thus, enterprises with agency work contracts proved to be on average younger
than those with fixed-term labour contracts.

At the same time, organizational and financial-economic factors also affected positively the
utilization probability of fixed-term labour contracts by enterprises. Thus, corporate restructuring
was more intensive and frequent at enterprises with fixed-term labour contracts. And in particu-
lar, it included the change of the organizational structure; business processes restructuring,
benchmarking operations, the development of employees’ career plans, etc.

Moreover, different kinds of innovations were also realized at enterprises with fixed-term
labour contracts (Table 2). Technological advancements, new types of product development,
research and development activities were performed at these enterprises. All these processes in
the course of time made it necessary either to decrease the number of employees or to increase

20



the flexibility of their employment making some part of the staff to work on a fixed-term contract
basis.

On the one hand, both non-standard labour contracts corresponded to the general enterprise
strategy of cost decrease. On the other hand, enterprises preferred only one of two strategies that
is a flexible labour force. It is likely that the high costs of dismissal provides incentives for firms
to use more flexible employment contracts (Gimpelson, Kapeliushnikov, 2006).

Therefore, the stability of employment relation decreased alongside with some employees
having to accept more flexible work contracts, which improves conditions for employees selec-
tion. Thus, in the course of restructuring only the most productive employees continued to work
at these enterprises.

At the same time if enterprises had a more advanced level of technology and engineering
comparing it with the average branch level, i.e. possessed advanced, more productive modern
equipment and facilities, etc., they used fixed-term labour contracts with less probability (Table
2). On the contrary, they used agency work contracts more often (Table 3).

Probably this type of enterprises included monopolies, transport and communication enter-
prises and (or) enterprises of large trade networks. Their financial status was relatively stable in
2010 comparing it with other enterprises and they operated on CIS markets. They used agency
work contracts for their cost savings. The demand for such kind of labour contracts increased
during periods of economic crisis. However, with the improvement of the financial status of an
enterprises (in 2010 comparing it with 2009), the demand for agency work contracts decreased
again.

If enterprises used outsourcing, they usually recruited employees on the basis of agency
work contracts (Table 3). However, it also happens that employees are transferred to outsourcing,
especially in large restructuring holding companies, which establish small “competence pools” in
order to establish an internal labour market® Such phenomena point at the perceived restrictive-
ness of the Russian labour code together with a broader implementation of existing regulation. In
other words, a broadening “rule of law” makes restrictions in existing legislation more binding
and therefore provides incentives to find legal ways around these restrictions.

Fixed-term labour contracts and agency work contracts also differ in terms of gender. The
number of women at enterprises with fixed-term labour contracts was lower (39%) than at enter-
prises not using such contracts. On the contrary, it was higher at enterprises with agency work
contracts (45%). At the same time the probability of using fixed-term labour contracts decreases
with an increasing share of women in the labour force. This phenomenon differentiates the Rus-
sian labour market from other countries and can be explained by several reasons.

First of all enterprises with fixed-term labour contracts active mostly in “male” sectors (con-
struction, extraction sectors), and consequently, they employ more men than women. The average
percentage value of women in extraction sectors was equal to 28%, in construction industry 26%.

Secondly, fixed-term labour contracts have a close connection with lower working place

quality, in particular employment instability. They are more often used for working places with a
higher probability of staff reduction characterizing their low quality. This type of working places

5. In Germany this has become known as “Konzernleihe” (labour lease within an enterprise con-
glomerate). See Kohaut, Lehmer et al., 2009
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is characteristic for old economic sectors (industry, construction, extraction sectors). It is general-
ly known, that in Russian labour market women are more often recruited for working places with
a high degree of protection (education, health care service, etc.) which decreases the probability
of their employment in sectors with the high number of fixed-term labour contracts.

Thirdly, women’s salary is as a rule lower than that of men®. Thereupon, the dismissal of
women working under conditions of standard labour contracts would be accompanied with lower
costs for an enterprise (with other costs being equal) than dismissal of a man. To decrease dis-
missal costs enterprises usually replace highly-paid employees, who were mostly represented by
men, by fixed-term labour contracts.

Considering the fact that women are usually busy with their own household, the increase of
their share in the total number of employees should increase the probability of fixed-term labour
contracts utilization by enterprises. However, it did not take place in Russia due to the fact that
enterprises with fixed-term labour contracts were concentrated in sectors of economy with a low
number of female employees. Thus, fixed-term labour contracts function as a substitution for
high costs of male employees.

The number of women at enterprises using agency work contracts was higher (45%) than it
was at enterprises which did not use them (40%). It was mostly notable for trade companies,
where the share of women in the total number of employees was maximum high (51%). At the
same time, the salary level at these enterprises increases with the share of the female labour force.
In 2010 the average monthly salary at enterprises where the number of female employees was
above 50% of the total number of employees, was higher (RUB 21.000) than at enterprises where
the share of woman was lower than 50% (RUB 18.000).

Trade belongs to the sectors of economy where the volume of agency work contracts is high
comparing it with other sectors. Moreover, the average monthly salary level there is one of the
highest. Thus, a higher share of women at enterprises with a high salary level increases the prob-
ability of the substitution of their working places by agency work contracts. It confirms once
again the conclusion that non-standard labour contracts, and in this case agency work contracts,
are used by enterprises with a relatively high salary level for decreasing their costs and in particu-
lar their dismissal costs.

One more difference of these two types of non-standard labour contracts was influenced by
the development of market infrastructure and in particular by the development of employment
service suppliers at the labour market (search of employees, their selection, training, and man-
power records management, etc.). An insufficient development of such market services, includ-
ing labour market service, observed in the outlying regions far from the centre and in small cities
(with the population of less than 1 million people) negatively affected the utilization of agency
work contracts by enterprises. Agency work contracts are more often used by enterprises in big
cities while fixed-term labour contracts are more typical for enterprises located in cities with the
population of less than 1 million.

As it was already noted Russian enterprises want to expand the use of agency work con-
tracts, decreasing at same time the utilization of fixed-term labour contracts. Following these
assumptions the most intensive increase of agency work contracts is forecasted in industry and
construction at middle-scale enterprises (100-250 people) of private ownership.

6. An estimate of the gender wage gap, controlled for sectoral, regional, skill and education factors
is provided by Smirnykh — Wérgdtter, 2001 and amounts to about 25%.
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Non-standard labour contracts and Worker Flows

Non-standard labour contracts can play a positive role in economy if they increase the em-
ployment level. In other words, their utilization by enterprises can promote general job growth in
the economy.

However, the increased recruiting of employees at some enterprises can be accompanied
with a high level of dismissals. In this case, job growth is possible not to occur. If levels of re-
cruiting and dismissals are equal job growth will not take place, employees’ mobility will in-
crease but the stability of employment relationship will decrease on the enterprise level.

The gross manpower turnover’ and net changes of employment® serve as factors used for
stability (mobility) appraisal and for the employment level change at enterprises. These indicators
are calculated by the determination of shares for recruited and dismissed employees on the aver-
age staff number within the specific period of time. The comparison of recruiting and dismissal
shares and also the gross manpower turnover and employment net changes for several groups of
enterprises provides the possibility to appraise the dependence of employment increase (de-
crease) on the utilization of non-standard labour contracts.

Research results demonstrate that enterprises with non-standard labour contracts recruited
more employees than those which did not use this type of contracts. Thus, the recruiting value in
the average number of employees at enterprises with fixed-term labour contracts was equal to 8%
in 2009 increasing up to 19% in 2010, whereas it remained on the level of 13% in 2009-10 at
enterprises with standard labour contracts. The number of recruiting employees was even higher
at enterprises using agency work contracts. It was equal to 21% of the average number of em-
ployees in 2009 and increased up to 23% in 2010. Thus, enterprises using agency work contracts
increased employment by about one fifth during the crisis and periods immediately afterwards. It
was almost twice as much than the recruiting value of enterprises with standard labour contracts
and 3-5 percentage points higher than at enterprises with fixed-term labour contracts.

However, not only the recruiting level was higher at enterprises with non-standard labour
contracts but the dismissal level was higher as well. In 2009 the maximum level of dismissals
(20%) was observed at enterprises with fixed-term labour contracts. They were followed by en-
terprises with agency work contracts (17%). The dismissal level (13%) at enterprises with stand-
ard labour contracts was relatively lower during the crisis period.

Most of enterprises decreased the number of dismissals in 2010. Enterprises with fixed-term
labour contracts decreased the dismissal share to 18% and enterprises with standard labour con-
tracts decreased it to 11% of the average number of employees.

Against the general background of dismissal decrease only enterprises with agency work
contracts were the exception in this process. In 2010 they increased the dismissal share (20%)
comparing it with the previous period. It took place rather not because of the further decline of
their economic status but due to the increase of recently recruited employees share including the
outsourcing of employees.

7. The gross manpower turnover is equal to the sum of recruiting and dismissal shares in the aver-
age number of employees.

8. The value of employment net changes is calculated as the difference between recruiting and
dismissal shares in the average number of employees at enterprises.
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Thus with high levels of employees’ recruiting and dismissal activities a decrease of the sta-
bility of employment relationship took place at enterprises with non-standard labour contracts. As
recruiting and dismissal values were maximum high at these enterprises, they covered a higher
number of employees comparing it with other enterprises. Thus, a large quantity of employees
had unstable employment at enterprises with non-standard labour contracts both within the crisis
(2009) and afterwards (2010).

Table 4. Worker Flows and Employment Dynamic at enterprises with different types of labour con-

tracts
Temporary Work Mean F-test Agency Work Mean F-test
Contracts (Std. dev.) Contracts
Hiring No 0,13 25,21*** No 0,15 7,94**
(0,16) (0,16)
Yes 0,19 Yes 0,23
(0,17) (0,212)
Firing No 0,11 31,27***  No 0,13 6,45%*
(0,15) (0,15)
Yes 0,17 Yes 0,20
(0,16) (0,19)
Turnover No 0,24 31,77*** No 0,28 9,33***
(0,28) (0,29)
Yes 0,36 Yes 0,44
(0,30) (0,37)
Net change of No 0,02 0,81 No 0,02 0,62
employment (0,12) (0,13)
Yes 0,02 Yes 0,04
(0,14) (0,17)
Wage level No 18173,03 0,00 No 18126,48 2,23
(9551,80) (8807,84)
Yes 18157,00 Yes 21104,17
(7650,88) (7947,44)
Wage change No +564,07 0,83 No +278,68 0,21
(2010-2009) (4321,55) (8487,30)
Yes -60,78 Yes +1148,20
(12063,79) (2037,28)

Note: Levels of significance: * - 10%; ** - 5%; *** - 1%.

This observation can be confirmed by the gross turnover factors (Table 4) as well. Enter-
prises with non-standard labour contracts had a higher factor of (0.36-0.37), than it was at enter-
prises not using such labour contracts (0.24-0.26) and the difference turns out to be significant.
Moreover, if in 2009 the highest value of manpower turnover (higher than the average level) was
found at enterprises with fixed-term labour contracts (0.38), in 2010 its maximum level (0.44)
was observed at enterprises using agency work contracts. In other words the employment was
most unstable at enterprises with fixed-term labour contracts in 2009 with agency work contracts
in 2010.

The employment instability simultaneously means higher mobility of employees. Judging by
the factor of employment net changes the number of recruited and dismissed employees was ac-
tually equal at enterprises (Table 4). As a result, the difference between recruiting and dismissal
values was insignificant and employment net changes at enterprises were small. On the one hand,
it provides an evidence of the fact that within the period of 2009-10 the model of “idle speed”
with a recruiting share being actually equal to a dismissal share continued to operate on the Rus-
sian labour market. Thus, no significant employment increase occurred.
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In 2009 employment decreased at most Russian enterprises, i.e. the dismissal level, though
insignificantly, exceeded the recruiting level. Only enterprises using agency-work contracts were
an exception.

The employment increase began to show at all enterprises in 2010 when the economic situa-
tion improved. Moreover, the employment increase at enterprises with agency work labour con-
tracts was twice as high in comparison with other enterprises.

Thus, non-standard labour contracts did not promote an employment increase at Russian en-
terprises but they kept the employment on a fixed level due to the increase of employment flexi-
bility for some categories of employees. The increased flexibility on the labour market resulted in
the suppression of unemployment growth, which in general can be considered as a positive con-
tribution of non-standard labour contracts to economy.

Summary

The number of enterprises using non-standard labour contracts and the number of employees
involved into non-standard labour relationship increased on the Russian labour market in
2009-10. Non-standard labour contracts are concentrated in particular types of enterprises. More-
over, various forms of non-standard labour contracts are rather complements than substitutes. The
probability of agency-work contracts increases in enterprises that use fixed-term labour contracts.

In general, agency-work contracts were used by a small number of enterprises but had a very
high rate of growth. Fixed-term labour contracts were more popular than agency-work contracts
though the share of enterprises and the number of employees with fixed-term labour contracts
had a low rate of growth.

The staff composition at enterprises with non-standard labour contracts is different from en-
terprises not using this type of contracts. Enterprises used non-standard labour contracts to obtain
flexibility. In this case, they formed “a buffer” with the staff composition differing depending on
the type of labour contract used.

The “buffer” at enterprises with fixed-term labour contracts was formed mostly by male,
low qualification employees and by pre-retirement and retirement age employees. The “buffer” at
enterprises with agency-work contracts comprised mostly young women, who occupied low posi-
tions and possessed a low qualification level. Moreover, the age structure of female employees at
enterprises with fixed-term labour contracts differs from enterprises with agency-work contracts.
Enterprises with fixed-term labour contracts employed more women of retirement age and those
with agency-work contracts recruited more young women under 30.

Manufacturing industries use both fixed term and agency work contracts. In addition, fixed
term work is more widespread in construction and extractive industries, while agency work is
more used in retail trade, transport and communications.

Companies with non-standard labour contracts are more often medium sized to large, old
and in public ownership. In companies with restructuring needs fixed term contracts are more
likely. Companies using agency work are profitable and export to CIS markets. Fixed term em-
ployment is less likely in companies with a higher technological level, while agency work is
more widespread in companies with more specialized skill requirements. Companies with a high
share of female employees use less fixed term work, which could be related to the higher risk
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aversion of women, who therefore join companies with more stable employment. Another expla-
nation could be segregation of workplaces into “male” and “female” ones.

The results of analysis showed that in 2009-10 the “Russian model” (when hiring and
layoffs are equal) of “idle speed” continued to function on the Russian market. Moreover, it func-
tioned regardless of contract relationship with employees at enterprises. Thus, new contract forms
increase labour turnover, but not net job creation.

At the same time, non-standard labour contracts had a “supporting” effect on the employ-
ment of the core workforce. Enterprises with non-standard labour contracts recruited more em-
ployees though also dismissing more of them. As a result, enterprises with non-standard labour
contracts differed from others by two features. First of all, they were in general characterized by
the high level of employees’ mobility, by the low level of employment relationship stability and
also by a more unstable employment relationship. Secondly, the segmentation of their internal
labour markets was larger in scale than at enterprises with only standard labour contracts. Thus,
enterprises with non-standard labour contracts “supported” the general level of employment on a
relatively permanent level by decreasing the employment stability for marginal employees.
Agency and temporary work generate a secondary segment of working places.

The increase of segmentation and the expansion of an unstable employment segment in in-
ternal markets of enterprises with non-standard labour contracts provide evidence of two im-
portant processes going on in Russian labour market. On the one hand, the secondary segment
growth justifies the fact that Russian enterprises use it as complementary facility to increase the
flexibility which helps them to adjust to varying demand conditions. On the other hand, the in-
crease of unstable employment segment at Russian enterprises using non-standard labour con-
tracts demonstrates the transformation of standard labour contracts for an increasing number of
employees. It indicates the necessity to improve the Russian labour legislation, which is still
mostly oriented to standard labour relations considering working conditions of employees and the
employment character of the given “unstable” segment.
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ANNEX Al

DESCRIPTION OF VARIABLES

Agency work contracts
Fixed-term contracts
The proportion of women

Changes in organizational
structure (1=yes)

The number of applied or-
ganizational technologies

The size of the enterprise
Innovation in 2009-2010
Investments volume

The design principle of the
structural subdivisions =
product (service)

Technical and technological
level

There are trade unions
The size of the town

Sectors: Industry, Construc-
tion, Trade, Mining,
Transport and communica-
tions, Finance

Outsourcing of marginal
activities in 2009

Financial situation in 2010

Financial situation in 2010
compared with 2009

CIS Market
Age of enterprise
Regions

1/0 dummy: 1 if enterprises have agency work contracts
1/0 dummy: 1 if enterprises have fixed-term contracts
Share of women in total employment

1/0 dummy: 1=yes if changes in organizational structure

Number of measures for the development and modernisation of organisa-
tional and production processes

The size of the enterprise (<100 workers=1)
1/0 dummy: 1= if an innovation in 2009-2010 was implemented
Investments volume (secondary investments = 1)

1/0 dummy: 1 = if the design principle of the of structural subdivisions is
product (service)

Technical and technological level of plant and equipment compared with
other companies in the same sector: 1=very low; 5=high

1/0 dummy: 1= if there are trade unions
Volume of residents in the town ( 21000000 residents = 1)

Sectors of the economy (industry = 1 for fixed-term contracts regression),
(mining = 1 for agency work contracts regression)

1/0 dummy: 1= if there is Outsourcing in 2009

1/0 dummy: 1 = if the financial situation in 2010 is good

1/0 dummy: 1= if the the financial situation in 2010 improved compared with
2009

1/0 dummy: 1= if delivery of the products to CIS markets
Age of enterprise, years
Russian Regions (Moscow, St.Petersburg=1)
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