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Structure of the Report 

This document is the Main Report of a report by the World Bank on Restructur~ng the Coal Industry 
in the Russian Federation 

The flrst version of the Main Report was Issued on November 12, 1993, and discussed with the 
Ministry of Fuels & Power and the national coal company (RosUgol) in December 1993 in Moscow 
As a result of these discussions, the focus of the report has shifted from the coal ~ndustry as a 
whole to a more detailed analysis of the impact of restructurlng in each of the main coal bas~ns 

The first six supporting Annexes--see Contents on page 1 --were prepared between October 1 993 
and April 1994 

Between December 1993 and April 1994, the lnitlal analysis was supplemented by studies financed 
under the USAID's Cooperative Agreement with the World Bank 

a study of subsidies and employment in the coal industry 
a study of financial performance of coal mlning companies 

In February 1994, the Bank awarded a third contract to foreign and local consultants to estimate 
the social and flnanclal costs of reducing employment In the coal industry, focusing malnly on mine 
closures and associated environmental requirements 

after init~al work by local consultants, the study was suspended due to local constraints 
as a result, thls report does not attempt to present quantified cost estimates of the costs of 
mine closures and employment reduction 

In May 1994, a 17-person delegation from the Inter-Agency Coal Comm~ssion--representing key 
government economic and social agencies, RosUgol and the coal labor unions--visited Washington 
to d~scuss the more detalled flndings presented in the Annexes The second version of the Maln 
Report reflects the findlngs presented to the Inter-Agency Coal Comm~sslon In May 1994 and 
comments made by the participants 

A seventh Annex--on Costs, Subsidies & Employment--was prepared in July 1994 

In August 1994, the Bank presented the second version of the Maln Report and Annexes 1-7 to the 
Government as a discussion draft The Government then convened a meeting of the Inter-Agency 
Coal Commission on September 23, 1994, to review the report Representat~ves of the World 
Bank partic~pated It was agreed that the th~rd version of the report (the current version, issued 
December 1994) would reflect the outcome of the review meeting 

As part of the preparation for September 23 review meeting, approximately 25 agencies submitted 
written comments on the World Bank report 

the full text of the Russlan commentary IS now reproduced as the e~ghth annex in the 
companion volume of this report 
a summary of the Russian commentary appears as the second part of the Executive 
Summary m the Ma~n Report 

The Government has agreed that Restructurrng the Coal Industry - Puttrng People First should be 
published to inform discussion of the future of the Russian coal industry However, the 
Government has stressed that publication does not Imply any endorsement of the recommendations 
of the report 
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Overview 

1 Thls report IS about people--coal mlners, other workers ~n the coal ~ndustry, and 
thew famllles--many of whom work and llve In Isolated communlt~es where 
productlon of coal IS the only reason to be there The coal rndustry IS now 
shrlnk~ng and many of these people face the prospect of loslng thelr jobs In some 
regions the chances of flndlng a new job are low Yet the exlstlng soc~al safety net 
IS totally Inadequate to cope wlth the large numbers of fam~lles who wrll be 
affected The Government has a choice Either the restructuring can continue in an 
adhoc and sometimes chaotic manner, driven by inevitable bankruptcies of local 
coal companies, and causing immense social distress and political tension Or the 
Government can use the existing budget subsidies to provide an adequate social 
safety net for those who agree to leave the coal industry Thls report suggests 
ways to  Implement the second of these opt~ons 

2 Over the last 20-30 years, the coal rndustry world-wlde has been through a long 
and palnful perlod of restructurlng Employment In the coal Industry has fallen by 
more than 75% In countries such as Belgrum, France, Germany and the U K , and 
by more than 50% In the U S In Russla, thls process of restructurlng has yet to 
begrn The future "vlable core" of the Russran coal Industry will probably be about 
two-thlrds ~ t s  current slze And total employment In thls vlable core could be less 
than half current levels Nonetheless, even after restructurrng, the Russran coal 
industry will remain one of the largest In the world 

3 The current sltuatron ~n the coal industry ~n Russ~a IS catastroph~c Demand for coal 
has been falllng for several years, yet employment In the coal Industry has remarned 
unchanged Coal prices have been decontrolled, yet subsrd~es to the coal Industry 
st111 consume about 1 2% of GDP--second only to agrrculture as a burden on the 
government budget Subsldres to the coal Industry are larger than the ~ndustry's 
total wageblll, yet mrners' wages rn some baslns are belng pa~d 3-6 months In 
arrears In short, subsldles are protecting productlon rather than people And the 
way subsrdres are used IS blocklng rather than assrstrng the process of 
restructurlng 

4 Restructurrng of the coal Industry In Russla will take place In an economlc context 
that IS radically drfferent from that of other countrles Virtually all rndustrlal sectors 
In Russla face the prospect of major restructurrng Most ~ndustrlal sectors do not 
have access to large government subsrdres to support thrs process The coal 
Industry IS therefore recelvlng speclal treatment The Government has already 
started to reduce coal subsrd~es In real terms The longer restructurlng takes, the 
greater the burden on the government budget Gwen the many urgent demands on 
the budget, r t  would be des~rable to llmlt the phase-out perlod to no more than 3-5 
years The challenge fac~ng the Government and the coal Industry IS to ensure that 
the decllnlng subs~dles are used eff~crently--and In a way that mlnlmlzes hardshlp In 
coal commun~tres affected by employment reduction 
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The goal of restructuring is to  adapt to  the new market environment This 
environment varies greatly from one coal bas~n t o  another, particularly now that rail 
freight costs are a significant part of the delivered cost to the coal consumer The 
Government's strategy for restructuring should be decentrahzed The key actors 
should be the local mining companies and the local governments in those areas 
The management team of each local mining company must have the freedom to  set 
its own selling prices and to  negotiate wages, benefits, implementation of 
severance packages and mlne closures directly with their employees This will 
require radical labor market reforms 

6 Local mining companies should work together with their local government agencies, 
coal labor unions and community representatives--using external assistance where 
necessary--to prepare their own restructuring programs and related social programs 
Formal Soc~al Assessments may be a useful way to  determine what people in 
mining communities really need or want The Federal Government should review 
the corresponding expenditure proposals, then develop regional guidelines whlch 
determine how much of the declining subsidies can be used to  cofinance the 
proposed costs of severance, mlne closures and social programs It may be 
necessary t o  create a special group within the Federal Government t o  administer 
the cofinancing program 

7 Employment reduction, with or wrthout mine closures, should not take place until 
anadequatesocialsafetynetismplaceandfully funded Equally important, the 
process by which the necessary employment reductions are handled--by local 
mining companies and by local employment and soclal protection agencies--is as 
crucial to  its success as the overall size of the adjustment Ill prepared and badly 
managed mass layoffs will worsen the problem of long-duration unemployment, 
damage the social fabric and delay economic recovery in coal producing regions 

8 The impact of restructur~ng on employment will vary greatly across the coal basins 
In the Kemerovo oblast (the Kuzbass) and the Komi Republic (the Pechora basin), 
the likely employment reductions are very large in relation to  total employment in 
these regions As an additional element of the social safety net, the Government 
should consider setting up transitional programs of employment creation in these 
regions These might Include environmental restoration of mlnlng areas and 
rehabllltation of Infrastructure In mlntng communlt~es However the Government 
should also take all possible steps to promote labor mobrlity between regrons 

9 The remainder of the Executive Summary lists the key f~ndings and 
recommendations relating t o  (a) price decontrol, (b) subsidies & wages, (c) 
transport costs, (dl coal industry strategy, (e) employment reduction, (f) the social 
safety net, (g) housing, (h) safety, health & environment, and (I) next steps and 
targets 
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Price Decontrol 

1 In July 1993, the Government removed formal controls on coal prices This 
was a courageous and necessary frrst step towards restructurrng the coal 
industry However, the anticipated benefits of price decontrol in stimulating 
competition, promoting better cost control and effrcrency, and initiating the 
restructuring of the industry have been undermined by the perverse incentrves 
created by the subsidy system These benefits will not be realized until the 
Government introduces a credible program to phase out coal subsidies 

In principle, the new coal mining companies (former coal mining associations) 
are now free to set the~r own ex-mine coal prices The resulting market prices 
will differ greatly between basins and mining companies because of qualrty and 
transport cost differentrals In practice, the national coal company (RosUgol) 
has a strong influence on coal prices through the allocation of subsrdles This 
allows the coal industry to maintain a system of cross-subsidies between 
mining companies, ie, within basins and between basins These cross-subsidies 
have allowed mines that are no longer viable under the new coal market 
conditions--due to hlgh production costs and/or high rail freight costs--to stay in 
operation 

3 Mining companies which could have increased their ex-mrne wholesale prices 
sharply relative to the average for all coal, because of locational or other 
advantages, have not done so Instead, the subsidy system has encouraged 
them to hold down their prices and rely upon government transfers rather than 
exposing themselves to the uncertainties of market competition 

4 The coal industry's total costs of production have barely changed since 1991, 
desp~te the large fall in output In most coal basins, there was a sharp increase 
in real average operating costs per tonne from 1993 Q2 to 1993 Q3 following 
the decontrol of prices The driving force behind cost increases in 1993 was 
wages, especrally the component linked to the Tariff (or collective bargaining) 
Agreements whose cost IS covered by specific subsidres 
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Subsidies and Wages 

1 As a percentage of GDP, the flscal burden of Federal Government coal subs~d~es 
rose from 1 0% in 1991 and 1 I % In 1992 to 1 4% In 1993 These subsidy 
levels are clearly unsustainable The subs~d~es are also h~gher than necessary 
In 1993, for example, the coal Industry had access to a cash surplus of about 
900 billion rubles after recelvlng subs~dies Th~s surplus amounted to slightly 
over one-half of the total subs~dies paid dur~ng the year 

2 According to the federal budget approved In June 1994, coal subsidles w ~ l l  be 
approx~mately 20% lower In real terms (tak~ng ~nflat~on Into account) than In 
1993 A transition towards lower subsidies therefore has already begun The 
main problem now IS how to complete the phase-out of coal subs~d~es w~thout 
causing unnecessary hardsh~p 

3 The subsrdres are not achreving therr purpose, which IS to protect people durrng 
a drfficult transrtron Instead, the subsrdies are betng used to protect 
production In 1993, the coal industry allocated 35% of subs~d~es to wages, 
16% to soc~al services, and 49% to operating losses and Investment Subs~d~es 
actually delivered to the coal industry amounted to 227,000 rubles per worker 
per month Th~s is more than enough to pay not only the costs of soc~al 
services In mining communltles, but also the ent~re wage bill of the coal 
~ndustry--145,000 rubles per worker per month In 1993--~ncluding all the 
provlslons of the Tar~ff Agreements Instead, wage payments have been up to 
3-6 months In arrears In some bas~ns 

4 Nearly one-half of total subs~d~es ~n 1993 were allocated for price supports (to 
cover operat~ng losses) and investment Allocat~ng subs~d~es In this way leads 
to unnecessary expend~ture on mater~als and other non-labor operatlng costs to 
produce coal that has no market These subsidles encourage mining companies 
to sell coal at prlces which are well below the marginal costs of production, 
wh~ch depresses prices and prof~ts for the low-cost, potentially profitable part of 
the coal Industry 
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Recent Trends 
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Comments 

- consumption of steam coal by its largest customer--the electric power and heat 
supply industry--has declined and will not recover over the med~um term 

- consumption of coking coal by its largest customer--the steel industry--has 
declined and wrll continue to decline over the medrum term 

- exports and imports play a small role ~n the overall coal market ~n Russia but will 
remain locally Important In some areas 
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Transport Costs and the Coal Market 

1 The development of the coal lndustry ~n Russia before 1990 took l~t t le account 
of the baslc facts of economic geography because transport costs were heavlly 
subsldlzed or Ignored altogether However, the sltuatlon has completely 
changed as a result of large real Increases In rall frelght rates durlng 1992 and 
1993 As a result, dlfferences In transport costs are at least as Important as 
dlfferences In productlon costs In determln~ng the competltlveness and potentlal 
profltab~l~ty of productlon at different mines Coal bas~ns that are close to  thelr 
customers will now have the opportunity t o  take a much larger share--of a 
shrinking coal market--than bas~ns that are further away 

In Russla, as In many other countries, the relatlonshlp between the rallways and 
the coal Industry IS a dlfflcult one The ra~lways have substantlal monopoly 
power In the transport of coal, whlch allows them to  set tar~ffs above long run 
marglnal costs On the other hand, coal accounts for 25% of total rall frelght, 
whlch gives the coal Industry considerable bargalnlng power In negotiating 
contracts wlth lndlvldual rallway llnes Careful analysls suggests that by late 
1993 frelght rates for coal In Russla exceeded the economic costs (long run 
marglnal cost) of moving coal The ra~lways appear to  have used thelr 
monopoly power t o  earn revenues from the transport of coal whlch were being 
used to  subs~dlze thelr passenger operations Th~s  suggests that a regulatory 
body IS requ~red t o  supervise the settlng of fre~ght and other tar~f fs  by the 
rallways 

3 Scenarios of market competltlon between coal baslns and mlnlng companies 

have been examlned for a range of frelght tarlffs spanning the estimated 
economlc cost of coal transport In mld-1993 The results suggest large 
potentlal dlfferences between various coal bas~ns For example 

- The largest bas~n, the Kuzbass, would face a fall In output of about 50% 
over a wlde range of frelght rates because of its dlstance from many of 
its main markets 

- The Donbass IS well-located relatlve to  most other coal baslns and enjoys 
a h ~ g h  degree of "natural protection" at all but the lowest frelght rates, 
so that ~ t s  decllne In output IS likely to  be relatively small 

- The competltlve posltlon of the small Moscow/Tula bas~n 1s very 
sensitive t o  the level of rall frelght rates because its productlon costs are 
very high and the quallty of ~ t s  coal IS poor These factors offset the 
beneflts of belng located close t o  the main purchasers of ~ t s  coal unless 
frelght rates are moderately hlgh 
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Cost curve for thermal coal production in the Kuzbass 
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The horizontal line shows the projected competitive market price 
for the low freight tariff scenario 

1 If prices are allowed to adjust to competitive market levels ~n each coal basin, 
about two-thirds of total capacity should become profitable over the medlum 
term The remaining one-third has very little chance of ever being profitable and 
therefore should close These proportions will vary widely from basin to basin 
In most basrns, the lowest cost one-thrrd of capacrty will be clearly vrable, while 
the profitabrlity of the mines In the m~ddle of the cost curve will depend on how 
successfully these mrnes compete wrth other basins for the long-distance part 
of their market As an indication of the l~kely outcome in the most important 
coal basin, the figure above shows the cost curve for the Kuzbass The 
hor~zontal line shows the projected market price for coal under the low fre~ght 
tar~ff  scenario 
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2 W ~ t h ~ n  each bas~n, reduct~ons in output and capacity should start at the mlnes 
w ~ t h  the highest operat~ng costs M~nes w ~ t h  h~gh operating costs usually have 
larger numbers of workers per ton of output So employment w ~ l l  fall more 
rap~dly than output In most bas~ns However, product~v~ty Improvements In the 
"compet~t~ve core" of low-cost mines w ~ l l  also d~splace large numbers of 
workers from the ~ndustry The Bank's analys~s suggests that d~rect 
employment In coal minlng In the new market environment IS l~kely to fall by at 
least 50% overall 

3 Th~s adjustment w ~ l l  be very unevenly spread across the varlous coal bas~ns 
For the Donbass and the Moscow bas~n the fall m~ght be no more than 20-30%, 
whereas under some scenarios the decl~ne In d~rect employment m~ght be as 
h~gh as 70-75% for the Kuzbass and the Pechora bas~n The most difficult 
srtuation will be in the Kuzbass, where total employment could fall from about 
300,000 to 70-80,000 workers at the end of the restructuring period About 
half the total reduct~on In employment In the Russ~an coal ~ndustry w ~ l l  occur In 
the Kuzbass These est~mates of the potent~al scale of the adjustment In 
employment are not sensitive to the exact size of the coal market in the next 5- 
10 years, so that there IS no reason to postpone the process of adjustment 

4 The coal Industry needs a bold strategy that w ~ l l  adapt the Industry to the new 
market cond~t~ons and the ~nev~table phase-out of subs~dies--and del~ver v~s~ble 
results w ~ t h ~ n  1-2 years Dur~ng t h ~ s  f~rs t  phase of restructur~ng, the 
Government and the coal industry should focus almost all of their attention on 
the two extremes of the cost curves 

- the management teams of the newly Independent mining companies 
should start to re-bu~ld the~r companies around a core of unsubsid~zed, 
low-cost, prof~table mlnes (~e, in the bottom part of the cost curves), 

- the Government--eg, via the Inter-M~n~ster~al Coal Comm~ss~on--should 
d~rectly adm~nister a decl~n~ng amount of subsidies--assisting the mlnlng 
companles to reduce capac~ty and employment, ~ncluding mine closures 
where necessary he, mlnes In the top part of the cost curves) 

5 In general, the slower the restructur~ng program, the more ~t w ~ l l  cost the 
Federal budget Exper~ence In Western Europe suggests that the Government 
should try to concentrate most of its budget support for coal restructuring Into 
a period of flve years or less 

6 The restructuring process cannot be planned ent~rely In advance The 
Government needs a strategy for the overall process and a detailed program for 
the f~rst  1-2 years The ~ n ~ t ~ a l  program should test a variety of mechan~sms and 
prov~de experience for implement~ng a decentral~zed program wh~ch takes 
account of d~ffer~ng needs and circumstances 
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Employment Reduction 

1 Since employment will decline in all coal basins, the initial focus of the adjustment 
program should be on reducing total employment without significant geographical 
differentiation Once a target of a 25-30% reductlon has been achieved in each 
basin, the emphasis should shift to regional programs w ~ t h  most of the resources 
allocated to the Kuzbass and Pechora basins These programs should include 
measures to promote mobility out of the hardest-hit areas to areas with better 
mrning or other economic prospects 

2 The age structure of employment in the Russian coal industry makes it a little easier 
to design an employment reductron scheme If all employees in the 45-and-over 
age group were to leave the coal industry, total employment would already fall by 
30-35% This would be a major step towards the forecast employment reductlon 
target of about 50% While the number of new recruits to the coal industry is not 
high--probably less than 3% each year--we would also recommend that most 
recruitment cease rmmediately 

More than 20% of the employees of the coal industry are over the age of 50--the 
most common retrrement age for men in the coal industry--and are therefore 
receiving both a pension and a wage The Government should establrsh the 
principle that no-one who receives a pension from the coal industry can also be 
employed in the coal industry However, pensioners could seek employment 
outside the coal industry And, since coal industry pensioners belreve their 
pensions are inadequate, the Government may also decrde to give them small, 
once-only payments to compensate for the unexpected loss of an "entitlementn 

4 Voluntary programs are the key to minimizing hardship m the employment reduction 
program An offer of special, once-only payments would induce many workers in 
the 45-50 age range, who account for approximately 10% of the coal industry's 
labor force, to opt for early retirement In the longer term, as the focus switches to 
regional programs, voluntary severance programs should be extended to cover all 
workers The terms and conditions of such programs will have to differ between 
regions and companies to reflect the drfferences In the employment adjustment that 
IS required and differences in general economic prospects 

5 The new mining companies must take full responsibil~ty for their own wage bills 
without relying upon wage subsid7es This implies that each company should 
negotrate their employment levels and wages directly with therr employees rather 
than following a national Tariff Agreement The level of wages in each coal basin 
will be determined by what each mrnlng company can afford to pay In some of the 
less profitable mining companles, the wage premium in the coal ~ndustry relative to 
wages in other industrres will fall Thrs decline will make rt more attractrve for 
miners in these reglons to accept special payments to leave the coal Industry This 
mechanism IS cruc~al to the success of the employment reductron program 



Execut~ve Summary, p 15 

Social Safety Net 

1 Employment reduction in the coal Industry cannot start unt~ l  there IS an adequate 
and fully funded social safety net in place for miners, other coal industry workers, 
and their famllies Thts social safety net should rnclude the following elements 

the existing system of social security benefits and unemployment benefits 
avarlable throughout Russia, 

- the existing (or at least an adequate) level of social services in mining 
communities--with special attentron to  likely financing problems in areas 
where mines are reducing employment or closing down, 

- the existing system of coal industry pensions--which are typically higher 
than in other industries, 
a new and temporary system of special lump-sum payments--designed t o  
persuade coal industry employees to  leave the industry, voluntarily where 
possible (see fac~ng page), 

- a new and temporary system of special employment programs in the mining 
regions hardest hit by unemployment caused by restructuring 

Socral Services About 5 %  of the total subs~dy paid to  the coal industry in 1993 
went t o  social services, such as clinlcs, kindergartens, schools, etc As soon as 
possible, the Minlstry of Frnance should start making these payments directly to  
oblast or local governments A t  the same time, the mlning companies should 
transfer the corresponding social assets and staff to  oblast or local governments 
Thls process has already started in some localities It is particularly important t o  
ensure that the necessary federal-regional/local fiscal transfers take place without 
delay in Kemerovo, the K o m ~  Republic and Rostov 

3 Special Employment Programs For the Komi Republic (the Pechora coal basin) and 
the Kemerovo oblast (the Kuzbass), the projected employment reductions in the 
coal industry are very large in relation to  total employment in these regrons In 
principle, many of the workers leaving the coal industry could use their special 
payments to  move to  other regions In practice, miners in all countries are less 
mobile than other social groups And in Russia there are many additional obstacles 
to  moving, such as lack of housing In the regions to  which they wish to  move In 
recognition of the acute soclal tensions that are likely to arise, the Government 
could conslder settlng up temporary speclal employment programs In the worst h ~ t  
coal baslns These might Include env~ronmenta! restoration of mlnlng areas and 
rehabilitation of Infrastructure However, it will be Important to  avoid large 
Infrastructure investments In locallties with poor economlc prospects 

4 From 1996 onwards, all subsidies budgeted for the coal industry should be directed 
to social services, special lump-sum payments, and special employment programs 
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Housing 

1 In 1993, about 50% of the total Socral Subsrdy for the coal industry--175 billion 
rubles--was spent on housrng maintenance Thrs is a key element in the wages 
in-kind paid to those working in the coal industry The entitlement to free 
housing maintenance is built into the coal industry Tariff Agreements At the 
same trme, a significant proportion of the housing owned by the coal Industry IS 

occup~ed by households which contain neither coal workers nor those retired 
from the Industry The provision of subsidized housrng IS a drstraction for the 
management of coal companies it also limits the willingness of households to  
move and to accept special payments to leave the coal industry 

2 Those living in housing owned by the coal industry should take full responsibility 
for the cost of housing ma~ntenance Since this will involve the loss of an 
entitlement under the Tarrff Agreements, it will be necessary for the new coal 
minlng companies to take any such reduction In wages in-kind into account 
when negotiating local wage agreements with their employees 

3 The best way to organize this transfer would be to give all such housing to its 
current occupants, either individually or through condominium associations A 
second best solution would be to transfer all housrng assets from the new 
mining companies to local governments In either case, oblast or local 
governments may wish to provide transrtional assrstance, phased out over 3-4 
years, so that maintenance costs/charges or rents rlse gradually to cover true 
costs 
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Safety, Health & Environment 

1 Worker health and safety ~n the coal lndustry have deterlorated ~n recent years 
The main causes are shortages of funds for ma~ntenance and Investment, as 
well as deterloratlng motlvatlon and d~sc~pl~ne, particularly In underground 
operations The only way to reverse thls trend 1s to create a healthy, prof~table 
coal Industry that generates enough revenue to resolve these problems Closlng 
old, worked-out mlnes will reduce the accldent rate In newer mlnes, re- 
lnvestlng prof~ts In Improved productlvlty will also Improve worker health and 
safety 

In addltlon to the "occupat~onal" Impacts of coal mlnlng on mlnersr health and 
safety, there are slgnlflcant "env~ronmental" Impacts on the local populations 
where coal 1s burned as a fuel In particular, mining communities burn large 
amounts of coal, often In open hearths or In small bollers Thls form of 
combust~on typically releases particulates from low stacks where they become 
a major source of respiratory problems Also, SOX and NOx releases from coal 
combust~on cause major problems for human health and the environment In 
general As coal consuming communltles in Russla demand progressively better 
enforcement of ambrent air quallty standards, the coal market will pay hlgher 
prlces for coals wlth lower ash and sulfur contents The future profltab~llty of 
lndlvldual mining companies will depend to a large extent on how actlvely they 
adapt the quallty of thelr output to these env~ronmental concerns 

Better mtning practlces are the key to better health, safety and env~ronmental 
performance m the mining industry In operating mlnes, proper mine plannlng 
and good operational practices can dramatically Improve mine safety and reduce 
env~ronmental damage for relatively small expenditures In addltlon, such 
measures will help to reduce mine operating costs For mlnes that are already 
closed, the Government will have to take the lead In decldlng prlorltles for 
deallng with disturbed lands, spoll heaps and water contaminatlon--and for 
flndlng sultable financing mechanisms 
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Lessons from Western Europe 

Over the last 30 years the output of the Brrtah coal industry has fallen from about 200 mtllion 
tonnss per year to 81 mrll~on tonnes In 1993, while total employment in the rndustry fell from 
490,000 to 30,000 in September 1993 Much of thrs contraction occurred n the period from 
1981 to 1993 whrch saw the closure of 189 (out of 21 1 in 198 1 ) underground rnlnes and 
255,000 workers (out of 285,000 In 1981 ) leave the industry Dunng th~s pertod the rndustry 
recelved over US $32 b~llron in grants and other government assistance, nearly 75% of wh~ch was 
allocated to cover the operatmg cost of Brltlsh Coal whtle less than 1 2% was used to cover the 
cost of severance and early retirement paymentsfo workers leawng the tndustry -- equtvalent to an 
average of one year's wages per worker laid off 

During thts adjustment the rndustry engaged in an expenstve and ultimately valn effoct to  increase 
praduchvity and competitiveness by malnlialning a h~gh level of investment Capital expenditures 
amounted to more than US $1  5 billran over 1987-93 Most of thls had to be written off as mnes, 
even quite new ones, were closed as tst became clear that few underground mines, even after 
heavy investment, could compete with tmported coal from Australla, the USA and South Afr~ca 
Indeed, the level of closures and wrkte-off$ woukd have been even hrgher ~f & had not been for 
specral arrangements whrch ensured that the power generatrng companies matntarned thelr 
purchases of coaf from Brrtrsh Coal It IS wrdely expected that total output of coal wdl falt to less 
than 40 rnillron tonnes n 1998 when the coal market IS fully liberalrzed 

The West German coal industry has experrenced a simtlar declme m coal production over 
the last 30 years, but employment has fallen less dramatrcaliy than n Brttain -- from 400,000 to 
90,500 -- though the number of mtnes has been reduced from 139 to 17 Both the decltne n 
productton and in employment have been slowed by measures which ensure a mfnrmum stze of 
market for German coal output, despde praductron costs of $1 50 per tonne which are three tlmes 
as hrgh as the cost of rmpoi-ted coal The key protection is provided by legrslation whtch ensures 
that ta} electricity utillttes purchase 45 millton tonnes per year of domestrc coal at prlces whch 
cover product~an costs, and (bl steel plan$$ purchase all thew coat from domestic mmw with a 
government subs~dy making up the difference between domestrc costs and world market pnces 

The cost of these measures has been borne largely by German electrlcrty consumers They pay a 
specla1 levy -- averaging 7 5% In 1993 -- added to electricity tariffs to cover a part of the additional 
expenses rnvolved In bumtng domestrc coal rather than cheaper fuels There are also hrdden costs 
of anvrronmental controls required because the ut~l~tres were not permitted to swrtch to gas for 
power generatlon As a result, electrictty prices for lndustrral consumers rn Germany are among the 
highest n Western Europe and are 50% or more higher than those n ne~ghborlng countries such as 
Denmark, France and Netherlands Electrrclty-intenswe rndustrtes have, as a result, tended to move 
out of Germany to relocate where electricrty prices are more favorable 

As a counter-example, the French experience shows that downs~zing the coaf rndustry can be 
managed at a lower cost by concentrating budget support on Severance pay, lob creation, and mine 
closures West European experience therefore suggests that attempts to slow the decline of the 
Russian coal industry either by provrdlrrg government finance for heavy investment expenditures or 
by guaranteeing sales of coal to power companies at above market prrces would be very costly to 
the budget and the economy as a whole, and In the end would not prevent a fall m the number of 
underground mlnes and n employment rn the lndustry The addrt~onal costs of power productron 
would increase the locattonal (and other] problems faced by heavy lndustrral plants In Sibeoa and 
the UraQ, accelerating therr declwe, and ratsing overall levels of unemployment in these reglons 
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Next Steps 

Launch restructuring process as soon as possible 

1 progressively reduce subsidies (see Targets facing page)--and make 
subs~dy payments directly from the Ministry of Finance to local mining 
companies and local governments 

2 re-target remaining subsidies to special payments, the social safety net, 
and mine closures (below) 

3 offer small special payments to workers on pensions (50-and-above age 
group)--to leave the coal industry 

4 offer larger special payments to workers in the 45-50 age group to leave 
the coal industry--then extend the offer to all workers on a regional or 
company by company basis 

5 stop recruitment to the coal industry--and, where necessary, relocate 
miners with special skills from high-cost to low cost mines 

6 transfer social services from mining companies to oblast or local 
governments--and provide adequate funding 

7 create transitional special programs in areas where unemployment is 
expected to be high--particularly Kom~ Republic and Kemerovo oblast 

8 in low-cost mines 
mlnlng companies should re-invest profits to improve productivity, coal 
quality and environmental performance 

9 in hlgh cost mines 
reduce productlon capacity to the most efflclent faces or, where 
necessary, cease productlon (see Targets next page)--with adequate 
funding for environmental restoration 
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Targets: 1994-96 

Set lnltlal targets for 1994-96 and test alternative ways to proceed 

1 set employment reduction targets, eg 
- by end-1 995 all pensloners leave coal lndustry payroll 
- by end-1 996 50% of 45-50 age group leave coal Industry payroll 

2 set mine closure targets, eg 
- by end-1 995 close at least 10 unv~able mines 
- 1995-2000 close 15-25 unv~able mines each year 

set subs~dy reduction targets, eg 
- reduce total coal-related subsldres (as % of GDP) according to an 

agreed schedule, eg 1 3% In 1994, 1 0% In 1995, 0 6% rn 
1996, 0 3% rn 1997, and zero In 1998 

- after 1994 abol~sh subs~d~es for operating losses and Investment 
- in 1995 provlde transtt~onal subsrdies for 

- wages/employment in mlnes In oblasts where mlnlng 
employment accounts for more than 5% of total 
employment 

- soclal services and houslng ma~ntenance where their 
transfer has not been completed 

- allocate all remalnlng subsidles In 1995 and all subs~dlles from 
1996 onwards solely for 
- speclal payments to workers leav~ng the Industry 
- temporary special programs in mlnrng areas with h~gh levels 

of unemployment 
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Targets: 1994-96 

Comments 

the pace of adjustment recommended In settlng the subsldy targets 1s a 
compromise between t w o  targets lmprovlng the Government's flscal posltlon and 
reduc~ng excess employment In the mining branch, In both cases as rapldly as 
possl ble 

the current level of subsldles could be substantially reduced--by 50% or more-- 
w h ~ l e  stdl protecting the ~ndustry's workers and thelr dependents, so that 
reallocat~ng a decllnlng level of subs~dles should provlde ample fundlng for measures 
t o  reduce the soclal costs of adjustment In the ~ndustry 

after an lnltral per~od (of no more than 2 years) dur~ng whlch a nat~onal program IS 

implemented, the emphasls must s h ~ f t  t o  decentralized reglonal programs whlch are 
deslgned t o  meet appropriate reg~onai targets and whose detalls reflect local needs 
and circumstances 

In some countries speclal payments have been deslgned t o  decllne over time--so 
that coal Industry employees have a strong Incentwe t o  leave the Industry qulckly 
rather than Walt 

s~m~larly,  the Government should offer t o  flnance mine closure costs for only a 
llmlted per~od--say 1-3 years--after whlch the mlnlng companles would have t o  
carry these closure costs out of thelr own cashflow 

In cases where mlnlng companles agree t o  transfer mines to  a government- 
managed closure program--before the deadline--operations would cease lmmedlately 
and government funds would be used only for costs dlrectly related t o  closure, le, 
not t o  cover operating losses 

these adjustments will release resources from lnefflc~ent, uncompet~tlve tall of the 
Industry and will permlt a v~able and v~brant group of mlnlng companles t o  emerge-- 
enabllng Russ~an coal t o  compete both w ~ t h  other sources of energy and In fore~gn 
markets 
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Russran Commentary 

Basic Actrons 

The Coal Commission noted that the following basic 
actions, recommended in the draft report, are consistent 
with the ongoing economic reforms m Russia 

- the government needs to pay special attention to 
the social safety net provided for coal industry 
employees who lose their jobs during restructuring, 

- where necessary, the coal industry social safety 
net should include special emplo yment programs, 

- local governments, local coal companies and local 
coal labor unions should play a major role in the 
preparation and implementation of coal industry 
restructuring programs, 

- the coal industry restructuring program should 
include not only restructuring of the local coal 
companies but also programs for social and 
economic development of coal producing regions, 

- the coal industry restructuring program should be 
financed by local coal companies with co-financing 
from federal and local government budgets, 

- coal subsidies from federal and local budgets 
should decrease each year according to a pre- 
determined but flexible schedule, 

- the mechanism by which subsidies are channeled 
to the coal industry should be improved so that the 
remaining subsidies provide incentives to move 
towards the goals of the proposed coal industry 
restructuring program 
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Russian Commentary {Summary) 

I On September 23, 7994, the Inter-Agency Coal Commission (Inter-Agency 
Commission on Social and Economic Problems of Coal Producing Regions) of the 
Russian Federatron met to consider the World Bank's draft report on Restructurina 
the Coal lndustrv in Russia The minutes of the meeting noted 

- the areas where the basrc actions recommended m the report are consistent 
with the ongoing economic reforms in Russia, 

- five areas where additional work will be needed as next steps to wards 
preparation of a Russian coal industry restructuring program 

2 As part of the preparations for the meeting of the Coal Commwsion, approximately 
25 agencies' submitted written comments on the World Bank report These 
agencies included the ministries and specialized government agencies represented 
on the Coal Commission, RosUgol and many of its subsidiary companies, the two 
coal labor unions, and local government agencies m the coal-producing regions of 
Kemerovo, Komi, Rostov and Tula 

3 The rest of this Executive Summary 

lists the basic actions adopted by the Coal Commission (facing pagel, 

very briefly summarizes the Russian written comments m each of the five 
areas identified by the Coal Commission 
- future coal demand 
- mine closures and labor redeployment 
- coal subsidy phase-out 
- coal labor agreements 
- legal frame work for restructuring 

1/ Ministry of Economy, Minrstry of Frnance, Mrnistry of Soc~al Protection, Minrstry of Labor, 
Minlstry of Fuels & Power, Federal Employment Servrce, State Property Commrttee, 
Bankruptcy Committee, Metallurgy Committee, the two coal labor unrons, RosUgol, the 
national coal company, TsNIEUgol coal institute, and several government agencies and coal 
companies from each of Kuzbass, Komi Republrc, Rostov oblast and Tula oblast 
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Russ~an Commentary 

Future Coal Demand 

1 Most of the Russ~an agencies commented on the fact that their own coal 
consumption forecasts are significantly higher than those of the Bank In general, 
Russian agencies forecast stabilization of coal consumption in the near term, 
followed by increasing coal consumption as GDP recovers 

- In some cases the differences reflect different expectations about future 
GDP Russian agencies generally assume a shorter and shallower recesston 
before the economic recovery starts 

- Russian forecasters are also more pessimistic than the Bank about the scope 
for reducing energy intensity--and therefore coal consumption--in the Russian 
economy Russian forecasters assume a relatively slow rate of change of 
the composition of GDP and of the sectoral composition of consumption and 
investment Their focus is therefore mainly on the scope for improving 
technological efficiency in existing mdustries and the likely shortage of 
investment funds for financing new technologies 

2 For the same reasons, Russian electricity consumption forecasts are also higher 
than those of the Bank Since electricity generation is coal's largest single market, 
this flows through into the coal consumption forecasts, leading to higher demands 
for steam coals from basins such as Kansk-Achinsk 

3 Many commentators make the case that coal prices cannot be allowed to rtse to 
unsubsidized levels because of the likely impact on manufacturing costs, inflation In 
general, mter-enterprise arrears and bankruptcies A related argument IS that higher 
coal prices will only increase the l~kelihood that the Government will have to 
subsidize other sectors, ie, there may be no net reduction in the subsidy burden 
These arguments in favor of below-cost coal pr~ces are used to support some of the 
higher Russian coal consumption forecasts 
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Russ~an Commentary 

4 The role of foreign trade w also important for total coal demand Several 
commentators expect imports of power station coal from Ekibastuz m Kazakhstan 
to be phased out in favor of domestic coals from Kuzbass and Donbass There IS 

also a widespread view that the Government has a responsibility to promote coal 
exports, either by regulating rail freight tariffs or by subsidizing transport of coal for 
export On the other hand, there is some concern that the phasing out of coal 
subsidies will drive up domestic coal prices to the point where foreign coal supplierq 
may be able to displace local coals, particularly in coastal areas such as the Far 
East 

5 In some cases the Russian forecasts are targets for coal production rather than 
forecasts of coal consumption For example, the Ministry of finance notes that the 
Government's objective 1s to stabilize coal production and then to increase it In 
these cases, there is an assumpt~on--either explicit or implicit--tha t the Government 
will intervene in the energy market to protect coal from competition from oil or 
natural gas The two maln justifications for such an intervention are to enhance 
national security lie, to achieve a more diverse fuel supply within Russia) and to 
increase export revenue fie, by switchmng oil and gas from the domestic market to 
export) 

6 In addition to the comments on total coal demand, there are also comments on the 
likely competitive position of individual basins There is a widespread view that 
Pechora will retain its market for power station steam coals and that the Kuzbass 
will retain a large part of its long-distance coal sales 



Execut~ve Summary p 26 
Russlan Cornmen tar y 

Mine Closures & Labor Redeployment 

I As a result of their commitment to higher coal consumption forecasts, most 
Russian agencies foresee fewer mines becoming unprofitable under unsubsidized 
market conditions than mdicated in the Bank forecasts Perhaps more importantly, 
Russian agencies are of the view that an unprofitable mine can only be closed if the 
Government can pay for the physical costs of mtne closure, the costs of creating 
guaranteed replacement jobs for all displaced workers and, where necessary, the 
costs of re-locating communities and building new housing and social facilities For 
this reason, these commentators see the rate of mine closures as being determined 
by the cost of closures--which is largefy unknown at presenf--and the availability 
of government subsidies for this purpose 

2 The Ministry of Economy also makes a case for maintaining a reserve production 
capacity of 25% above current production requirements As a related point, the 
Ministry of Fuels & Power notes that premature mine closures will involve a difficult 
choice between very costly mothballing of mines currently under construction or a 
permanent loss of valuable coal reserves 

RosUgol's comments emphasize the fact that restructuring is already underway, 
albeit at a pace that is considered appropriate for the current conditions in Russia 
Coal industry employment was reduced by 72,300 over the last 78 months (7993 
and first half 7994), the proportion of miners in the total coal industry workforce 
has risen from 47 % to 46 5% over the same period, and local mining companies 
have started to divest their social facilities to local governments RosUgol has also 
diversified its investment activtties to create 2,500 new, non-mmig jobs in 7993 
and has plans to create a further 5,000 in 1994 

a the Mtn~stry of Fuels & Power suggests a cost of 100- 120 billion rubles m mid- 1994 prices 
150-60 m~llion USD) per mlne closure under Kuzbass cond~tions 
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Russian Commen tar y 

4 In the short term, the Federal Employment Service (FES) IS gearing up to cope with 
a government directive to close 34 mines in the second half of 7994, with an 
estimated loss of 28,000 jobs The FES believes that local government services m 
Rostov (Donbass), Tula and Chelyabinsk will be able to provide adequate services 
with their own resources However, Komi (Pechora basin) and Kemerovo (Kuzbass) 
will need additional resources from the Federal Government 

5 For the longer term, RosUgol suggests that it may be possible to close 700 
unprofitable mines by the year 2000, with a corresponding loss of 254,000jobs 
These targets can be compared with the Bank forecast that somewhere between 
735 and 755 mines will become unprofitable after subsidies have been phased out, 
and that employment m these mines IS m the range 425-476,000 

6 However, mine closures will not be the only cause of job losses For example, 
comments from Kuzbassrazrezugol, a company which operates low-cost surface 
mines m the Kuzbass, confirm that they plan to continue expanding their output 
while simultaneously reducing their labor force The company therefore will be well 
placed to compete profitably with other caal producers in the Kuzbass 

7 All Russian commentators emphasize the need for redundancy programs to be well 
planned and adequately funded, particularly in the areas of job creation and re- 
location Most commentators, including the coal labor unions, insist that the 
Government pro vide guaranteed alterna tive employment for redundant miners A 
few, mainly the Ministry of Labor, accept the princ~ple of voluntary departures with 
severance payments 

8 Comments from the Jula region present a slightly different perspective, reflecting 
the fact that, unlmke other basmns, Tula already has the experience of closmg a 
number of mines The authorities in Tula underline the need for truly local 
"transit~on programs" that are well coordinated with other local institutions, 
especially housing and community services The Tula authorities volunteered to 
participate in any pilot program of mine closures 
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Coal Subsrdy Phase- Out 

I Virtually all Russian agencies agree that the transition to a market-based coal 
industry needs to take place over a longer period than the 3-5 years suggested by 
the Bank Many respondents refer to the fact that the British, French and German 
coal mdustries have taken several decades to restructure at a cost of tens of billions 
of dollars--and under economic conditions that were much less difficult than the 
current conditions m Russia 

- The Ministry of Social Protection notes that the World Bank scenarios imply 
an 8-9% annual decline in coal industry employment in Russia, compared 
with only 2-3% annual decline m France and Germany on average during the 
restructuring period 

- RosUgol notes that subsidies per ton in 7993 were $70 m Germany and $98 
in France, compared with $5 m Russia in 1993, rising to $9 in 7994 

2 The Russian commentaries indicate a broad consensus, which includes the Ministry 
of Finance, that the first step should be to change the structure of the subsidies 
rather than to reduce the level Most agencies agree that subsidies should be used 
primarily for costs associated with labor redeployment and mine closures 
However, some agencies continue to advocate investment in mine modernization 

While most agencies believe it would be impossible to phase out coal subsidies 
completely m three or even five years, RosUgol suggests that an annual subsidy 
reduction of 75% m real terms might be a feasible target However, they caution 
that even this rate of subsidy reduction w f l  lead to very large mcreases in coal 
prices These price increases will cause great hardship, particularly m regions 
where coal from distant basins IS the only available source of fuel RosUgol 
recommends a separate coal transport subsidy for these regions The Ministry of 
Finance notes that decisions about increasing, maintaining or reducing coal 
subsidies will set a precedent for other restructuring industries ~n Russia These 
dectsions will therefore have a significant, long term impact on the government 
budget 

31' RosUgol prefers the annual subsrdy reduction target to be expressed In "real" terms rather - 
than as a percentage of GDP, since GDP itself may contrnue to decline over the next few 
years 
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Coal Labor Agreements 

I The coal labor unions fear that any changes to the present system of labor 
agreements (so-called Tariff Agreements) m the coal industry would a110 w the local 
companies to shift all the costs of restructuring onto the employees Other 
commentators also express concerns about the implications of changing the Tariff 
Agreements 

2 The Ministry of Labor supports the general principle that local coal companies 
should be "self-sufficient" m terms of labor costs, ie, that they should decide what 
total wagebill they can afford to pay out of an unsubsidized cashflow However, 
their comments do not draw any conclusions about how to adapt the Tariff 
Agreements to reflect this principle 

Legal Frame work for Restructuring 

I The Russian comments indicate a general consensus that decentralization to the 
local level will be a key part of the restruc turing process However, there are 
differing views about the role of Moscow agencies in the supervision of the 
process 

RosUgol supports the view that "regional" coal companies should be strong and 
independent with full control over all functions from production through to 
marketing As soon as market conditions permit, these companies should secure as 
large a part of their sales as possible m the form of long term contracts with their 
largest customers The State Property Committee (GKII also supports 
decentralrration, provided it does not lead to a single monopoly coal company in 
each coal basin In GKI's view, the companies would therefore be more "local" 
(within a basin) than "regmnal" (covering a whole basin) RosUgol and GKl both 
recommend legal changes to support their csnceptlons of decentralizat~on 

3 Several agencies, mcluding RosUgol, note that coal restructuring in other countries 
has generally been implemented under the aegis of a unified natlonal coal company- 
-such as Brrtish Coal, Ruhr Kohle or Charbonnages de France The US experience IS 

the most obv~ous exception Ros Ugol believes that they (RosUgoll are well placed 
to play a similar role m the restructuring of the Russian coal industry 

4 Finally, the Ministry of Social Protection notes that implementation of a coal 
restructuring program involves a large number of mainly social--not sectoral-- 
agencies from several different levels of government If the program IS to succeed, 
the Government will have to legislate key parts of the program so that these 
become binding on all levels of government 
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Demand for Coal 

Russia - total 

1 See Fiaure 1 Coal Demand Projecfrons Reform Scenario (facing page) 

2 Decline in GDP 
Russia has experienced a very sharp decline In GDP since 1990 The World 
Bank's central projection is that GDP w~ l l  bottom out by the end of 1995 at 
a l~ttle less than 60% of rts 1990 level After 1995, growth In per capita 
income could average 5 5% per year durlng the lnrtral recovery phase unt~l 
2000, with a slightly slower growth rate thereafter The declrne in GDP has 
been accompan~ed by a shift from investment towards consumption and thls 
trend is expected to continue The shift away from investment w~ l l  further 
depress industr~al demand for energy The comblned Impact of these trends 
is that GDP should recover to 75% of 1990 levels by the year 2000, but 
with consumption and investment at 80-85% and 50-60% of 1990 levels, 
respectively Government projections typically are for a less deep recessron 
with GDP recovering to about 90% of 1990 levels by the year 2000 

3 Energy prices 
For the period out to 2000, energy demand will be dr~ven mainly by the level 
and structure of GDP Adjustment of domestic energy prices, which rs 
assumed to occur by about 1996, will also have some Impact on energy 
demand and on the market shares of d~fferent fuels The impact of energy 
price rises on overall energy demand will be very limrted untll broader 
economic reforms make industrial enterprises sensitlve to prices, costs and 
prof~ts If these reforms are put Into effect quickly (1 994-95), energy 
consumption could fall as low as 56% of 1990 levels by the year 2000 If 
reforms are delayed until 1995-2000, energy consumption in 2000 could be 
around 66% of 1990 levels 
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Demand for Coal 
Russ~a - total 

Coal Demand Project~ons : Reform Scenar~o 
(Ind~ces w~th 1990 = 100) 

- GDP - central * Primary energy demand + Primary coal demand 

World Bank estimates 

4 Coal's market share 
Taking account of experiences In other countries and the restructuring of the 
Russian economy, it is expected that coal w ~ l l  contlnue to  lose market share 
to gas and electr~city Coal's share of electricity generation will also decline 
during the period when electrlclty consumption 1s below 1990 levels For 
these reasons, coal consumptlon will fall more rapldly than total energy 
consumptlon until 1995 and grow more slowly than total energy durlng the 
economlc recovery The World Bank's projection IS that coal demand will be 
about 60% of 1990 levels In 1995 and in the range 50-6096, ie, about 21 0- 
250 million tonnes per year by the year 2000--depending on how rapldly the 
Government implements the reforms needed to make enterprises sensltlve to 
prlces 
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Demand for Coal 
Russ~a - total 

1 See Table 1 Coal Consumption, 1990-7997 (facing page) 

2 Consumption of steam coal by its largest customer--the electric power and 
heat supply industry has declined and will not recover over the medium 
term 

3 Consumpt~on of coking coal by its largest customer--the steel industry-- has 
declined and will continue to decline over the medium term 

4 Exports and imports play a small role in the overall coal market in Russia but 
will remain locally important in some areas 
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Demand for Coal 
Russia - total 

Table 1 Coal Consum~t~on, 1 990-1 997 
(million tce) 

Steam Coal 
consumption 203 

electric power 111 
other 92 

exports 16 
lmports 22 
sales 199 

1992 1993 
est 

Cokina Coal 
consumption 46 45 40 
exports 19 10 11 
imports 7 6 4 
sales 58 49 47 

All Coal 
consumption 250 232 214 
exports 35 24 23 
~mports 29 35 27 
sales 256 221 210 

memo 
total sales 
in m~ll~ons of tonnes 369 320 304 

Source RosUgol and World Bank est~mates 
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Demand for Coal 
Reg~on by Reg~on 

I See Table 2 Demand for Coal by Region, 7990- 7997 (facrng page) 

2 The target year (1 997) is a "typical" year in the period 1995-2000, during 
which coal demand will remain relatively "flat" The units are mrllions of 
tonnes of coal-equivalent (tce) 

3 The regional coal demand scenarios in Table 1 start from 1990 data on 
consumption of steam coal and coking coal In each of the eleven economic 
regions 

- World Bank scenarios for 1997 electric~ty and heat generation--the 
largest single component of steam coal demand--were used to 
estimate the regional pattern of steam coal demand in 1997, after 
taking Into account 
- likely output of lower-cost, exlsting hydro and nuclear plants In 

these regions 
- likely shares of coal, natural gas and fuel oil (mazut) In the 

remaining electricity and heat generation loads 

- World Bank scenarios for 1997 output of lron and steel were used to 
estimate the regional pattern of cok~ng coal demand 

- in the reglons where coal competes with natural gas--the Urals and 
European Russia--the scenarios assume that coal consumers will be 
more sensitive to coal prices (a price elastic~ty of 10%) than in other 
regrons 
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Demand for Coal 
Reg~on by Reg~on 

Table 2 

Northwest 

North 

Center 

Center-Black Earth 

Volga Vyatka 

Volga 

North Caucasus 

Urals 

West Siber~a 

East S~beria 

Far EastINorth East 

DOMESTIC DEMAND 

Exports 

Imports 

TOTAL DEMAND 

Demand for Coal bv Realon 1990-1 997 
(mlll~on tce) 

1990 of which 299'7 of wh~ch 
coklng coklng 

3 7 2 2 

16 8 7 3  10,O 4 6 

22 7 8 3  73.6 5 2 

5 4 3 4 

5 5 3 5 

5 5 3 4 

12,1 7 5 
61 -6 2 1 5  302 13 6 

56 5 8 6  32-5 5 4 

440 24.3 

26 6 15,3 5 1 

250,4 4 5 7  145.5 28 8 

35 Q 1 9 0  180 12 0 

29 U 7 0  34.Q 4 0 

256 4 4 5 7  1495 28 8 

Source RosUgol (1 990) and World Bank estimates (1 997) 
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Compet~t~on between Coal Bas~ns 
Coal Transport Costs 

1 The economics of the coal Industry with~n Russ~a have completely changed 
as a result of increases In rail freight rates for coal during 1993 Accord~ng 
to World Bank estimates, rail freight rates for coal in Russia In late 1993 
were already high enough to cover the economrc costs of moving coal 
Nonetheless, there rs a real r~sk that coal fre~ght rates w~l l  continue to move 
upwards ~f the Government fails to introduce a suitable regulatory 
framework for the railways One of the essent~al features of th~s regulatory 
framework would be to el~minate the present cross-subsid~zation of 
passenger traff~c by fre~ght traffic 

2 The World Bank used two scenarios for coal rail freight rates to simulate 
what might happen rn a fully de-controlled and competitive coal market In a 
target year such as 1997 

- the "low" tariff is below the current tar~ff (after adjusting for inflation) 
--so 'tar~ffs will only fall to this level ~f tar~ff increases fall behind the 
general rate of ~nflation 

- the "high" tariff is h~gher (after adjusting for rnflation) than the 
economic cost of coal rail freight In Russia (World Bank estrmates)-- 
however, coal rail freight tariffs may reach these levels if the railways 
remain unregulated 

3 The "low" and "high" coal rall fre~ght scenario in rubles per tonne-k~lometer 
(Rblt-km) are, respectively 
- 3 0 and 5 0 Rblt-km for greater than 800 km 
- 4 5 and 7 5 Rb/t-km for 400-800 km 
- 6 0 and 10 0 Rblt-km for less than 400 km 

4 These costs are In Jan -Sept 1993 rubles 
- this allows ruble costs to be converted to US dollars at approximately 

1000 RbIUSS 
- so these tarrff scenarios are equrvalent to about 0 3 to 0 5 US cents 

per tonne-k~fometer for long hauls (further than 800 km) 
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Competrtron between Coal Bas~ns 
Coal Transport Costs 

Table 3 Dellvered Coal Prices and Rarl Frelaht, 1997' 

Freight1 
Sample Transact~ons (Rbltce, January- Del~vered 

MarketICoal Basln September 1993 Cost 
pr~ces) (%I 

Center Steam Coal Mtnehead Delrvered 

f rom Moscow/Tula 16,396 19,925 18% 

From Donbass 12,003 19,925 40% 

Ffom Kuzbass 6,800 19,925 66% 

Center Caktng Caal 

From Pechora 12,205 20,353 40% 

f rom Kuzbass 8,000 20,353 61 % 

Source World Bank estrmates 
1 based on "Low" rall frelght rate scenario 

5 See Table 3 Delivered Prtces and Rat1 Frelght, 7997 (above) 

6 Even if r a ~ l  fre~ght rates for coal remain at the "low" end of the scenarlo 
range, the share of r a ~ l  freight costs In the delivered price of coal will vary 
greatly when the Russ~an coal market becomes competltlve For example, 
for coals delivered to the Center (Moscow) reglon 

- from 18% to 66% for steam coals 
- from 40% to  61 % for coklng coals 
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Competrtion between Coal Bas~ns 
Coal Production Costs 

1 We then use Cost Curves to summarize the costs of production in each 
bas~n--see Flgures 2- 1 0 (In Bas~n Prof~les pages 46-63, below) 

Production costs in these curves are 
- per tonne coal-equivalent (tce) 
- 1992 costs converted to Jan -Sept 1993 rubles 
- total var~able operating costs (see below for deflnrtions) 

adjusted to reflect the fact that a tce of high qual~ty coal is worth 
more to the consumer than a tce of low qualrty coal 
- anthracrte (high efficiency, clean, long flame) premium of 10% 

low sulfur coals (less than 1 %) premium of 10% 
- high sulfur coals (greater than 2%) penalty of 10% 
- low ash coals (less than 15%) premium of 10% 
- hlgh ash coals (greater than 30%) penalty of 10% 

3 These costs do not include 
- any capital costs or financial charges 
- socral and similar costs 
- costs involving unpaid debts to suppliers or other third partres 
- costs involving barter wlth other enterprises 

4 These costs do include 
- all wage payITIentS [arrears rn wage payments were not large In 1992, also the 

Tarlff Agreements d ~ d  not play a major role In wage settlng untll I9931 

5 It IS unclear whether 
- costs are recorded at the minemouth or when the coal leaves the coal 

preparation plant 
- costs are recordsd on a cash basrs or an accrual basis 
- all costs are consrstently recorded wlthout omrssions 

6 The best lnterpretatlon of these costs 1s that they Include most var~able 
costs--and therefore provide a frrst indication of the short-run costs that 
apply in a period of declrning demand and limtted investment 
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Competition between Coal Basins 
Market Adjustment Scenar~o 

The analysls for the Market Adjustment Scenar~o proceeds In the fol low~ng steps 

1 we estimate that demand for coal In the target year 1997 will be about a 
thlrd less than In 1992--this target year could be almost any year in the 
perlod 1995-2000, since demand IS projected to  be fa~rly "flat" over the 
whole per~od 

2 demand for coal in 1997 will be dlstr~buted across the economec reglons of 
Russia approximately as In Table 2 (page 371 

3 ~ n d ~ v ~ d u a l  coal baslns will have to compete w ~ t h  each other to  ma~ntaln or 
Increase thew share of a smaller market--the basin that can dellver coal of a 
part~cular qual~ty at the lowest delivered prlce will wln the sales contract 

4 for each comblnatlon of coal basln and reg~onal market, we estimate future 
del~veredpr~ces (~e, prices that would ensure full cost recovery for the 
companies that produce and dellver the coal) for steam and coklng coal, 
based on 

- 1992 coal production cost curves (translated into 1993 rubles) for 
each of the nine major basins 

- a range of r a ~ l  freight costs "low" and "hlgh" 

5 we then s~mulate the coal market to est~mate the llkely range of coal sales 
for each basin In target year 1997 

6 we use the 1992 cost and employment curves to estlmate a "low" and a 
"hlgh" case for 

- the total employment In each bas~n In 1997--and, corresponbangly, the 
number of workers who could become unemployed over the trans~tlon 
perlod 

- the number of m~nes that could stay in operation ~n each bas~n ~n 
1997--and, correspond~ngly, the number of mines that may have to  
close over the translt~on per~od 
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Scenar~o Results, 1997 
Coal Output by Bas~n 

See Table 4 Coal Output by Bas~n 1992-1997 (facrng page) The scenarro results below show 1997 
outputs as a percentage of 1992 base year output (showrng results of ' low' then high rail f re~ght 
tarrff scenarro) 

Pechora 50-62 % 
wrll become the dominant supplier of cokrng coal to the Center region 
wrll stop all production of steam coal, regardless of rail freight tariffs 

Moscow (Tula) 57-95% 
would be protected by high rarl frerght tarrffs (for sales of low grade steam coal in the Center 
regron) from competitron from Donbass and Kuzbass 
IS very sensrtrve to  rail frerght tariffs and would continue t o  contract rf rail frerght tarrffs remain 
at the lower end of the range 

Donbass/South 86-93% 
IS largely protected by recent rarl frerght tarrff Increases and will contract less than most other 
basrns rf rail frerght tarrffs stay rnside the range used for the scenarros 
wrll remain an Important supplrer of steam coals t o  regions west of the Urals but wrll contrnue 
t o  reduce output of cokrng coal 

Urals 49-70% 
wrll cease production of cokrng coal and will contrnue to  reduce output of steam coal, 
regardless of rail freight tarrffs 
wrll also lose some of the locar (Urals) market t o  Kuzbass and Donbass if rail freight tariffs 
remarn at the lower end of the range 

Kuzbass 55-49 % 
wrll be the dominant supplrer of cokrng coal only In the Urals and so wrll have to  cut total 
coking coal output t o  less than 50% of 1992 levels 
wrll also lose some of its steam coal sales west of the Urals 
will face the largest reductron of output (about 45 mrllron tce) of any basrn 
wrll not be as sensitrve to  further changes in rail freight tariffs as other, smaller basrns 

Kansk-Achmsk 87-69% 
wrll keep its local mrnemouth markets at any rarl freight tarrff 
could remarn competitrve in long-drstance sales--both westwards and eastwards--at the lower 
end of the rarl freight tariffs 

East S~ber~a 87% 
wrll dramatrcally Increase rts share of the local East Siberran market at the expense of coal 
shrpments from other basins into East Srberia 

Far East 53-77% 
will supply all demand in the Far East region rf rarl freight tariffs reach the hrgh end of the range 
will lose some of the local market t o  Kansk-Achinsk coals rf rail frerght tariffs remain near the 
lower end of the range 

North East 87-9 1 % 
wrll slrghtly reduce its output of steam coals t o  match lower demand for steam coal n the 
regron 
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Table 4 Coal Out~u t  bv Basln 
(mlll~on tce) 

1992 Base 1997 Low Frelght Tar~ff  1997 H ~ g h  Frelght Tarrff 
Scenarro Scenar~o 

BASIN 

All Coal of w h ~ c h  All Coal of w h ~ c h  AII Coal of whlch, 
cok~ng cok~ng cok~ng 

% 1992 Base too% 

Moscowl(Tula) a 7 

% 1992 Base fm% 68% , 

% 1992 Base 1 OD% 86% 93 % 
t 

Urals 9 3 

% 1992 Base ?m% 

Kuzbass 96 2 

% 1992 Base ,, IUD% 55% 49% 

Kansk Ach~nsk 28 7 25 0 19 8 

% 1992 Base !?0096 
" .. 

East S~ber~a  18 Ei 

% 1992 Base loo% 

Far East $0 7 

% 1992 Base 100% 

North East 13 8 

% 1992 Base 87 % 91% 

TOTAL 275 I 60 2 141 3 34 0 r40 6 34 6 

% 1992 Base fO% 65% 85 96 

Source RosUgol (1 992) and World Bank estimates (1 997) 

Maln assumptions 
the new jolnt stock Mln~ng Companies will set delivered prlces that ensure full recovery of var~able costs mlne by  
mlne and full recovery of total costs for the companies that transport and del~ver the coal 
coal consuming reglons w ~ l l  purchase the coals that meet thew qual~ty speclflcat~ons at the lowest del~vered cost 
coal rall f re~ght tar~f fs  will Ile somewhere In the range from "low to h ~ g h  
the difference between total output In Table 4 and total demand In Table 2 reflects the exclus~on of all trade 
except for exports of 5 1 mtce of cok~ng coal from the North East and Imports of 10  mtce of steam coal to the 
Urals (from Ek~bastuz) 
d~fferences between total output for the two frelght tarlff scenarios reflect the Impact of fre~ght tarlffs on 
del~vered prlces and thus the demand for coal In 1997 
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Scenar~o Results, 1997 
Employment 

See Table 5 Number of M~nes and Employment, 1992-1997 (facrng page) The scenarlo results below 
show 1997 employment as a percentage of 1992 base year employment (showrng results of "low" then 
"hrgh" rail fre~ght tariff scenario) 

Pechora 30-45% 
would reduce the number of mrnes from 18 mrnes to 5-7 mnes, dependrng on fre~ght tarrffs 
would reduce employment from 70,400 to 21-32,000 
would be responsrble for 9-10% of total employment reductron n the coal rndustry 

Moscow (Tula) 3 4 8 0 %  
would reduce the number of mrnes from 22 mrnes to 9-1 9 mnes, dependrng on fre~ght tarrffs 
would reduce employment from 41,000 to 14-33,000 
would be responsrble for 2-6% of total employment reductron n the coal rndustry 

Donbass/South 77-82% 
would reduce the number of mrnes from 42 mrnes to 28-33 mrnes, dependrng on frerght tar~ffs 
would reduce employment from 135,400 to 97-1 1 1,000 
would be responsrble for 6-8% of total employment reductron In the coal Industry 

Urds 20-34% 
would reduce the number of mrnes from 33 mrnes to 7-13 mnes, dependrng on frerght tarrffs 
would reduce employment from 79,400 to 16-27,000 
would be respons~ble for 12-1 3% of total employment reduct~on n the coal Industry 

Kuzbass 28-24% 
would reduce the number of mrnes from 91 mnes to 33-40 mwes, depending on frerght tarrffs 
would reduce employment from 296,300 to 72-83,000 
would be responsrble for 45-53% of total employment reductron n the coal rndustry 

Kansk-Achmsk 50-30% 
would reduce the number of mrnes from 9 mrnes to 2-4 mnes, dependrng on frerght tarrffs 
would reduce employment from 25,500 to 8-1 3,000 
would be responsrble for 3-496 of total employment reduct~on n the coal rndustry 

East S ~ b m  59-46% 
would reduce the number of mines from 12 mrnes to 7-8 mmes, dependrng on frerght tarrffs 
would reduce employment from 24,400 to 1 1-1 4,000 
would be responsrble for 2-396 of total employment reductron n the coal rndustry 

FBI East 26-48% 
would reduce the number of mrnes from 36 mrnes to 12-18 mmes, dependrng on frerght tarrffs 
would reduce employment from 63,100 to 1 7-3 1,000 
would be responsrble for 8-10% of total employment reduct~on n the coal rndustry 

Norih East 4 6 ~ 5 2 %  
would reduce the number of mrnes from 10 mrnes to 5-6 mrnes, dependrng on frerght tarrffs 
would reduce employment from 27,100 to 1 3-1 4,000 
would be responsrble for about 3% of total employment reduct~on In the coal rndustry 
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Scenario Results, 1997 
Employment 

BASIN 

Table 5 Number of Mines and Em~lovment Levels bv Basin 
Employment in '000s 

PechoralNorth 

Moscow/(Tula) 

DonbassISouth 

Urals 

Kuzbass 

Kansk-Achinsk 

East Si ber~a 

Far East 

North East 

TOTAL 

1992 Base 

Number 
of Mtnes 

18 

2 2 

42 

33 

91 

9 

12 

3 6 

10 

273 

Direct 
Employment 

70 

41 

135 

79 

296 

2 6 

24 

63 

27 

763 

1997 Low Freight Tariff 
Scenario 

Number Direct 
of M~nes Employment 

5 21 

9 14 

28 9 7 

7 16 

40 83 

4 13 

8 14 

12 17 

5 13 

? $8 287 

1997 H~gh Freight Tariff 
Scenario 

LUumber Direct 
of M~ms Employment 

7 32 

19 33 

33 111 

I 3  27 

33 72 

2 8 

7 11 

18 31 

6 14 

? 38 338 

Note Mines with low employment per tonne of output (ie, mines with high labor productivity) often 
surface mines tend to be further away from thew consumers than higher cost mines As a 
result, total employment IS much lower under the Low rail freight cost scenario than under the 
High rail freight cost scenario 

Direct Employment 
- corresponds approx~mately w ~ t h  Personnel of Industrial Enterprises tn 

the coal industry 
- includes Non-lndustr~al Personnel (of industrial enterprises), such as 

kindergarten, houslng, agr~cultural and "other" personnel 
- excludes Personnel of Non-Industrial Enterprises, such as construction 

and design enterprises and tradetfood servlces 
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Coal Bas~n Prof~les 
PechoraINorth 

1 Coal resources (physically recoverable) 
- 8 8 billion tonnes hard coal (thermal) - 3 6 brllron tonnes coking coal 

2 Typ~cal coal quality calorrf ic ash sulfur production 
content content content in 1992 
(kcallkg) (percent) (percent) (m tonnes) 

- hard coal 4000-5500 25-30 1 5-3 0 9 0 
- coking coal 5700-6000 1 6-1 8 0 5-0 7 15 5 

3 Key transport distances regions distance 
from Pechora supplied (km) 

North 2,000 
Center 2,200 
Northwest 2,400 

4 Underground versus production prod'n workers number 
surface, 1992 (millton tonnes) (thousand) of mines 
- underground 24 4 35 2 18 
- surface 0 0 0 0 0 
- total 24 4 35 2 18 

5 Forecast changes product ion employment number 
1992 - 1997 (m~llion m) (thousand) of mines 

- all coal 
1992 17 8 70 4 18 
1997 8 8 - 1 1  1 21 4 - 32 0 5 - 7 

- of which, coking 
1992 12 5 n a 
1997 8 8 - 1 1  1 n a 

- see Finure 2 (facing page) clrcles on the steam coal and coking coal 
Cost Curves indicate the maximum production cost at which mines can 
stay in business under the Low and High rail tariff scenarios 
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figure 2 

1992 Pechora Coal Supply Curves 

0 = 1997 Low Rail Tar~ff Scenar~o 

0 = 1997 HlgR Ra~l Tar~ff Scenar~o 
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Coal Bas~n Prof~les 
Moscow/Tula 

1 Coal resources (phys~cally recoverable) 
- 4 4 b~l l~on tonnes brown coal 

2 Typ~cal coal quallty calorlf ic ash sulfur production 
content content content ~n 1992 
(kcallkg) (percent) (percent) (m tonnes) 

brown coal 2300-2700 30-40 3 0-4 5 9 2 

3 Key transport distances regions distance 
from Tula suppl~ed (km) 

Center 200 

4 Underground versus production prod'n workers number 
surface, 1992 (m~ll~on tonnes) (thousand) of mines 
- underground 7 2 21 1 18 

surface 2 0 1 4  4 
- total 9 2 22 5 22 

5 Forecast changes productron employment number 
1992 - 1997 (m~llion -1 (thousand) of m~nes 

- all coal 
1992 3 1 41 0 22 
1997 1 8 - 3 0  1 4 0 - 3 3 0  9 -  19 

of which, coklng 
1992 0 0 
1997 0 0 

- see F~aure 3 (facing page) clrcles on the steam coal Cost Curve lndrcate 
the maxlmum product~on cost at wh~ch mrnes can stay In bus~ness under 
the Low and Hlgh rail tarrff scenarros 
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0 = 1997 Low Rail Tar~ff Scenano 

figure 3 

1992 Moscow Bas~n Coal Supply Cuwes 

0 = 1997 Hlgh Rail Tarlff Scenarlo 
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Coal Bas~n Profiles 
DonbasslSouth 

1 Coal resources (physically recoverable) 
- 9 3 billion tonnes hard coal (thermal) 
- 0 3 billion tonnes coking coal 
- 7 0 billion tonnes anthracite 

2 Typical coal quality calorrf ic ash sulfur production 
content content content in 1992 
(kcal/kg) (percent) (percent) (m tonnes) 

- anthracite 5500-6000 20-30 2 0-3 5 20 5 
- coking coal n a n a n a 1 8  

3 Key transport distances regions distance 
from Donbass supplied (km) 

North Caucasus 300 
Volga 400 
Center 1.200 

4 Underground versus production prod'n workers number 
surface, 1992 (m~llion tonnesl (thousand) of mines 

underground 22 3 76 1 42 
- surface 0 0 0 0 0 
- total 22 3 76 1 42 

5 Forecast changes production employment number 
1992 - 1997 (million m) (thousand) of mines 

- all coal 
1992 17 5 135 4 42 
1997 1 5 0 - 1 6 3  9 6 7 - 1 1 0 8  28 - 33 

- of which, coking 
1992 1 4  n a 
1997 0 4 - 0 7  n a 

- see Ficrure 4 (facing page) circles on the steam coal and coking coal 
Cost Curves indicate the maximum production cost at which mines can 
stay in business under the Low and High rail tariff scenarios 
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figure 4 

1992 Donbass Coal Supply Curves 

0 = 1997 Low Rarl Tariff Scenario 
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Coal Bas~n Prof~les 
Urals 

1 Coal resources (physically recoverable) 
- 0 5 b~l l~on tonnes hard coal (thermal) - 0 3 blllion tonnes cok~ng coal 
- 1 7 b~l l~on tonnes brown coal 

2 Typrcal coal qualrty calorrf rc ash sulfur production 
content content content rn 1992 
(kcallkg) (percent) (percent) (m tonnes) 

- hard coal 4000-5000 25-35 3 5-5 5 2 1 
- brown coal 2700-3000 35-40 0 5-1 0 19 4 
- cokrng coal n a n a n a 1 0  

3 Key transport d~stances regions distance 
suppiled (km) 
Urals 200 

4 Underground versus production prod'n workers number 
surface, 1992 (m~llron tonnes) (thousand) of mines 
., underground 9 1 32 4 25 
.. surface 13 4 8 5 8 
- total 22 5 40 9 33 

5 Forecast changes production employment number 
1992 - 1997 (mlllron m) (thousand) of mines 

- all coal 
1992 9 3 79 4 33 
1997 4 5 - 6 5  1 6 0 - 2 6 9  7 -  13 

- of whrch, coklng 
1992 0 7 
1997 0 0' 

- see F~aure 5 (facrng page) clrcles on the steam coal and cokrng coal 
(lost Curves indrcate the maxlmum productron cost at which mlnes can 
stay in busrness under the Low and H~gh rarl tarlff scenarios 
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Rgure 5 

1992 Ural Basln Coal Supply Curves 
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Coal Bas~n Prof~les 
Kuzbass 

1 Coal resources (phys~cally recoverable) - 76 8 billion tonnes hard coal (thermal) - 38 2 billion tonnes coking coal 
- 96 5 billion tonnes brown coal 

2 Typical coal quality calorif ic ash sulfur production 
content content content in 1992 
(kcallkg1 (percent) (percent) (m tonnes) 

- hard coal 5000-6000 10-20 0 3-0 7 68 1 
- coking coal 5500-6500 1 0-20 0 3-0 7 45 0 
- anthrac~te n a n a n a 1 5  

3 Key transport distances regions distance 
from Kuzbass suppl~ed (km) 

West Slberra 300 
Urals 1,900 
Center 3,500 
Northwest 4,500 

4 Underground versus product~on prod'n workers number 
surface, 1992 (m~llion tonnes) (thousand) of mines 
- underground 68 0 153 3 69 
- surface 46 6 36 2 22 
- total 114 7 189 6 91 

5 Forecast changes product~on employment number 
1992 - 1997 (mllllon m) (thousand) of mines 

- all coal 
1992 96 2 296 3 9 1 
1997 47 4 - 52 8 71 8 - 82 6 33 - 40 

of which, cok~ng 
1992 40 3 n a 
1997 1 7 7 - 1 9 7  n a 

A see Flaure 6 (facing page) circles on the steam coal and coklng coal 
Cost Curves indicate the maximum production cost at whlch mlnes can 
stay In business under the Low and H~gh rail tarlff scenarios 

- page 54 - 



Figure 6 

1992 Kuzbass Coal Supply Curves 
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Coal Basrn Proftles 
Kansk-Ach~nsk 

1 Coal resources (physrcally recoverable) 
- 78 0 b~l l~on tonnes brown coal 

2 Typ~cal coal qual~ty calor~f rc ash sulfur production 
content content content ~n 1992 
(kcallkg) (percent) (percent) (m tonnes) 

- brown coal 3400-3700 15-20 0 4-0 6 50 8 
- hard coal 5000-5500 15-25 0 4-0 6 6 6 

3 Key transport drstances reglons d~stance 
from Kansk-Achrnsk suppl~ed (km) 

West S~ber~a 400 
East Slberla 900 
Urals 2,300 

4 Underground versus production prod'n workers number 
surface, 1992 (mrlllon tonnes) (thousand) of mines 
- underground 2 0 2 6 3 
- surface 55 4 10 7 6 
. total 57 3 13 3 9 

5 Forecast changes productron employment number 
1992 - 1997 (mrll~on &g!) (thousand) of mrnes 

- all coal 
1992 28 7 25 5 9 
1997 1 9 8 - 2 5 0  7 6 - 1 2 8  2 - 4  

- see F~aure 7 (fac~ng page) crrcles on the steam coal Cost Curve lndlcate 
the maxlmum productron cost at whrch mlnes can stay rn busmess under 
the Low and H~gh ra~l  tarrff scenarios 
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Figure 7 

1992 Kansk-Achmsk Coal Supply Curve 
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Coal Bas~n Proflles 
East S~ber~a 

1 Coal resources (physically recoverable) 
- 2 0 billion tonnes brown coal 
- 11 0 billion tonnes hard coal (thermal) 

2 Typical coal quality calorif ic ash sulfur production 
content content content ~n 1992 
(kcallkg1 (percent) (percent) (m tonnes) 

- brown coal 3000-4000 1 5-25 0 5-1 5 28 7 
- hard coal n a n a n a 7 6 

3 Key transport distances regions distance 
supplied (km) 

East Siberra 400 

4 Underground versus production prod'n workers number 
surface, 1992 (million tonnes) (thousand) of mlnes 
- underground 24 4 2 0 18 
- surface 0 0 9 7 0 
- total 24 4 11 7 I 8  

5 Forecast changes production employment number 
1992 - 1997 (million a) (thousand) of mines 

- all coal 
1992 18 5 
1997 16 1 

- of which, cokrng 
1992 0 0 
1997 0 0 

- see F~nure 8 (facing page) circles on the steam coal Cost Curve indicate 
the maximum production cost at which mines can stay in busrness under 
the Low and High rall tariff scenarios 

- page 58 - 



figure 8 

1992 Eastern Sibena Coal Supply Curve 
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Coal Basln Proflles 
Far East 

1 Coal resources (physically recoverable) 
- 10 4 billion tonnes brown coal 
- 5 3 billion tonnes hard coal (thermal) 

2 Typical coal quality calor~f ic ash sulfur product~on 
content content content in 1992 
(kcalikg) (percent) (percent) (m tonnes) 

brown coal 3000-4000 20-40 0 3-0 5 24 7 
- hard coal 4500-5500 15-35 0 3-0 5 0 0 

3 Key transport distances regions distance 
supplied (km) 
Far East 500 

4 Underground versus production prod'n workers number 
surface, 1992 (million tonnes) (thousand) of mines 
- underground 8 9 28 1 24 
- surface 15 8 6 7 12 
- total 24 7 34 9 36 

5 Forecast changes production employment number 
1992 - 1997 (millton m) (thousand) of mines 

- all coal 
1992 10 7 63 1 36 
1997 5 7 - 8 2  1 6 5 - 3 0 6  12 - 18 

- of which, cok~ng 
1992 0 2 
1997 0 0 

- see Fiaure 9 (facing page) circles on the steam coal and coking coal 
Cost Curves indicate the maximum production cost at which mines can 
stay in business under the Low and High rail tariff scenarios 
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figure 9 

1992 Far East Coal Supply Curves 

0 = 1997 Low Rail Tanff Scenano 
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Coal Bas~n Prof~les 
North East 

1 Coal resources (physically recoverable) 
- 7 1 billion tonnes hard coal (thermal) 
- 4 9 billion tonnes coking coal 

2 Typical coal quality calor~f ic ash sulfur production 
content content content in 1992 
(kcallkg) (percent) (percent) (m tonnes) 

- hard coal 4600-5500 15-20 0 2-0 4 9 3 
- coking coal 5500 1 5-20 0 3 5 6 
- brown coal 3700-4000 1 5- 1 7 0 2 1 0  

3 Key transport d~stances regions distance 
supplied (kml 
North East 500 
Japanlexports 3,000 

4 Underground versus production prod'n workers number 
surface, 1992 (million tonnes) (thousand) of mines 
- underground 3 3 4 7 6 
- surface 12 8 4 3 4 
- total 16 1 8 9 10 

5 Forecast changes productron employment number 
1992 - 1997 (million &g) (thousand) of mines 

- all coal 
1992 13 3 27 1 10 
1997 11 6 - 1 2 1  1 2 6 - 1 4 1  5 - 6 

of which, coking 
1992 5 1 
1997 5 1 

see Finure 10 (facing page] circles on the steam coal Cost Curve 
indicate the maximum production cost at wh~ch mines can stay In 
business under the Low and H~gh rail tariff scenarios 
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Rgure 10 

1992 North East Coal Supply Curves 
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Restructur~ng the Coal Industry 

II. The Coal Industry's Response 
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Recent Performance 
- mlning costs 
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- soclal subsidles 
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- competftlon 
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- subsidy phase-out 



Recent Performance 
Mlnlng Costs 

1 See Table 6 A verage Real Operattng Costs per Tonne of Coal Equtvalent 
(faclng page) 

Table 6 shows that average mine operatrng costs -- lncludlng wage 
payments under the Tarlff agreement but exclud~ng depreclat~on and non- 
productrve costs -- have rncreased from 6326 Rb per tonne of coal 
equivalent In 1991 to 7395 Rb per tce In 1993 04, both at 1993 Q2 prices 
Thrs average encompasses large differences between baslns The largest 
real Increases -- 160% and 90% respectively -- were for low cost surface 
mines In East Srberra and Kansk-Ach~nsk, whereas the real Increases for the 
Donbass, Kuzbass and North East baslns were less than 5% 

3 There were substantla1 changes In the medran composrtron of minlng costs 
across all mrnlng assoclatlons over the perlod 1991 -93 In 1992 the share 
of materral lnputs rncreased sharply as prlce lrberalrzatlon generated large 
Increases In the cost of energy, trmber and explosives Whrle the Increase In 
the share of electrlcrty In total costs persisted through 1993, mlnes have 
adjusted them use of other materlal lnputs so that the medlan real cost of 
materral lnputs per tonne of coal had fallen almost back to ~ t s  1991 level by 
the end of 1993 Q4 

4 Now, ~t IS the Increase In total wage costs -- underpinned by the wage 
subsrdres llnked to the Tarrff Agreement whlch covered about one half of 
total wage costs rn 1993 -- whlch 1s drrvlng up mlnrng costs Srnce mines 
do not have to pay soclal securlty taxes on wages payments made under the 
Tarrff Agreement, the real cost of socral security taxes per tonne has fallen 
sharply Though not rncluded In operatlng costs, the amount set asrde by 
mlnes for deprec~atron of flxed assets has decllned by over 80% In real 
terms 
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Recent Performance 
M~n~ng Costs 

- 

Table 6 - Averaae Real O~eratina Costs per Tonne of Coal-Eauivalent 

Average operating costs In Rb per tce at 1993 0 2  prices 

Don bass 

East Siberia 

Far East 

Kansk Achinsk 

Kuzbass 

MoscowICenter 

North East 

PechoraINorth 

Urals 

All basins 6326 7017 7197 5733 7326 7395 
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Recent Performance 
Coal Pr~ces 

1 See Table 7 Average Real Prrce per Tonne of Coal Equrvalent by Coal Basrn (facing 
page) 

2 Coal prices were liberalized ~n July 1993 and the artificial distinction between the 
prices paid to the mine and those charged to customers was abolished As a result 
the average nominal price of coal ~ncreased from about Rb 5,700 per tce in 1993 
0 2  to Rb 11,500 per tce in 1993 Q3 After this jump the real prices received by 
mines fell back in the flnal quarter, so that the average real revenue per tce for the 
second half of the year was slightly below that for the first half Demand was 
clearly a constraint on the ability of mining associations to increase thetr prices At 
the same time there IS clear evidence of distortions in pricing behavior linked to the 
operation of the subsidy system 

3 For customers the increase was much greater -- from Rb 1540 per tonne to Rb 
5860 for unwashed steam coal free-on-rail at the mine and from Rb 31 90 per 
tonne to Rb 14620 for unwashed coking coal From 1993 Q1 to 1993 Q4 ex-mine 
prices of coal to customers increased by 60-90% in real terms Delivered prices 
increased by 40-60% in real terms over the same period 

4 The July price liberalization has radically changed the structure of the Russian coal 
market but it has not achieved its apparent objectives The average revenue per tce 
in 1993 0 2  was approximately equal to the average operating cost Prlce reform 
appears to have relaxed pressure on mines to hold down their costs, so that the 
average operating cost per tce increased sharply from 0 2  to Q3 This change was 
not reversed in the final quarter, so that in 1993 0 4  the gap between operating 
costs and prices amounted to Rb 4600 per tce or 25% of the average price 

5 The price reform has done llttle to bring the regional pattern of prices ~ n t o  line with 
the structure that might be expected under a full market system allowing for 
differences In production and transport costs In real terms the prices in Kansk- 
Achinsk and Kuzbass would have to fall, while prices in Donbass, Far East, 
Moscow, North East, Pechora and Urals would have to rise These adjustments will 
involve real increases of 2-3 times for the Donbass and Moscow basins because of 
their locational advantages 
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Recent Performance 
Coal Pr~ces 

Table 7 - Average Real Price Der Tonne of Coal-Eauivalent bv Coal Basin 

Average ex-mine revenues from coal sales 
(Rb per tce at 1993 02 prices) 

1993H1 1993H2 Market forecast 

Low fre~ght High freight 
tariff tariff 

Don bass 

East S~beria 

Far East 

Kansk Achinsk 

Kuz bass 

MoscowICenter 

North East 

PechoraINorth 

Urals 

All basins 6000 5800 

Note 
The estimates in thls Table are based on the best available data on the average revenue 
per tonne of coal recelved by each mining association by quarter in 1993 Some of the 
data comes from different sources and may contain hidden inconsistencies For the f~rst  
half of the year the estimates refer to the 'accounting prices' paid to mines rather than the 
wholesale prices paid by purchasers This distinction was abolished in the price reform of 
July 1993 
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Recent Performance 
Su bs~dies 

1 See Flaures 1 1-1 2 on subsldres, cost-price dlfferentlals and wage rates by Mlnlng 
Assoc~at~on, 1993 (facing page) 

2 In real terms the total level of subsldles provlded to the coal lndustry rema~ned 
approximately constant from 1991 to 1993, though there were large fluctuations In 
the quarterly flgures In 1993 Wage subsldles llnked to the Tarlff Agreement 
Increased from 16% of the total pald In 1992 to 36% In 1993 Q4 (and to 42% of 
the subsldles allocated In 1993 Q4) 

3 The Budget allocation for coal subsld~es In 1994 IS Rb 7 74 trllllon whlch represents 
a real decllne of 20% relatlve to the amount pald In 1993 Even thls sum may not 
be forthcom~ng, since it IS supposed to be llnked to the revenue from a speclal VAT 
levy whose yleld IS falling short of Budget projections 

4 Subsidies are notronally allocated to assoclatlons under 4 categorres -- price 
subsldles to cover operatlng losses, socrai subsldles to cover expend~tures on 
'soclal costsr, Investment subsldles to cover depreclatlon and m~scellaneous Items, 
and wage subsldles llnked to the Tarlff Agreement In 1993, 5 assoclatlons 
recelved no prlce subs~d~es, apart from spec~al clrcumstances all assoclat~ons were 
allocated subsldles under the other three categories 

5 Subsldles per tonne of coal produced ~n 1993 vaned from Rb 1 12 per tonne for 
Borodlnsky and Rb 71 8 per tonne for Mezdurechje -- two assoclatlons whlch 
operate slngle, large surface mlnes -- up to Rb 16,164 per tonne for Rostovugol and 
Rb 19,945 per tonne for Klzelugol As mlght be expected, larger subsldles per 
tonne went to assoclat~ons whlch had larger gaps between operatlng costs and 
average prlce per tonne An Increase In thls cost-pr~ce dlfferentlal of Rb 1,000 per 
tonne was associated wlth an Increase In the subsldy recelved per tonne of almost 
exactly Rb 1,000 on average Thls elrminated any lncentlve for assoclatlons to 
control thew costs or to raise thew prices to reflect thew market sltuatlon 

6 Mlnes whlch recelve large subsldres per worker tend to pay hlgher wages Thls 
may reflect the role of the Tarlff Agreement In determlnrng both wages and 
subsldles Equally, mlnes whlch recelve larger subsld~es are under less pressure to 
reduce thew wage costs 

7 The average subsldy per worker pa~d In 1993 was Rb 199,200 per worker per 
month The average wage rate was Rb 144,500 per month For all of the 
assoclatrons below the dashed llne In Flgure 12 (25 out of 31 In total) the average 
subsldy per worker per month exceeded the average monthly wage It IS, 

therefore, dlfflcult to understand why many mlners were not belng pald through 
much of the second half of 1993 
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Recent Performance 

Subs~dies and cost-price d~fferent~als by assoclat~on, 1993 

Total wbsldy, Rb '000 per tonne 
20 

I 

16 - 

12 - 

8 - 

Operatlng cost 1- average price Rb rWH1 per tonne 

Subs~d~es and wage rates by assoaatlon, 1993 
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Recent Performance 
M~ne F~nances 

1 See Table 8 Financial Posltlon of Coal Assoc~atlons, 7993 (faclng page) Details 
are available In the Annex on Costs, Subsldres and Employment 

2 For four mlnlng assoc~atlons -- Rostovugol, Prrmorskugol, Tulaugol and Yakutugol -- 
the cost of materrals and other productrve rnputs exceeded revenue from coal sales 
In 1993, thus yreldrng negatrve value-added However, these assocratrons have 
substantral scope for rarslng prrces In moving towards competrtrve market prrcrng 

3 The rndustry made a gross loss of Rb 858 brlllon, but there were 8 mrnrng 
assocratlons whrch made gross profrts Three assocratrons -- Borodrnsky, 
Kuzbassrazrezugol and Raspadskaya -- had gross profrts In excess of Rb 20 brlllon 
each Addrng the subsrdres pard durrng 1993, the rndustry had a surplus over 
operatrng costs of Rb 880 brllron Every mrnrng assocratron had a posrtrve cash 
surplus and for some t h ~ s  was very large, for example Kuzbassrazrezugol had a 
cash surplus of Rb 151 brllron and Kuznetskugol one of Rb 104 b~ l l~on 

4 A srmrlar analysrs for 1993 Q3 using different data sources conf~rms thrs general 
analys~s In the quarter lmmedrately followrng the prrce reform the Industry had a 
surplus of Rb 570 brllron Allowrng for changes In receivables, payables and loan 
balances there was a posrtrve cash flow of almost Rb 550 brllron Gwen the level 
of subsrdles, thrs was not an rndustry In acute f~nancral crrsrs and needrng greater 
government assrstance, desprte clarms to the contrary 

5 Much has been made of the problem of arrears, especrally of overdue brlls owed the 
mrnrng assocratrons An analysis of changes In the rndustry's balance sheet reveals 
a more complex story Total recervables drd Increase sharply In 1993 0 3  but by no 
more than mlght have been expected as a result of the large Increase In ex-mlne 
wholesale prrces Over the wrnter of 1 993-94 commercial recervables rncreased 
from 48 to 90 days' productron At  the same trme total payables rncreased from 
55 days' to 109 days' productron, so that the net cash posrtron improved rather 
than deterrorated A more relevant rndrcator IS the net level of overdue recervables 
and payables In thrs case, too, the level of overdue payables rncreased by more 
than the level of overdue recervables, largely because mining assoc~atrons were 
delaylng therr tax payments 

6 Over 50% of all overdue recervables and payables relate to rarl frerght charges 
whrch are supposed to be pard by mrnrng assocratrons and recovered from therr 
customers lncent~ves to pay promptly mrght be enhanced rf customers had to 
contract directly wrth the rariways for the transport of coal rather than rndrrectly 
through the mrnrng assocratrons 
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Recent Performance 
M ~ n e  F~nances 

Associations and 
Independent mines 

Gukovugoi 

Obukhovskoye 

Rostovugol 

Vosts~bugol 

Dalnvostugol 

Prlmorskugol 

Sakhal~nugol 

Borodlnskiy 

Krasnoyarskugol 

Belovougol 

Kiselevskugol 

Kuzbassrazrezugol 

Kuznetskugol 

Lenrnskugol 

Mezhdurechje 

Prokopyevskugol 

Raspadskaya 

SeveroKuzbassugol 

Vakhrusheva 

Tulaugol 

Severovostokugol 

Yakutugol 

lntaugol 
Vorgashorskaya 

Vorkutaugol 

BashkirUgol 

Cheljabinskugol 
K~zelugol 
Shumlkhlnskaya 
Vakhrushevugol 
Yuzhn~y Kuzbass 

Total 

Table 8 - Financial Poslt~on of Coal Assoc~at~ons, 1993 

Coal 
revenuesa 
(Rb bln) 

Operating 
costs 

(Rb bln) 

Value- 
added 

(Rb bln) 

Prof~t 
measure 
(Rb bln) 

Surplus 
measure 
(Rb bln) 

Note (a) Revenues are est~mated at ex-mine wholesale prlces 

- page 73 - 



Recent Performance 
Employment 

1 See Table 9 Employment in the Coal industry, 1992 (facing page) 

2 Under the broadest defrnrtron of the Coal Industry, total employment is 
greater than 900,000 people, of whom 

- 21 2,000 (23%) are "personnel of non-rndustrial enterprrses" in the 
coal industry, rncludrng desrgn & constructron enterprises and trade & 
food services 

- 120,000 (1 3%) are "non-rndustrial personnel of industrral 
enterprrses", including kindergarten, housrng, agricultural and other 
personnel 

- le, ~n a market economy, more than a thrrd of total coal industry 
personnel would be employed erther by rndependent contractors or by 
local government 

3 Under a narrower definrtion of employment, there are 369,000 "workers for 
the extraction of coal", of whom 

- 305,000 (83%) work rn underground mining, although not necessarrly 
underground 

- 64,000 (1 7%) work in surface mrnes 

4 These definrtrons of employment cover employees who receive wages, re 

- they rnclude workers who may also be receiving a pensron 

- they do not include pensioners who are no longer recerving wages 
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Table 9 Em~lovment In the Coal Industrv. 1992 

Of which 
Workers for 
Extraction of 
Coal 

Under 
ground 
Mine8 

Under 
ground 

Above 
Ground 

Surface 
M i n e  

a h o r  Laborers 

R r  Cod 
ProdUEtlom 

bthur OMea 
Staff 

Peroonnai of 
Non lndrntrial 
Enterprlsem 

11 - I11cIudw kindergarten housing agricultural and other personnel 
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Recent Performance 
Employment 

1 See Table 10 Labor productivity by coal type and basin (faclng page) 

Table 10 illustrates the extent of variation both between mlnlng basins on 
average and between mines wrthin individual baslns It reports labor 
productlvlty In tonnes of coal-equ~valent per man-year rather than the more 
usual tonnes per man-year In order to control for dlfferences In coal quallty 
whlch are often lrnked wlth ease of mining The drstlnctlon between mines 
whlch may stay open and those whlch may close is made for illustrative 
purposes only in order to show the difference between hlgh productivlty 
mlnes whlch are relatlvely low on the cost curve and high product~vrty mrnes 
whlch are relatlvely hlgh 

3 The dlfferences are extreme Hlgh productivlty mlnes In East Slberia and 
Kansk-Achinsk produce over 1,000 tce per man-year by comparison with 50 
tce per man-year or even less In the Donbass and Moscow basins Coklng 
coal mines tend to have lower labor productivfty than thermal coal mlnes 
wlth the exception of the mine producing coklng coal for exports operated 
by Yakutugol (North East basln) 

4 The importance of transport costs IS illustrated In thls table Mines wlth an 
average labor product~vrty of 90 tce per man-year In the Moscow basln or 
150 tce per man-year In the Donbass have a good prospect of belng 
competltlve, whereas mines that are more dlstant from the main markets but 
have an average labor productlvlty of 250-300 tce per man-year In Kuzbass 
and East Siberia or even 580 tce per man-year In Kansk-Achlnsk are llkely to 
close 
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Recent Performance 
Employment 

Table 10 - Labor ~roduct lv~tv bv coal  tvDe and basin 

Coal bas~n Labor productivity (tce per man-year) 

Thermal coal Coklng coal 

Opena Closea Open Close 

Don bass 150 53 112 5 1 

East Siberia 1454 285 

Far East 269 77 79 

Kansk-Achlnsk 2633 581 

Kuzbass 738 267 572 192 

MoscowICenter 90 33 

North East 718 130 1196 

PechoratNorth 349 122 246 

Urals 244 85 77 

Total 404 224 473 166 

Notes (a) 'Open' refers t o  mines that will remain open under the 'hrgh freight 
tarrff' scenario 'Close' refers t o  mines that will close under the same 
scenario The drfferences between the labor productivity of mines rn the 
'open' and 'close' categories are mostly larger for the 'low frerght scenarto' 
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Recent Performance 
Labor Market Adjustment 

1 See Fiaure 13 M~ning as a share of total employment, 1992 (faclng page) 

2 The most common age at which miners become eligible for a pension is 50 for 
men and 45 for women In some cases--eg, after 20-25 years of full-time 
underground employment--a miner may become eligible for a penslon before the 
age of 50 In the absence of more detailed information, we will assume as an 
approximation that all coal Industry employees become ellg~ble for a penslon at 
age 50 (below) 

3 More than 20% of the employees of the coal industry are over the age of 50 
and are therefore receiving both a penslon and a wage A further 19% fall in 
the age group 41-50 years Less than 3% of employees are below 20 years 
old 

4 Contraction in total employment in the mining industry would lnvolve a number 
of measures 
- the cessation of most new recruitment 
- requiring all of those receiving a pension to leave the industry with 

spec~al payments to compensate for their loss of expected earnings - offering speclal payments to workers in the age group 45-50 (or, perhaps 
41 -50) to induce them to leave the industry 

5 A recent decree On the Reform of State Owned Enterprises (No 1003, May 23, 
1994) introduced special provisions for enterprises that are financially unsound 
but Important for the state If this decree is appl~ed to the coal industry, the 
Mining Companies will be obl~ged to accept job applications from former 
employees, including pensioners Special legal provisions may be needed to 
allow the Minlng Companies to reduce employment of pensioners in general 

6 Figure 13 shows that the regional Impact of a contractlon in mining employment 
would be very different from one coal basin to another In most oblasts the 
maxlmum plausible employment reduction is small relatlve to total employment 
in the oblast However, for Kemerovo oblast (Kuzbass) and the Komi Republlc 
(Pechora basln) the projected employment reduction IS a large proportion of 
total employment Speclal measures to mitigate the employment impact of 
restructuring the coal industry should be focused on these two regions 
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Recent Performance 
Labor Market Adjustment 

Mining as a share of total employment, 1992 
(% of total employment) 

Oblast 

Amur 
Bash korstan 
Chelyablnsk 

lrkutsk 
Kemerovo 
Komi Rep 

Krasnoyarsk 
Magadan 

Perm 
Primorsky 

Rostov 
Sakhalin 

Sverdlovsk 
Tula 

Yakutla 

All mlnlng workers as a % of total employment 
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Recent Performance 
Socral Costs 

1 See Fi~ure 1 4 Mine social costs as a % of total oblast revenue, 7992 
(facing page) 

The responsibility for providing social and communal services should be 
transferred from mining associations to regional or local authorities About 
25% of what IS categorized as social expend~tures by mines should actually 
be regarded as wages in kind -- cheap coal, vacations, etc A further 50% 
of social expend~tures is devoted to housing maintenance It would be 
better if the ownership of this housing were transferred to the occupants or 
to cooperatives who would be responsible In future for maintenance and 
improvement Some adjustment in wages would be requlred in order to 
induce workers to accept this transfer, though the standard of maintenance 
tends to be very low 

3 Figure 14 illustrates the level of mine expenditures on genulne social and 
cultural services and on housing maintenance relatlve to total oblast 
revenues It suggests that the transfer of these responsibilities should not 
cause sign~ficant fiscal problems for the oblasts concerned except in 
Kemerovo, the Komi Republic and, perhaps, In Rostov 
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Recent Performance 
Social Costs 

Mine social costs as a % of total oblast revenue, 1992 

Obiast 

Amur 
Bash korstan 
Chelyabinsk 

lrkutsk 
Kemerovo 
Komi Rep 

Krasnoyamk 
Magadan 

Perm 
Primorsky 

Rostov 
Sakhalln 

Sverdlovsk 
Tula 

Yakutia 

% of total oblast revenue 
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"Golden Rules" of Restructuring 

1 Recognize the drfficulty of restructuring and 
the constrarnts Restructuring means change, 
which is never easy The people and local 
communitres must be extensively and 
effect~vely consulted as to the des~gn and 
implementation of the reform program 

2 Be clear about the need for change This 
leads to a better defin~tion of the objectives 
and how to get there 

3 Secure high-level political commitment and 
involvement Restructuring has overall 
winners and losers The changes need to be 
polrtically feasrble 

4 Have a very precise vision of what the end 
result of restructuring should be 

5 Plan the restructuring process carefully Keep 
to a fixed schedule The polltical commitment 
may last only for a limited per~od 

6 Separate clearly the roles of the main actors 
in restructuring Pollcy formulation, 
regulatron, ownership, asset management and 
operations are usually done by different 
instltutrons 

7 Recogn~ze that restructuring takes more time 
and more effort than antrcipated The need 
for external assistance is often under- 
estimated 

8 Exploit the best practices from other 
restructurrng efforts Don't rernvent the 
wheel on restructuring 
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Restructuring Strategy 
0 bject~ves 

1 In the Coal Bas~n Prof~les (pp 46-63 of this report), we ~ndicated 

- current levels of output and employment (1 992) 

- changes needed for each basln to adapt to the realities of the new 
coal market In Russ~a, mainly 
- lower demand for coal 
- higher ra~l  freight rates for coal 
- increasing concern for coal qual~ty 

- therefore l~kely future levels of output and employment (about 1997) 

2 On the next two pages (pp 84-85), we present a snapshot of the maln 
features of the Russian coal Industry today--followed by a snapshot of the 
rndustry after lt has adapted not only to the new coal market In Russla, but 
also to the new market economy In general The difference between these 
two snapshots defines the objective, viz 

- to move as qu~ckly as poss~ble towards a healthy, dynamic coal 
Industry that operates profitably, without subsidles, in the new market 
economy of Russ~a 

3 The three main actors are the Government, the mining companies and the 
labor unlons The Government has made some progress towards setting up 
a suitable framework w~thin which the new Mlnlng Compan~es can 
restructure themselves The rest of th~s report describes 

- the options for next-steps by the Government 

- ways In which the M~nlng Compan~es and labor unlons could respond 
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Restructuring Strategy 
Object~ves, cont'd 

The Russ~an Coal Industry Today 

coal prices are set by RosUgol in consultation with the Mining 
Assoc~ations 

coal consumers often cannot pay current coal prices because they 
cannot pass on increased costs to their own customers, eg, 
power and district heating plants that are price-controlled by local 
government 

coal production costs (without subsidies) are higher than 
customers are willing to pay--particularly in locations where 
natural gas and fuel oil are available as alternative fuels 

RosUgol sets prices and subs~dies to protect weaker mining 
companies from competition 

coal companies pay more attention to quantity of output than to 
quality and timely delivery 

coal companies have no practically control over their labor costs 
and have no incentive to contract their operations or close high- 
cost mlnes 

companies that own low-cost mines cannot expand their 
operations because they cannot compete with subsidized high- 
cost producers 

outside investors are not entering the coal industry because the 
excess supply of coal is holding down prices and profits 

worker health and safety levels are poor and there is little 
progress towards improved environmental compliance--because 
the coal industry is preoccupied with simply surviving 



Restructur~ng Strategy 
0 bjectives, cont 'd 

The Russ~an Coal Industry In a Market Economy 

1 coal prices are set in the market place by negotiation between 
independent, commerciaP mining companies and thew customers 

2 other energy prices are regulated in a way that is consistent with 
free market prlces for coal 

3 coal production costs are low enough to compete with other fuels 
(natural gas and fuel oil) without subsidies--as a result, coal's 
share of the total energy market will be smaller but more endurlng 

4 independent coal companies compete with each other to deliver 
coal to the customer at the lowest possible delivered price 

5 coal companies compete not only on price but also on the quality 
of thew product and the reliablllty of thew deliveries 

6 companies that own high-cost mines contract their operations 
and, if necessary, close high-cost mines 

7 companies that own low-cost mines retain enough profits to 
expand their operations and increase their share of the total coal 
market 

8 outside investors can enter the coal business ~f market 
opportunltles exist 

9 profitable coal companies steadrly improve thew performance on 
worker health and safety and envrronmental compliance 
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Restructur~ng Strategy 
Progress: 1993-94 

1 The Government has taken two initial steps towards providing a framework 
within which the new Mining Companies can restructure themselves 

- price liberalization 

- enterprise commercialization & privatization 

2 Price liberalization 

- the Government formally decontrolled coal prices in July 1993-- 
initially with positive results (see pp 68-69) 

- however, prices are not yet "free", since RosUgol now sets coal 
prices as part of the subsidy allocation process 

- the Government should ensure that, even before the end of the 
subsidy phase-out, the individual Mining Companies become fully 
responsible for negotiating their own selling prices 

3 Enterprise commercialization & privatization 

- formation of joint stock companies 
this process is underway--in general, it transforms the previous Mlning 
Associations and independent mines into joint stock Mining 
Companies in which the national coal company (RosUgol) holds a 
controlling interest 

- commercialization 
real commercial~zation of the new Mining Companies cannot proceed 
until the Government has made these companies fully responsible for 
their cashflow--both sales revenue and costs--see facing page 

- privatization 
management and employees will initially have a minority shareholding 
in the new, joint stock Mining Companies--however, other private 
investors will remain unwilling to purchase the Government's shares 
while future profitability remains uncertain 
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Restructur~ng Strategy 
Progress 1993-94 

4 Key problem areas 

- commercialization & privatlzatlon of the new Mining Companies 
cannot proceed any further whlle 

- local Minrng Companies remain under the control of a national 
coal monopoly (RosUgol) 

there are still channels--ie, wlthln RosUgol--that allow cross- 
subsidies to flow between the d~fferent Minlng Compan~es-- 
thereby slowing down adjustment to the new market condltlons 

the local Mining Companies do not have full control over thew 
operatrng revenue, because 

- selling prices continue to be Influenced by the subsidy 
allocation process 

- the companies have been unwilling or unable to solve the 
problem of overdue payments by customers (arrears in 
receivables) 

the local Mlnlng Companres have very l~ttle control over the 
largest slngle element of therr costs--labor costs--because 

- the companies cannot reduce employment untll an 
adequate soclal safety net is in place--1ncludlng severance 
payments and special employment schemes in mining 
regions 

- wages are controlled by national wage agreements--the 
so-called Tariff Agreements 

- there is no consensus yet between the Government, the coal industry 
and the labor unions about how to solve these problems 
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Restructur~ng Strategy 
Speed & T~ming 

Expdr~ence in other coal-produc~ng countries has shown that the key dec~s~on for the 
Government IS how qu~ckly to push ahead with restructuring Most of the feasible options Ire 
somewhere between two extremes, wh~ch we descr~be as busmess-as-usual and privatize-or- 
close 

I business-as-usual ("do nothing "I 
- coal industry employment would remain unchanged whlle coal sales continue to 

fall 
- investment in the low-cost, potentially profitable part of the coal industry would 

cease--caus~ng steadily deterlorating performance on worker safety, 
environmental compl~ance and coal quality 

- financial losses in the Mining Companies would continue to increase--causing 
some combination of 
- increasing delays ln wage pa yments--and therefore hardship, poverty and 

labor unrest m mining regions 
- actual bankruptcy of local Mining Companies--and therefore unplanned, 

large scale unemplo yment--with no specla1 payments and an inadequate 
social safety net 

- larger subsidies from the federal budget--at a time when these subsidles 
need to be phased out as part of stabillz~ng the national economy 

Comment 
the busmess-as-usual option IS not feasible--the Federal budget cannot afford to 
contlnue subs~d~es at current levels, let alone Increase them each year ~ndef~n~tely 

2 privatize-or-close ( "big bang ") 
non-social subsidles would cease immed~ately 

- the Government would reduce its ownership share m all M~nlng Companies to 
zero--leaving ownership in the hands of management, employees and private 
ln vestors 

- each local Mlning Company would control a mix of profitable and unprofitable 
mines and would have to decide how to use the profits 
- to re-invest in profitable mines, and/or 
- to cover operating losses ln unprofitable mines, and/or 
- to make specla1 payments to workers who agree to leave the company - to avoid bankruptcy, most local Mlning Companies would have to lay off large 
numbers of emplo yees--again, wrth no specla1 payments and an inadequate 
social safety net 
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Restructur~ng Strategy 
Speed & T~rnlng 

Comments 
- In practice, most of the Russian economy IS following the privatize-or-close 

route, since government funding IS simply not available to continue business-as- 
usual If the coal industry is to follow any route other than privatize-or-close, 
the reasons for giving special treatment to the coal industry need to be clearly 
justified and explained 
Coal IS the major source of employment in many coal regions, particularly in the 
Kuzbass and Pechora Miners are also relatively immobile A "phased 
approach" (below) is therefore the only option to avoid the prospect of entire 
mining regions becoming social disaster areas A phased approach will increase 
the burden on the Federal budget over the short to medium term, but will allow 
Government support to the coal industry to be reduced to zero over the longer 
term 

phased approach (3-5 years) 
- real commerc~ahzation of the new, local, jornt stock Mrnrng Companres would be 

the key element of the restructurlng strategy 
- as soon as possrble, the Government would transfer admrnrstratron of the 

exrstrng Socral Subsidy from the local Mrnrng Companres to the approprrate level 
of local government--this process has already started rn some areas - the Government would offer to finance mtne closures for only a h t e d  perrod- 
say up to 3 years--after whrch the local Mrnrng Companres would have to carry 
these closure costs out of therr own cashflow 

- over a somewhat longer perrod--say up to 5 years--the Government would offer 
to co-finance--re, wrth contrrbutrons from the local Mrnmg Companres--the costs 
of employment reductron rn all mrnes, rncludrng 
- special payments to workers who agree to leave the coal industry 
- transrtronal employment opportunrtres rn regrons where mrnrng-related 

unemployment wrll be unusually hrgh 
- ln the rest of thrs report we present more detarled suggest~ons about how to 

rmplement such a "phased approach" 

Comments 
- In general, the slower the restructuring program the more ~t costs the Federal 

budget Experience In Belgium, France, Germany and the UK suggests that the 
Government should try to concentrate most of its budget support for coal 
restructurlng into a period of five years or less - The process cannot be planned entirely in advance The Government needs a 
strategy for the overall process and a detailed program for the first 1-2 years 
The initial program would test a variety of mechanisms and provide experience 
for designing the rest of the program The most important decision is the 
decision to get started 
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Phased Approach 1994-96 
Overvrew 

1 The Government 
should take e~ght key steps to ensure that the new joint stock Minrng 
Companies can beg~n to operate commercially 

immediately--start consultations at regronal and local levels to 
- re-target social subsidles In mlning communltres 
- launch an Employment Reduct~on Program 
- launch a p~lot Mine Closure Program 
- make subsidy payments directly from the Ministry of F~nance to the 

local M~nrng Companres and local governments 

as soon as possible 
- move towards company-to-labor wage agreements 
- encourage drvest~ture of "non-core" funct~ons 
- ensure adequate competition between the new coal companies 
- introduce a su~table regulatory framework for the railways 

2 The new Mtnmng Compan~es 
should take full control of all aspects of their cashflow 

immedrately 
- prepare a m~ne-by-m~ne pricrng and marketing strategy to cope with 

the el~rninat~on of subsidres 
- prepare targets for productiv~ty improvement (mainly employment 

reductron) for all the mines in the company's portfol~o 
- identify the mines that will be profitable, possibly profitable and 

def~nitely unprofitable with the new prices--with and without the 
target levels of employment reduction 

as soon as poss~ble 
- dec~de on the company's partrclpation in the Government's 

Employment Reduct~on Program, ie, co-f~nanc~ng of special payments 
for workers to leave the coal industry 

- decide whrch mrnes to put into the Government Mrne Closure Program 
- open drscuss~ons with the local coal labor unrons about wages, 

employment levels, special payments and mine closures 
- prepare a business plan for re-investing prof~ts of low-cost mines in 

improved product~vity and coal quality 
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Phased Approach 1994-96 
Overv~ew 

Competitive core of low-cost mines 

The management teams of the new, local Mining Companies should start to 
rebuild thew companles around a core of unsubsid~zed, low-cost, profitable 
mines, le, those at the bottom of thew cost curves 

Even In these low-cost mines, some employment reduction may be 
necessary--to improve proflts 

The management's decisions about how to re-invest the profits from these 
mines--to Improve efficiency, to improve product qual~ty or to expand 
output--WIN be the key to the survival of their company 

In a competltlve market, low-cost mlnes will expand even whlle total coal 
demand IS still contracting, le, they will put additional pressure on 
unprof~table mines to close The mlnes at the low-cost end of the coal 
industry could expand their output by 20-30% over the next 3-5 years with 
relatively modest investments 

Possibly profitable medlum-cost mlnes 

Each of the local Mining Companies will own a number of mines for which 
future profitability is h~ghly uncertain Each management team should 
prepare medium term programs to reduce costs and increase revenues in 
these mlnes In cases where the company IS unable to make these mines 
profitable, the company will have to start its own mlne closure program 

Unprof~table, high-cost mines 

In each of the new M~ning Companies, the high-cost mlnes Impose a very 
large burden on the cashflow of the company They absorb the profits from 
the company's low-cost mines and prevent the company from Investing to 
generate future profits 

The management teams of the companles should declde as rapldly as 
possible which mines they wish to transfer to the Government for closure 
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Phased Approach 1994-96 
Social Subs~dies 

1 See Recent Performance (pp 66-81 ) for data on soclal subsldles 

2 The most Important component of the Soclal Subsldy IS the 25% that goes 
to soc~al services, such as health cl~n~cs, kindergartens, schools, etc At 
present, the Mlnlstry of Flnance makes these payments to the local Mlnrng 
Compan~es If poss~ble wrth~n SIX months 

- the Mrn~stry of F~nance should start maklng these payments drrectly to 
the approprrate level of local government, usually the oblast 

- the local Mrnlng Compan~es should transfer the corresponding soc~al 
assets and staff to the local government--this process IS underway In 
some areas 

3 In Kemerovo, Kom~ Republlc and Rostov, ~t will be Important to ensure that 
these federal-reglonal flscal transfers take place wrthout delay In other 
oblasts, these flscal transfers will be relatively small compared w ~ t h  the 
oblast's total budget revenue 

4 About 50% of the Soclal Subsldy goes to houslng maintenance And thls 
entltlement to free hous~ng appears to be bulk Into the coal rndustry wage 
agreements--the so-called Tar~ff Agreements The Government should 
transfer full responslb~l~ty for houslng maintenance to the house owner- 
occupants If necessary, the Government should consider mak~ng small, 
specral, lump-sum payments to house owner-occupants to compensate them 
for the loss of an entltlement under the Tariff Agreements 

5 As soon as these speclal payments have been made to house owner- 
occupants, the Government should cut the total Soc~al Subsrdy to a level 
that just covers socral services--see above 
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Phased Approach 1994-96 
Labor Agreements 

1 See Recent Performance (pp 66-81) for data on wages and the Tar~ff 
Agreements 

2 In the Russian industrial sector, rncludlng the coal industry, national labor 
agreements (so-called Tar~ff Agreements) present a major obstacle to the 
newly commercialized companles that are struggling to adapt to free market 
condlt~ons 

3 Under the current labor agreements, the local Mlning Companies have almost 
no control over the wages of their employees The Inadequacy of the social 
safety net--notably the absence of severance payments and alternative 
employment opportunities In the major mining regions--makes it very d~ff~cult  
for the Minlng Companies to reduce employment The companles therefore 
have no control over the total wageblll, ie, over the largest single element of 
their costs 

4 At present, the Tariff Agreement component of the subsidy system offers a 
posltive lncentlve to malntain employment We recommend that the 
Government shlft thls fundlng from wage subsldfes to special payments to 
workers leavlng the coal Industry 

5 After subs~dies have been shifted away from wages, the level of wages In 
each coal basln will be determined by what the local Minlng Companies can 
afford to pay In some of the less profitable mlning companles, real wages 
will fall relatlve to wages In other industr~es This decllne will make it more 
attractlve for miners in these regions to accept special payments to leave the 
coal Industry Thls mechanism is crucial to the success of the employment 
reduction program 

6 The key step for each local Mining Company will be to take full responsibility 
for the wageblll in thew company, le, to negotiate the employment levels and 
wages dlrectly wlth thew employees 
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Phased Approach 1994-96 
Employment Reduct~on Program 

1 See Recent Performance (pp 66-81) for data on composition and age structure of 
coal industry employment 

2 The Government should immediately stop recruitment to the coal industry--except 
in cases where special skills are needed in the lowest-cost mines and cannot be re- 
located there In general, the Government should specify that support for special 
payments will be available only to Mining Companies that have ceased recruitment 

3 The Mining Companies need to reduce employment in practically all mines, ie, both 
in mines that are to remain in operation and in mines that are to be closed The 
companies should offer special payments to workers to leave the coal industry 
This may require the company to shift some of the remaining workers from one 
mine to another within the company 

4 The first target group should be the pensioners (generally the 50-and-above age 
group) who remain on the company payroll as workers The Government should 
establish the principle that no-one who receives a pension from the coal ~ndustry 
can also be employed in the coal industry Employment reduction for coal industry 
pensioners may have to be involuntary However, they could seek employment 
outside the coal industry And, since coal industry pensioners believe their 
pensions are inadequate, the Government may also decide to give them small, 
once-only payments to compensate for the unexpected loss of an "entitlement" 

5 The second target group should be the workers in the 45-50 age group who are 
approaching retirement The Mining Companies should offer somewhat larger 
special, once-only payments to this group to leave the coal industry The 
management of each local Mining Company should have some flexibility in defin~ng 
the target group For example, some companies may wish to retain certain skills in 
the 45-50 age group 

6 The Government should decide what level of support it will provide to Mining 
Companies that offer these special payments As a starting point, the Government 
should announce that the only subsidies to the coal industry--other than for social 
services--will be for special payments to workers leaving the industry 

7 For the Komr Republic (the Pechora coal basin) and the Kemerovo oblast (the 
Kuzbass), the projected employment reductions in the coal industry are very large in 
relation to total employment in these regions As an additional element of the 
Employment Reduction Program, the Government could set up transitional special 
programs in these regions These might include environmental restoration of 
mining areas, and rehabilitation of housing and other infrastructure in mining 
communities 
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Phased Approach 1994-96 
M~ne Closure Program 

1 See Scenarto Results (pp 44-45) for projections of possible mine closures in each 
basin 

2 The most effective way for local Mining Companies t o  become profitable is t o  close 
their highest-cost mines Closing mines eliminates not only labor costs but also 
unnecessary expenditure on materials and other non-labor operating costs For this 
reason, as part of the reorientation of subsidies towards special payments t o  
workers leaving the coal industry, the Government would allocate a large part of 
the special payments to  the Mine Closure Program 

3 For a limited period--perhaps 1-3 years--the Government should offer to  take mines 
that have no prospect of becoming profitable into a government-managed Mine 
Closure Program After that time, the Mining Companies would have t o  carry the 
costs of any additional mine closures out of their own cashflow 

4 Once they are in the Mine Closure Program, mines should receive government funds 
only for social costs and other expend~tures directly related t o  closure, but not for 
operations 

- production must stop at these mines as soon as possible--to avoid the 
situation (observed, for example, in Poland) where excess production from 
these (subsidized) mines depresses prices and profits of the newly 
commercialized (unsubsidized) Mining Companies 

- funding of the Mine Closure Program would need t o  cover environmental 
restoration of disturbed lands and spoil heaps and mitigation of water 
contamination 

5 The Government could launch the Mine Closure Program immediately by starting 
with the relatively uncontroversial cases where the mine's coal reserves are 
practically exhausted There are at least 10 mines in this category that the 
Government could offer t o  close by end-1 995 A t  the same time, the Government 
should adopt a target of closing 15-25 unviable mines each year until the year 
2000 
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Phased Approach 1994-96 
Drvestrture 

1 The local M~ning Compan~es should transfer social funct~ons to local 
government, where poss~ble--see Social Subsrdies (p 92) 

2 From its position as the controlling shareholder in the new Mln~ng 
Companies, the Government should also require the companies to dlvest 
"non-core" (ancillary and non-min~ng) enterprises as separate joint stock 
companies 

Phased Approach 1994-96 

Competrtron 

1 In general, the number of new, joint stock Mlnrng Companies (former Min~ng 
Associations) appears to be sufflcrent--~n each coal basin and in each coal 
product market--to ensure adequate competition Some of the specialized 
coking coal producers may have some degree of market power However, 
these producers are also faclng monopsonist buyers in the steel Industry It 
may be necessary in future to break up some of the larger Mining Companies 
into more than one joint stock company--but only ~f monopoly power 
becomes a problem In their markets 

2 It may also be necessary for some of the smaller Mining Companies to 
comblne into larger joint stock compan~es--but only rf they prove to be too 
small to invest and survive In a competitive coal market This process 
should not require any intervention from the Government Local Min~ng 
Companies should be allowed to merge or to acquire other companies, 
subject to the normal provisions of the Anti-Monopoly Law 
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Phased Approach 1994-96 
Investment 

1 In each of the local Mining Companies, the management's decision on how 
to re-invest profits from the company's low-cost mines will be crucial for the 
survlval and recovery of the company durlng the transition to zero subsidies 

As a first step in each case, the company management team should look at 
ways to improve productivity, coal quality, envtronmental performance and 
worker health and safety w~thout maklng any mvestments, ie, simply by 
improving organization and management For example 
- by improving work organization and spare parts management to 

maximize equipment utilization factors 
- by selective mining, blending, stockpile control and tighter washery 

procedures 

3 When coal market opportunities expand in future, limited investments in 
surface mines are likely to be the lowest cost way to increase coal output 
In these mines, the first priority will be to improve utilization of existing 
major mining equipment (shovels, trucks and draglines, bucket wheel 
excavator systems) by providing adequate fleets of auxiliary mining 
equipment (bulldozers, graders, front-end loaders) 

4 In cases where investment appears profitable in underground mlnes, the 
basic strategy should be to concentrate production at the most efficient 
faces, ie 
- close high-cost faces 
- re-equip a smaller number of longwall faces with heavy duty, hlgh 

output equipment 
- rationalize underground transport systems using modern, high 

capacity equipment 
- swltch to modern technologies for excavating underground roadways 

and for roof bolting support systems 

- page 97 - 



Phased Approach 1994-96 
Subsidy Phase-Out 

1 One of the Government's object~ves IS to eliminate subsidles to the coal 
industry as qutckly as possible However, there are two types of substdies 

- recurrent subsJdJes for example, the wage subsidies that are ltnked 
with the present Tariff Agreements 

- spec~alpayments these are an "investment" today that will pay itself 
off by reducing the need for recurrent substdies over future years 

2 The Government should phase out recurrent substdies immediately, wtth the 
exception of subs~d~es to soclal services in mining communities 

- after 1994 zero subsidies for operating losses and Investment 

- in 1995 ~ n l y  wage subs~d~es confined to oblasts where mining 
employment accounts for more than 5% of total employment 

- after 1995 zero recurrent sbsbsldtes other than social services--a very 
small part of the total 

3 The Government should dec~de on the initial funding level for special 
payments to be used for 

- miners and pensioners who leave the coal tndustry 

- house owner-occupants who take over responstbility for maintenance 

- phys~cal costs of mlne closures, including environmental costs 

- special programs rn mining areas with hlgh levels of unemployment 

4 The total subsidy payment to the coal tndustry should decline at an agreed 
rate in real terms each year The total subsidy projected for 1994 appears 
to be about 40% lower In real terms than In 1993 The total subsidy may 
have to decline somewhat more slowly In the next two years if the 
Government IS to co-finance a reasonable share of the spec~al payments 
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Phased Approach 1994-96 
Subs~dy Phase-Out 

"llnarersting" 1st Subtdy Reduction Financial analysis of an employment redudon program 

To lustrat@ the potentral: costs and benefgs at 1993 pnms of a maneged program of votunWy 
severance, an analysts has been carrred out for a hypothetical program to  reduce rninrng employment III 
the Kuzbass by 2200,000 over 6 years starang m 1995 The numkr of fob losses htlds up from 20,000 
tn 1995 t o  $0,000 In 1997 and then decl~nes Po 20,000 again n 1999 The following assumpttons have 
been made about %he costs and savrngs assocmatad w ~ t h  such a program 

Costs 
(a) Layoff caunsellmg, retralnng and other assstance - Rb 500,000 per job loss 
Ib} Special employment programs for 25% of ahase losmg lobs rn&aaUy, dechnlng to 5% In y e a r  5 

and tera thereafter - RB 9 00 060 per month per person covered 
Icl Addstlonal spending far the sdesal safety net fpensrons, unemployment benefits, etc) for 75% of 

those losmg jobs ~nlkally, dechnlng t o  56% m year 2 and 5% m year 7 7 an average af' Rb 
60,000 per rnorrth per person cavered (40% of the average wage) 

(d  Severance payments wh~& mrght range from O 5 to  5 trmes annual wages far workers earntng 
am average of Rb 150 000 per month according to age length of serwm and other 
wrcummnces 

Sav~ngs - 
The decline rn the demand for coal ~mplles that mamntwnmg productran m h~gh cost mmes -sn 

order to protect jobs imposes a cast on the ecanamy (and on the government m the form of add~t~ortal 
subsd~es) equal to  the average operating cost per worker 4n those mlnes which would otherwrse ctose 
Ths assumes that surplus output produced in mtnes whrch are kept open has a zero rnarg~nal vatue 
Stnce prof~table mtnes should be able to  exparld therr output at a very [low margrnal e ~ s t  ~f that were 
required n future, t k s  is a piausrhle assurnpaon 

The analysts shows that the net cost per job loss amounts to Rb 4 64 millron rn the fmrst year 
after whch there IS a net saving of Rb 1 Ei m~ttron 3n year 2 rising to Rb 2 'l millrori In year ? t The 
cumulative net savng becomes posltrve In year 4 and the drscounted present value at a real Interest rate 
of 10% ts Rb 5 8 mrlf~on For the compfete program the net cash flaw IS shown in the table below 

Year 1495 1996 1997 1998 1 999 2000 

Job losses 20 000 40,000 80,000 40,000 20,000 

Net savlngs 1Rb btllionf 1931 (156) (279) 32 198 338 

Cumulat~ve savrngs (Rb brtlton) (93) (2481 (5281 (4961 (297) 4 2  

+here are posttlve cash savtngs from year 4 onwards while the dscounted present value IS Rb 964 
blilton A phased program af thts knd could easlly be finanwd bv fed~rect~ng subsidres away from 
general support for most mrnrmg assouatrons towa~ds fundrng for employment adjustment, whlb 
achrevrng a gradual reducttan In the overall level af subsldtes At the end of the program the Kuzbass 
would be left wrth a hrghly comp&tlve nunrng sector makrng ptofrts of about Rb 100 brlirm per year at 
1993 prrces 
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MAP Major Coal Producing Regtons and Transport Flows 
(fac~ng page) 
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CURRENCY EQUIVALENTS 

Currency Unit = Ruble (Rb) 

Rubles per US Dollar 

Foreign Exchange AucOon/Interbank Market Rate 

Average for Penod 

December 1991 170 
December 1992 420 
December 1993 1,190 
July 1994 1,998 

BORROWER'S FISCAL YEAR 
January 1 - December 31 

WEIGHTS AND MEASURES 

METRIC SYSTEM 
1 meter (m) 
1 kilometer (km) 
1 square meter (m2) 
1 metnc ton (tonne) 
1 lulocalone (kcal) 
1 tonne of coal-equivalent (tce) 
1 kilogram (kg) 

US SYSTEM 
- - 3 2808 feet 
- - 0 6214 mlle 
= 1 196 square yards 
- - 1 102 short tons 
- - 0 252 Bntish thermal umts 
- - 6 88 mfion kcal 
= 2 20462 pounds (lb) 

ACRONYMS AND ABBREVIATIONS 

GDP Gross Domestic Product 

Oblast Reglon - a Sov~et (now Russian) territorial adminlstratlve unlt other adminlstratlve 
unlts include republics, okrugs and krais 

NOx Nitrogen oxides 

SOX Sulfur oxldes 

ugol coal (in Russian) 

US AID United States Agency for International Development 
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PUTTING PEOPLE FIRST 

VOLUME ll ANNEXES 

Supply Annex 1 Coal Resources, Production, and Employment 

Supply Annex 2 Coal Market Prospects by Reglon and Basln 

Supply Annex 3 lnternatlonal Experience of Coal Industry Restructur~ng 

Coal Transport In Russ~a 

Soclal Protection In Coal Mlnlng Areas 
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SUPPLY ANNEX 1 : COAL RESOURCES, PRODUCTION, AND 
EMPLOYMENT 



Supply Annex 1 

Russ~an Federat~on 

Coal Resources, Production and Employment 

Contents 

Structure of Report 

Physical Geography of the Coal Industry 
- resources 
- quality 
- locat~on 
- summary 
Recent Trends In Coal Output 
- output by major basin 
- surface versus underground mining 
- output by coal type 
Coal Production Costs 
- overv~ew/comparators 
- regional cost curves 
Coal Preparation and Transport Costs 
- coal preparation 
- transport costs 
- del~vered costs 
Coal Industry Employment 
- employment by Minlng Association 
- d~rect and ancillary employment 
- employment and productivity 
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Structure of the Report 

Restructur~ng the Coal Industry 

1 Supply Annex 1 IS an annex of a jornt report by the World Bank and the 
Government of Russla on Restructur~ng the Coal lndustry in the Russlan 
Federation 

- the Maln Report was flrst lssued on November 12, 1993 

- the Marn Report IS belng updated and revlsed and w~ l l  be re-lssued 

2 The Maln Report will be supported by the following annexes 

- Coal Markets 
[to be updated] 

- Coal Resources, Production and Employment 
[Supply Annex 7 thts annex] 

- Coal Market Prospects by Reglon and Basln 
[Supply Annex 2 under preparat~onl 

- International Experience of Coal Restructuring 
[Supply Annex 3 under preparat~onl 

- Coal Transport 

- Subsldres and Flnance 
[summary of recent consultant studles to be prepared] 

- Environmental Issues 

3 Thrs annex on Coal Resources, Production and Employment draws on 
materlal that IS presented In more detall In other annexes, particularly those 
covering Coal Markets, Coal Transport, and Coal Market Prospects by 
Reglon and Basln 

- page 3 - 



Phys~cal Geography of the Coal Industry 

Coal Resources 

1 See Table 1 Russla Coal Resources (faclng page) 

2 Russla has 300-400 b~ l l~on  tonnes of physically recoverable coal resources, 
le, more than 1,000 years of output at current productlon rates 

3 Only a small part of these resources IS econom~cally recoverable, le, could be 
produced and del~vered to consumers at a full cost recovery price that the 
consumers would be w ~ l l ~ n g  to pay 

4 Three factors determ~ne whether ~ndlv~dual coal deposlts will be 
econom~cally recoverable 

- coal product~on cost (see Coal Production Costs later ~n t h ~ s  Annex) 

- coal quality 

- dlstance from market 
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Table 1 Russ~a Coal Resources 
(blll~on tonnes) 

BASIN Hard Coat Coklng Anthracite Brown TOTAL 
fthermal) Coal Coal 

PechoraINorth 8,& 3 6 3 2.4 

Moscow (Tula) 4 4 4+4 

DonbassISouth 8 3  0 3 7.0 1 6.6 

Urals 0.5 0 3 1 7  2,5 

Kuz bass 76.8 38 2 96 5 23 1.5 

Kansk-Achlnsk 78 0 78.0 

East S~berla 11.0 2 0 3 3.0 

Far East 5 3 10 4 1 b 7* 

North East 7. I 4 9 12.0 

TOTAL 1 16.8 4x3 7.0 1B3.0 366.1 

Source Prepared by World Bank bwed on data prov~ded by IEEClRosugol - 
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Phys~cal Geography of the Coal Industry 

Coal Quality 

1 See Table 2 - Representative Coal Quality for Different Coal Basins (faclng 
page) 

2 Customer requ~rements 
- hard coal can be used by a w~de range of customers 
- coklng coal IS produced (ma~nly In Kuzbass and Pechora baslns) for 

the steel Industry 
- anthrac~te (from Donbass only) has speclal combustion characterlstlcs 
- brown coal (from Moscow bas~n and most baslns east of the Urals) IS 

typ~cally used In large power plants 

3 Calor~f~c value 
- IS important for transport costs 
- can be ~mproved by washlng 

4 Ash content 
- IS Important for competltlon w ~ t h  gas (environment) 
- agatn, can be Improved by washlng 

5 Sulfur content 
,. IS Important for competrtion wlth gas - but washlng usually ylelds only small reduction In sulfur content 
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Table 2 Re~resentatlve Coal Qual~tv for D~fferent Coal Baslns 

REGION COAL CALORIFIC ASH SULFUR 
TYPE CONTENT CONTENT CONTENT 

(kcallkg1 % % 

PechoraINorth Cskr~tg 5700-6000 76-18 0 5-0 7 
Hard coal 4000-5500 25-30 1 5-3 0 

Moscow Brown 2300-2700 30-40 3 0-4 5 

Don bass Anrhractee 5500-6000 2t)-30 2 0-3 5 

Urals Hard coal 4000-5000 25-35 3 5-5 5 
8r0 wn 2700-3000 38~40 0 5-1 0 

Kuzbass CaRlng 5500-6500 1 0-20 0 3-0 7 
Hard 5000-6000 I 0-20 0 3-0 7 

Kansk-Achlnsk Hafd c6ai 5000-5500 16-25 0 4-0 6 
Brown 3400-3700 I 5-20 0 4-0 6 

Eastern Brown 3000-4000 1 5-25 0 5-1 5 
S~berra 

Far East Hard 4500-5500 1 g-38 0 3-0 5 
Brown 3000-4000 20-40 0 3-0 5 

North East Coking 5500 1 8-20 0 3 
Hard 4600-5500 3 5-20 0 2-0 4 
.Brawn 3700-4000 15-37 0 2 

Souroe Prepared by World Bank based on data from Energatlcheskoe Topllvo SSSR (Moscow Energoatom~zdat 1991) 
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Phys~cal Geography of the Coal Industry 

1 See M ~ Q  (last page of Annex) showing 

- locations of the main coal bas~ns in Russia 

- boundaries of economic reglons (used for analys~s of coal markets) 

2 See Table 3 Key Coal Transport D~stances (facing page), eg 

the Center (Moscow) market can be supplied by - Moscow (Tula) basin 200 km 
- Donbass 1,200 km 
- Pechora basin 2,200 km 
- Kuzbass 3,500 km 

to be exported, coal must be transported - Pechora to St Petersburg 2,400 km 
- Kuzbass to St Petersburg 4,500 km 
- Far East to Japan 3,000 km 

3 See Coal Preparation and Transport Costs (later in this Annex) 
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Table 3 Kev Coal Trans~ort D~stances 

PRODUCING REGIONS DISTANCE 
BASIN SUPPLIED (km) 

Pechora North 2,000 
Center 2,200 
NO& W ~ S T  2,400 

Moscow Center 200 

Don bass North Caucasus 300 
Votga 400 
C a n ~ t  1,200 

Urals tfwfs 200 

Kuzbass West Sfbatla 300 
Umls 1,900 
Qnter 3,500 
Ncrrthwest 4,500 

Kansk-Ach~nsk East SI beria 900 

West Sibma 400 

East S~ber~a East Sitberm 400 

Far EastINorth Far East 500 
East exparts of caking 3,000 

coal to Japan 
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Physical Geography of the Coal Industry 

Summary 

1 Coal must compete with other fuels, ie, the del~vered cost of energy to the 
consumer must be lower than the del~vered cost of other fuels 

2 The main elements of the cost structure for delivered coal are 
- production cost at minemouth 
- Dlus coal preparation cost (and coal losses), where relevant 
- Dlus stockpiling and transport cost, ie, mainly rail freight 

3 Product~on cost at minemouth 
- capitdl cost recovery 

- in the past, investment was grant-financed 
- in future, coal prices will have to cover costs of financing 

investment, ie 
- interest and principal repayment on loans 
- profits (dividends and retained earnings) 

- operating costs (labor & other) 

note cost structures (capital, labor, other) for underground mines can 
be very different from that of surface mines 

4 Coal preparation cost 
- capital cost recovery (same situation as for mining costs) 
- Dlus operating costs (labor & other) 

note coal preparation losses (ie, fewer tons come out of the 
preparation plant) are a major part of the costs of coal preparation-- 
however, some of these costs may be recovered in the form of lower 
rail freight costs 

5 Transport and storage cast 
- stockpiling costs (usually at the mine) - Dlus loading and unloading charges for rail freight 
- Dlus distance-related charges for rail freight 
- additional trucking costs for distribution to smaller consumers 
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The remainder of thls Annex 
looks at coal supply cost 
structures In Russ~a 

- coal product~on costs 
w~th an emphasls on 
labor productlv~ty and 
employment 

- coal preparat~on costs 
however, very l~ttle 
lnformat~on IS available 
more analys~s 1s needed 

- coal transport costs 
whlch now are the maln 
cost element affecting 
competltlon between 
d~fferent coal baslns 

r 
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Recent Trends In Coal Output 

Output by Major Bas~n 

1 See Fiaure 1 Coal Production by Basin, 1980 - 1993 (facing page) 

2 Coal output peaked rn the late 1980s and has been declin~ng since then 

3 In most bas~ns, demand for coal has been contracting more rap~dly than coal 
output 

- the only regions where coal shortages have been reported on a 
recurring bass are the Far East and the North East 

- In several other regions, coal surpluses have occurred desp~te the fall 
In output 

4 In most basins coal output would have declined In any event, le, even if 
demand had not decllned 

.. coal prlces have been too low to support operat~ons (eg, spare parts) 
and development In the Industry as a whole 

- the spare parts problem has been made worse by the collapse of the 
regional trading arrangements (CMEA) under which the mines 
prevtously Imported spare parts for Polish mining equipment wtthout 
making payment In hard currency 

., low-cost mlnes have been (implicitly) cross-subsidiz~ng h~gh-cost 
mines instead of reta~nlng the prof~ts needed for expansion of low- 
cost output--so coal IS increasingly at a cost disadvantage In relation 
to natural gas and fuel oil (both of wh~ch are also In excess supply on 
the Russ~an energy market) 
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RUSSIAN COAL INDUSTRY 
COAL PRODUCTION BY BASIN AND DEPOSIT 

1980 - 1993 (at.) 

1980 1985 1986 1987 1988 1989 1990 1991 1992 Est1993 
Year 

PechoraINorth [mD TulalMoscow DonbassISouth Urals 

Kuzbass Kansk-Achsk !8 other Eastern Far East 
Siberra 

SOURCE RosUgol data - page 13 - XBASINS XLS Chart 1 
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Recent Trends In Coal Output 

Surface versus Underground Min~ng 

Table 4 Russia - Coal Production rn Nlne Malor Basins In 1992 

Number af Mrnes Product~on 
(mrll~on tonnes) 

Undergrowti Stirfa* Totat Underground Surface Total Bas~n 
Share 

Pechora 1% Q 16 24 4 0 24 4 7 5% 

Tula 18 4 22 7 2 2 0 9 2 2 8% 

Donbass 42 0 42  22 3 0 22 3 6 8% 

Urals 25 8 33 9 1 13 4 22 5 6 9% 

Kuzbass 69 22 31 68 0 46 6 114 7 35 0% 

Kansk 3 6; @ 2 0 55 4 57 3 17 5% 
Ach~nsk 

Eastern 2 1 Q 12 0 5 35 9 36 3 1 1  1% 
S~ber~a 

Far East 24 12 38 8 9 15 8 24 7 7 5% 

North 6 4 10 3 3 12 8 16 9 4 9% 
East 

Total 207 66 273 1457 1819 327 5 1000% 

Share of 76% 24% $w% 445% 555% 1000% 
M~nlng 
Methods 

note 
- surface mines account for 24% of the total number of mines, but 

56% of total production, le, surface mines are typically larger than 
underground mlnes 
Kuzbass (35%) and Kansk-Achlnsk (1 7%) together account for more 
than half of total production 

- page 14  - 



Recent Trends In Coal Output 

Output by Coal Type 

Table 5 Production bv Coal Tvoe In 1992 
(million tonnes) 

Coking Anthracite Hard (Thermal) Brown TOTAL 

Pechora 'I 5-5 9 0 24,s 

Tula 9 2 a 2  

Don bass ? .% 20 5 22.3 

Urals 1 .Q 2,1 19 4 22.5 

K~zbass 45.0 1 5  68.1 114 6 

Kansk 6.6 50 8 57 4 
Achrnsk 

Eastern 7,6 28 7 36+ 3 
S~berra 

Far East 24 7 24.7 

North Bx8  0 2 gA 3 1 0  16 1 
East 

TOTAL 68 9 22 2 102.7 1 53,8 327 6 

Note Numbers may not add due to roundlng 

note 
- coking coal faces decllnlng demand from the steel Industry and excess 

suppl~es are now being sold In the steam coal market, usually at a 
lower price 

- brown coal sells almost exclus~vely to large power & heat producers 
that are relatively close to the mines--brown coal generally cannot 
compete outside thls market 
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Coal Product~on Costs 

Overview 

1 See Table 6 Russia Coal Production Costs 1992 (facing page) 

2 These costs do not mclude 
- any capital costs or f~nancial charges 
- soc~al and sim~lar costs 
- costs involving unpa~d debts to suppliers or other third parties 
- costs involv~ng barter w~ th  other enterprises 

3 These costs do include 
- all wage payments [arrears In wage payments were not large In 1992, also the 

Tar~ff Agreements d ~ d  not play a major role In wage settlng unt~l I9931 

4 We do not know whether 
- costs are recorded at the minemouth or when the coal leaves the coal 

preparation plant 
- costs are recorded on a cash basis or an accrual basis 
- all costs are cons~stently recorded w~thout omissions 

5 These average costs are calculated by dividing total declared costs by total 
output for 1992 11 --the cost of producing an add~t~onal ton of output In each 
basin would be h~gher than the average cost fl/ 1992 costs were mult~pl~ed by an 
tnflat~on coefflc~ent to convert them to Jan -Sept 1993 rubles thls allows ruble costs to be 
converted to US dollars by dlvld~ng by approx 1000 Rbl/USSl 

6 Costs in RBLItce (rubles per ton of coal equivalent) provide a better 
comparlson between different baslns than RBLitonne, since each tce has the 
same heat content--however, this comparison does not take Into account the 
large differences In other aspects of coal quality, eg, moisture, ash or sulfur 
content 

7 The best interpretation of these costs is that they include most variable 
costs--and therefore provide a f~rst indication of the short-run costs that 
apply in a per~od of declin~ng demand and Iim~ted investment 
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Table 6 Russ~a Coal Production Costs - 1992 
(Jan -Sept 1993 rubles per ton or tcdl) 

Uhdergmund Surface Wergh ted A verage 

Rblton RbJtan Rblton Rbltce 

Pechora 8,331 - 8,331 1 1,426 

Moscow (Tula) 4,422 2,239 3,942 11,616 

Donbass 7,624 7,524 9,603 

Urals 7,964 2,074 4,442 10,757 

Kuzbass 8,641: 5,174 7,229 8,620 

Kansk-Achlnsk 4,131 995 1,113 2,219 

Eastern Siberia 10,988 1,318 1,431 2,8 10 

Far East 12,118 3,123 6,362 14,635 

North East 9,938 4,825 5,719 6,961 

TOTAL 8,948 2,667 5,195 7,909 

11 tce ton of coal-equivalent (7 million kcal) 

Soume Repsrsd by World Bank W e d  on data provided by ROSUGOL - 

note 

- var~able costs of production vary slgnrflcantly from basrn to bas~n 

- 995 - 5,174 RBLltonne for surface mlnrng 

- 4,13 1 - 1 2,118 RBLItonne for underground mlnlng 

- var~able costs of surface mining on average are only 30% of var~able 
costs of underground mlnlng 
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Coal Product~on Costs 

Comparators 

Table 7 Com~osition of Minina Costs In Different Countrres 
(percent) 

Underaround Mininq 

Labor Other Operating Costs Depreciation Total 

UK 1992f93 36 57 7 ?OO 

USA 1589 48 43 30 100 

Australia 36 57 10 1 00 
18819 

RuesiaIQ81 44 5'1 6 1 OQ 
Russra 1$93 30 65 5 100 

Surface Mininq 

USA 1988 27 64 9 106 

Ausbraka 26 58 15 100 
3 989 

Rugsta 1991 33 52 6 1 00 

Russia1993 22 73 5 '100 

Source Prepared by World Bank from data prov~ded by ROSUGOL - 

note 
- Russian cost data received so far does not prov~de any useful 

breakdown of costs into drfferent categories 
- estimates of depreciatron costs are particularly uncertain in the 

Russian context 
- consultants have been commissioned to provrde additional data on 

cost structures in Russra 
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Coal Product~on Costs 

Regional Cost Curves 

1 On the following pages are Reglonal Cost Curves for 

- Western Russia, Siberia and Eastern Russia (3 curves) to show 
- the large differences In production costs between these regions 
- the Importance of rall frelght costs for competrtron between 

these reglons (see later sectlon In thls Annex) 

- Western Russia (Pechora, Moscow, Donetsk and Urals basrns) 
for steam coal and coklng coal separately (2 curves) 

- Siberia (Kuzbass and Kansk-Achlnsk baslns) 
for steam coal and coklng coal separately (2 curves) 

- Eastern Russia (Far East and North East basrns) 
for steam coal and cokrng coal separately (2 curves) 

Productlon costs In these curves are 
- per tonne coal-equrvalent (tce) 
- 1992 costs converted to Jan -Sept 1993 rubles 
- total variable operating costs (see def~n~trons, page 16) 
- adjusted to reflect the fact that a tce of hlgh quallty coal 1s worth 

more to the consumer than a tce of low quality coal 
- anthracite (hlgh effrclency, clean, long flame) premium of 10% 
- low sulfur coals (less than 1 %) premlum of 10% 
- hrgh sulfur coals (greater than 2%) penalty of 10% 
- low ash coals (less than 15%) premlum of 10% 
- hlgh ash coals (greater than 30%) penalty of 10% 

3 Steam coal and coking coal compete to some extent 
- Russla produced about 11 0 million tonnes of coklng coal In 1992 
- shipments to metallurg~cal consumers were about 70 m tonnes 
- thermal consumers purchased the remalnrng 40 mlllron tonnes of 

ccrklng coal 
- so cokrng coal production costs cannot exceed those of steam coal ~f 

coklng coal IS to survive In the steam coal market 
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Coal Product~on Costs 

Regional Cost Curves 

1 See F~aure 2 Russ~a Reg~unal Supply Curves, 7933 (fac~ng page) 

2 All three curves Include steam coal and cok~ng coal, together 

3 Large quantlt~es of coal are produced In Siberia at costs that are s~gnlflcantly 
lower than productlon costs ~n Western qr Eastern Russ~a 

4 All three curves have a "tall" of high-cost mlnes at whrch 

- productton costs are up to three t~mes as h~gh as rn most other mines - output IS low these mines do not add much to total wtput 

5 In the follow~ng pages we will compare employment and the number of 
mlnes In 1992 w ~ t h  two World Bank scenarlw for cornpet~tive c ~ a l  markets 
In 1997 1 1  

- "low" rail fre~ght tariffs 
- "hrgh" ra~l  fre~ght tarrffs 

11 Supply Annex 2 gtves detatls of the 1997 scenartos 
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Figure 2 

Russ~a Regional Supply Curves, 1992 

Western Russ~a l-----l 

000 2000 4000 6000 8000 10000 12000 14000 16000 

Calculated 1992 Cumulatwe Coal Productmn m e o n  tce 
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Coal Product~on Costs 

Regional Cost Curves 

1 See Ficlure 3 Western Russia - Regional Supply Curves, 1992 (facing page) 

2 Western Russia ~ncludes Pechora, Moscow, Donetsk and Urals basins 

3 Example at 15,000 Rblltce (approx USSI 5/tce), Western Russ~a could 
produce 
- 25-30 million tce of steam coal 
- 10-1 5 million tce of coklng coal 

4 In 1992 
- total direct employment 326 thousand 
- number of mines 11 5 mlnes 

5 In 1997, with "low" ra~l freight tariffs 
- total direct employment 148 thousand 
- number of mines 49 mlnes 

6 In 1997, with "high" rail freight tariffs 
- total direct employment 203 thousand 
- number of mines 72 mines 
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-re 3 

Western Russia -- Regional Supply Curve, 1992 

Western Russ~a Steam Coal 

Western Rusaa Colang Coal 

0 5 10 15 20 25 30 35 

Calculated 1992 Cumulatrve Coal Productron m mdl~on tce 
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Coal Product~on Costs 

Reg~onal Cost Curves 

1 See Fiaure 4 Siberia - Regional Supply Curves, 1992 (facing page) 

2 Siberia includes Kuznetsk, Kansk-Achinsk and Eastern Siberian basins 

3 Example at 8,000 Rblltce (approx USS8ltce), Siberia could produce 
- about 90 million tce of steam coal 
- about 20 million tce of coking coal 

4 In 1992 
- total direct employment 346 thousand 
- number of mines 1 12 mines 

5 In 1997, with "low" rail freight tariffs 
- total direct employment 1 10 thousand 
- number of mines 52 mines 

6 In 1997, with "high" rail freight tariffs 
- total direct employment 91 thousand 
- number of mines 42 mines 
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Figure 4 

S~bena -- Regronal Supply Curve, 1992 

Slbenan Steam Coal 

Sibenan Cokmg Coal 

0 20 40 60 80 100 120 

Calculated 1992 Curnulabve Coal Producbon 1x1 m~ll~on tce 
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Coal Production Costs 

Reg~onal Cost Curves 

1 See Fiaure 5 Eastern Russla - Reg~onal Supply Curves, 1992 (facing page) 

2 Eastern Russia includes basins in the Far East and the North East 

3 Example at 25,000 Rblltce (approx USS25/tce), Eastern Russia could 
produce 
- about 18 million tce of steam coal 
- about 5 million tce of coking coal 

4 In 1992 
- total direct employment 90 thousand 
- number of mines 46 mines 

5 In 1997, with "low" ra11 frelght tar~ffs 
- total direct employment 29 thousand 
- number of mines 17 mines 

6 In 1997, wlth "hrgh" rail frelght tariffs 
- total dlrect employment 45 thousand 
- number of mines 24 mines 
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Rgwre 5 

Eastern Russia -- Reeonal Supply Curve, 1992 

Eastern Russ~a Steam Coal 

Eastern Russia Colang Coal 

Calculated 1992 Cumulatwe Coal hducbon m mlllron tce 
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Coal Preparation and Transport Costs 

Coal Preparation 

1 The World Bank has very little lnformatron about coal washlng or other 
forms of coal preparatlon In Russia--this is a prlorlty for future analysrs 

2 As in many other countries 
- most coking coal is washed 
- most steam coal is not washed 

- mrnemouth power plants are deslgned to burn unwashed (run- 
of-mine) coal, and 

- most brown coals cannot be washed 

However, In Russra 
- coal preparation takes place at large, central washeries that serve 

several mines or Mlning Associations 
- washery technology IS mostly at least 20 years old and cannot meet 

the standards of a modern coal market 
- most washerles are worn out and urgently need to be replaced 
- quality control IS poor--sampling and analysrs are uncommon 
- costs of coal preparation are not allocated to specific coal "products" 

In any detarl--as a result, the "quality" dimension of the coal market 
functions poorly 

4 Coal preparatlon should be part of a broader strategy to Improve coal quality 
In response to customer needs--for example, ash content can be reduced by 
- better mining practices, eg, not mining thin seams with equipment 

designed to mine thicker seams 
- coal washing 
- other forms of coal preparation 
- rmproved management of blending and stockpiles 
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Coal Preparation and Transport Costs 

Coal Preparat~on, cont'd 

5 The main benefit of coal washlng is to reduce ash content,y whlch In turn 
- reduces transport costs (per heat unit del~vered) - reduces particulate emissions (env~ronmental benef~ts) 
- extends boiler life (reduces investment by coal consumers) 
- ie, preparation plants deliver a higher quallty coal for a hlgher price 

(per tce)--although some of the lower cost may be recovered in the 
form of lower transport costs 
11  coal wash~ng may also reduce sulfur content to some extent 

6 When looking at the opportunltles to Increase sales revenue and profits, the 
managers of the new, commercial (joint stock) mining companies need to - form a clear understanding of the coal quality specif~cat~ons demanded 

by their potentlal customers--and the prices the customers are willing 
to pay for each coal "product" - design an overall strategy for Improving coal qual~ty--1n mining, 
preparation, stockp~ling/blend~ng and dlstributlon--and set prices that 
recover the costs of each "product" from sales of that product - declde how best to allocate investment resources between mlning and 
preparation plants--with much greater attention to preparatlon than In 
the past 
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Coal Preparation and Transport Costs 

Transport Costs 

1 See Table 8 Changes in Rall Frelght Rates and Coal Prices ln 1993 (faclng 
page) 

2 Costs are averages for all thermal (steam) coal and coklng coal transported 
by rall in Russ~a 

3 As a result of hyper-lnflatlon, changes In rall frelght's share In the delivered 
prlce of coal are very "lumpy", depending on the timing of the rate 
Increases 

- for thermal (steam) coal, freight's share vaned from 22% to 60% 

- for coklng coal, freight's share vaned from 14% to 41% 
(lower than for steam coal, because coklng coal 1s washed) 

4 Desp~te these large fluctuat~ons, ~t IS clear that ra~ l  frelght's share In the 
del~vered prlce of coal Increased slgnlflcantly In 1993 and may Increase 
further In 1994 and beyond 
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Table 8 Chanaes in Rail Freiaht Rates and Coal Prices in 1993 
(Rubles/tonne as of each date) 

Type of Coal 1 /I 193 7/1 193 9/1/93 11/1/93 

Thermaf Coat 

Coal Pr~ce 1,159 1 , I  59 6,975 7,426 

Rail Fresght 330 1,462 4,090 6,137 

Totaf Del~vered Price 1,489 2,611 1 1,065 13,863 

Coal Price 77% 44% 63% 58% 

Rail f relight 22% 56% 37% 45% 

Total Delivered Price 100% 100% 100% 'I @O% 

Coking Coal 
Coal Pr~ce M 2,761 2,761 23,384 24,533 

Rail Frefght 43 1 1,898 5,347 8,022 

Total Deltvered Prlcer 3,192 4,659 28,731 32,555 

Coal pr~ce 86% 59% 81 % 75% 

Rail Freelght 14% 41 % 19% 25% 

Total Delivered Pt~ce 100% 100% 100% 1 OQYi 

a/ A mrx of about 75% minehead prrces and 25% ex-washery prrces - 
b/ Ex-washery prices - 
Source Russ~an rall Industry 
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Coal Preparation and Transport Costs 

Transport Costs 

1 See Table 9 Rarl Frerght Rates between Producrng Basrns and Consumrng 
Regrons (faclng page) 

2 Supply Annex 2 presents a basln-by-basln analysis of 
- the tradeoff between mining costs and frelght costs 
- the Impact on inter-bas~n competltlon for the long d~stance coal 

markets 

3 An example to lndlcate the potentlal for competltlon (all costs In Jan -Sept 
1993 rubles) 

- much of the coal In Western Russ~a (F~gure 3) IS produced at a 
varlable cost of 10,000 to 15,000 rublesltce 

- the cost of transporting these coals to the Moscow market varies 
enormously--from 3,000 to 17,000 rublesltce 

- the del~vered cost ~n Moscow of coal from Western Russla in some 
cases w~ l l  be In excess of 30,000 rublesltce 

- much of the coal IIP Slberra (Flgure 4) IS produced at a varlable cost of 
5,000 to 10,000 rublesltce 

- the cost of transporting these coals to the Moscow market IS very 
hlgh, startlng at about 22,000 rublesltce 

- nonetheless, the del~vered cost ~n Moscow of coal from S~berla ~n 
some cases w~ l l  be less than 30,000 rublesltce 

- conclus~on at the frelght rates prevalllng In late 1993, there was still 
some scope for competltlon between baslns In Western Russla and 
Slberla for a market as d~stant as Moscow (see Supply Annex 2 for 
detalls) 
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Table 9 Lrnkaaes and Rarl Freraht Rates Between Producrna Basrns and 
Consum~nq Rearons 

Producrng basrn Regtons supplied Drstance (km) Trans~art C m  
(Rbl/tce0 tn 
Jan -Sepf 

1993 terms) 

Pechora North 2,000 12,000 (coke), 
15,600 {hard) 

Center 2,200 13,200 {coke), 
1 7, I00 Chard) 

Northwest 2,400 1 4,400 icoke), 
18,700 {hard) 

Moscow Center 200 2,900 

Don bass North Caucasus 300 1,900 
Valga 400 2,500 
Vafga Vyatka 4,000 6,400 
Center 1,200 7,600 

Urals Utafs 200 1 ,600 (hard), 
2,500 [brown) 

Kuzbass West: Srber~a 300 1,900 
Urafs 1,900 12,000 
Center-Black Earth 3,000 79,100 
Center 3,500 22,300 
North 4,000 25,500 
Northwest 4,500 28,600 

Kansk- Achr nsk East Siber~a 900 5,900 [hard], 
8,700 (brown) 

West Srberia 400 2,600 (hard), 
3,900 (brown) 

East Srberra East Srberra 400 4,000 

Far EastINorth Far East 500 5,000 
East exports of cdktng 3,000 17,800 

coal to Japan 
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Coal lndustry Employment 

Employment by Mining Association 

1 See Tab Ce 1 0 Production and Employment by Min~ng Association, 1992 
(facing page) 

2 Source RosUgol 

3 Employment totals in 1992 in this table are slightly different from those in 
Table 1 1 (source Goskomstat) Differences are less than 10 percent and 
are probably partly due to drfferences in definrtions of personnel categories 

- Total Employment (RosUgol 765,000) corresponds approximately 
with total Personnel of Industrial Enterprises rn the Coal lndustry 
(Goskomstat 702,000) 

Number of Production Workers (RosUgol 433,000) corresponds 
approximately with Laborers for Coal Productron (Goskomstat 
41 2,000) 

4 Producttvity (output production per worker) varies enormously from one 
Mining Association to another 

- productivity is a more important indicator for underground mines than 
for surface mines--since underground mrning IS generally much more 
labor-intensive than surface minrng 

- productivity in underground mines wrll vary greatly according to 
factors such as 
- depth of current operations 
- type of transport underground shaft or inclrne 
- distance from the workrng faces to the shaftlsurface 

nonetheless, low labor productivity IS a useful indication that labor 
costs may be too hrgh for a mrne to remain commercially viable 
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Table 10 - Russtan Coal Froductton and Employment by Mtmng Associahon, 1992 

Mtmng assoctatton Reglon No of Total Under- Colung Total No of output 
mnes output ground coal Employ produrnon pmduchon 

output output ment workers worker 

MT MT MT '000s '000s ~ ~ l y y e a t  

Intaugol Noah 5 7 5 7 5 0 0  18 7 9 4 774 

Vorgashorskaya North 1 5 0  5 0  5 0 4 4 3 8 1276 

Vorkutaugol North 12 120 120 10 5 47 3 21 6 554 

Tulaugol Moscow 22 9 2 7 2 0 0  41 0 225 409 

Gukovugol South 15 6 5 6 5 0 9 38 7 21 4 294 

Obukhovskoye South 1 1 9  1 9  0 0 6 7 4 8 397 

Rostovugol South 26 13 9 13 9 0 9 900 49 2 283 

Bashlurugol Urals 2 4 5 0 0  0 0 8 7 2 1 2157 

Cheljabtnskugol Urals 14 11 2 6 0 0 0  36 0 18 9 594 

Kaelugol IJrals 13 2 4  2 4  1 0  23 8 13 2 162 

Shunukhtnskaya Urals 1 0 2 0 2 0 0  1 4  1 1  141 

Vakhmshevugol Urals 3 4 2 0 5  0 0  9 5  4 0 1033 

Belovougol Kuzbass 6 5 5  5 5 2 8 16 8 10 6 517 

fiselevskugol Kuzbass 8 4 5  4 5 1 0  22 7 13 2 338 

Kuzbasrnzrezugol Kuzbass 18 403 0 0  16 3 51 4 28 3 1422 

Kuvletskugol Kuzbass 18 20 0 20 0 16 6 67 9 45 7 436 

Lemnskugol Kuzbass 9 140 140 3 3 33 0 22 5 619 

Mezhdurechje Kuzbass 1 4 1 0 0  3 1 4 6  4 1 983 

NPK "Ugol" Kuzbass 4 2 3 0 9 0 3 5 7 3 1 739 

Prokopyovskugol Kwbass 11 7 4 7 4 4 5  42 6 25 8 287 

Raspadskaya Kuzbass 1 6 3 6 3 6 1 5 9 5 2  1236 

Severokuzbassugol Kuzbass 14 8 8 8 0 5 9 43 1 26 4 336 

Vakhmsheva Kwbass 1 1 5  1 5  0 3 2 6  2 4 640 

Borodt nskty Kansk 1 28 4 0 0  0 0  6 2 2 3 12278 

Krasnojarskugol Kansk 8 29 0 2 2  0 0  19 3 10 9 2644 

Voststbugol East Stb 12 36 3 0 5  0 0  24 4 11 7 3111 

Dalvostugol Far East 5 5 4 0 0  0 0 7 1 2 3 2379 

Pnmorskugol Far East 17 14 8 5 7 0 0 35 6 18 9 780 

Sakhaltnugol Far East 14 4 4 3 1 0 0 20 4 13 6 326 

Jakutugol N East 5 12 4 13  5 6 21 6 5 6 2240 

Severovostokugol N East 5 3 7 2 0  0 0  5 5 3 4 1093 

TOTAL 273 327 6 145 7 68 8 764 7 432 9 757 

Note Numbers may not add due to roundtng 
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Coal lndustry Employment 

Dlrect and Ancillary Employment 

1 See Table 1 1 Employment m the Coal Industry, 7992 (fac~ng page) 

Under the broadest def~nrt~on of the Coal Industry, total employment IS 

greater than 900,000 people, of whom 

- 21 2,000 (23%) are "personnel of non-~ndustr~al enterprises" ~n the 
coal ~ndustry, ~ncludrng deslgn & construction enterpr~ses and trade & 
food services 

- 120,000 (1 3%) are "non-~ndustr~al personnel of ~ndustr~al 
enterpr~ses", ~nclud~ng kindergarten, hous~ng, agrrcultural and other 
personnel 

- re, ~n a market economy, more than a th~rd of total coal ~ndustry 
personnel would be employed e~ther by Independent contractors or by 
local government 

Under a narrower def~ntlon of employment, there are 369,000 "workers for 
the extractron of coal", of whom 

- 305,000 (83%) work In underground mrnlng, although not necessar~ly 
underground 

- 64,000 (1 7%) work ~n surface mlnes 
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Nm Imlustdal 
Personnel a 

For Coal 
Pwduotrofl 

Of which 
Workers for 
Extract~on 
of Coal 

Under 
ground 
Mines 

Table 1 1 Em~lovment In the Coal Industrv. 1992 

Rmrfan 914 
f4Q#stwn 
Tatnt 

Personnel of 701 898 
Industrial 
Enterpnrer 

Personnel of 
Non lndustnal 
Enterpnses 

Catt(lt~0tim 

Oeslan 
OgAnaqons 

Othclr 
OtwmasSions 

TrrrdalFoed 
servsoe 

1/ Includes kindergarten houslng agricultural 
and other personnel 

O f f l w  
Staff 

For Coal 
Pmduction 

Under 223 864 
ground 

Above 81 181 
Ground 

Surface 83 881 
Mines 
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Coal Industry Employment 

Employment and Productivity 

Table 12 Russ~a Em~lovment and Productivltv of 
Underaround and Surface Mine Workers In 1992 

Produot~un Workers Output per Worker 
(tonnee per man year) 

Undeqrw nd Surfaoe Total Underground Surface Total 

Farharalnarth 36,tEil 0 35 151 694 894 

~ s o a w  (Tula) 21,547 1 362 22 509 340 1,486 409 

DbnbaedSooth 76,076 0 76076 293 293 

UtQs 32,441 8,461 40902 279 7 586 550 

Kuzbsse 153,347 36,227 189,574 444 1 287 605 

Krmsk-Achrtialc 237 S 10,685 13,261 37 1 5 180 4 322 

East Siberta 1 960 9718 51 678 242 3690 3121 

Wr Emf 28 137 8 725 34,862 326 2 347 708 

Narth east 4, 688 4 263 8 941 710 3 0 f 2  1806 

Total 365,523 177,431 432 954 410 2 349 757 

Source ROSUGOL 

1 Kuzbass and Russ~an Donbass account for more than 60% of 
total coal ~ndustry employment of "production workers" 

bas~n produc tlon percent of 
workers total 

Kuzbass 1 89,574 44% 
Don bass/south 76,076 18% 

2 For comparison, labor product~v~ty In new underground mines In 
the US may exceed 11,000 tonnes per worker per year 
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Coal Industry Employment 

Employment and Productivity 

Table 13 Coal M~ne Productivitv 1992 11  
(tons per mansh~ft) 

Country Underground Surface 
Mines Mines 

U S A  23 7 49 4 

Australia 18 1 36 3 

South Africa 7 70 N A 

U K 6 34 9 06 

Germany 5 22 

Russra 3/ 1 95 11 13 

Poland 1 95 

China $1 1 33 5 0 

India 0 54 3 34 

1 / - note 
- coal labor force statistics in countries such as lndia and China Include many 
workers with social functions that are not found In other countries 
- the proportion of washed coal varies between countries and IS much lower in 
China and lndia than in other countries 

21 - 1991 
31 based on production workers only, assuming 21 0 shiftslyear - 
4/ - raw coal 

1 differences ~n deflnltlons and technical cond~t~ons make ~t 
dlfflcult to compare mlnlng productlvlty statlstlcs from different 
countrles 

2 however, ~t 1s clear that ~n Russla 
- ~n the worst mines, labor product~v~ty 1s very low by 

world standards 
- even ~n the better mlnes, there IS cons~derable room for 

Improvement 
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Annex B 

SUPPLY ANNEX 2: COAL MARKET PROSPECTS BY REGION AND BASIN 



Supply Annex 2 

Russian Federation 

Coal Market Prospects by Region and Basin 

Contents 

Structure of Report 
- report organization 
- market adjustment scenario 

Regional Demand for Coal 

Competit~on between Coal Basins 
- coal production costs 
- coal rail freight costs 

Scenario Results, 1997 
- coal output by basln 

charts production cost versus output, 7997 
- delivered prices and minemouth prices 
- employment 

charts employment versus output, 799 7 

Strengthening the Coal Market 
- institutional reforms 
- overview of present conditions 
- optlons for tmprovlng production efflclency 
- f~nanclng of Investment 

April 17, 1994 
supply2 anx 
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Structure of the Report 

Restructuring the Coal Industry 

1 Supply Annex 2 IS an annex of a joint report by the World Bank and the 
Government of Russ~a on Restructuring the Coal industry In the Russlan 
Federat~on 

- the Ma~n Report was frrst ~ssued on November 12, 1993 

- the Maln Report IS belng updated and revlsed and w~ l l  be re-~ssued 

2 The Maln Report w~ l l  be supported by the follow~ng annexes 

- Coal Markets 
[to be updated] 

- Coal Resources, Product~on and Employment 
[ie, Supply Annex I ]  

- Coal Market Prospects by Region and Basin 
[Supply Annex 2 this annex] 

- lnternat~onal Exper~ence of Coal Restructuring 
[Supply Annex 3 under preparat~on] 

- Coal Transport 

- Subs~d~es and Flnance 
[summary of recent consultant stud~es to be prepared] 

- Environmental Issues 

3 Th~s annex on Coal Market Prospects by Reg~on and Bas~n draws on materral 
that IS presented In more detall In other annexes, part~cularly those covering 
Coal Markets, Coal Transport, and Coal Resources, Product~on and 
Employment 
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Structure of the Report 

Market Adjustment Scenario 

1 The purpose of this Annex on Coal Market Prospects by Region and Basin IS 

to present the methodology and results of the World Bank's medium term 
projections for coal demand and supply In Russia 

- these projections--described as the Market Aaustment Scenario-- 
should be compared with other medium term projections prepared by 
Russian agencies 

- each of the new, joint stock mining companies (former Mining 
Associations) should take this methodology--or a similar one--as a 
starting point to develop their own medium term strategies for 
marketing (including pricing), operations and development 

The analysis for the Market Adjustment Scenario proceeds in the following 
steps 

- taklng 1992 as a base year, the World Bank estimates that total 
national coal sales will contract by about a third, then level off some 
time in the period 1995-2000 
[see Annex on Coal Markets] 

- individual coal basins will have to compete with each other to 
maintain or increase their share of a smaller market--the basin that can 
dellver coal of a particular quality at the lowest delivered price will win 
the sales contract 

- most coal basins In Russia depend on medium to long distance sales 
for a substantlal part of their total sales revenue--so rail freight costs 
will be crucial to their ability to compete 
[see Coal Transport Annex and Supply Annex I ]  
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Structure of the Report 

Market Adjustment Scenario, cont'd 

- for each combination of coal basin and reglonal market, we estimate 
future del~vered prices (re, prlces that would ensure full cost recovery 
for the companies that produce and deliver the coal) for steam and 
coklng coal, based on 

- 1992 coal production cost curves (translated into 1993 rubles) 
for each of the nine major baslns 

- a range of rall freight costs "low" and "high" 

- we then simulate the coal market to estimate the likely range of coal 
sales for each bastn In a target year (1 997)--however, this target year 
could be almost any year In the perlod 1995-2000, since demand is 
projected to be falrly "flat" over the whole period 

- we then use the 1992 cost and employment curves to estrmate a 
"low" and a "high" case for 

- the number o f  mines that would stay in operation in each basin 
In 1997--and, correspond~ngly, the number of mlnes that would 
have to close over the transition perlod 

- the total employment In each basln rn 1997--and, 
correspond~ngly, the number of workers who could become 
unemployed over the transition period 

- these estimates of poss~ble mine closures and untm-tployment--basin 
by basin--are the startlng polnt for our analysis of severance costs, 
pensions and other soc~al costs related to the restructuring of the coal 
industry 

- finally, we look at the scope for the new, jolnt stock minrng 
companies to improve production efficiency, ie, to cut production 
costs and improve product quallty In order to Increase their share of 
the total coal market 
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Regional Demand for Coal 

1 See Table 1 Demand for Coal by Reg~on, 1990-1997 (facing page) 

2 The target year (1 997) IS a "typical" year In the perlod 1995-2000, dur~ng 
whlch coal demand will remaln relatively "flat" 

Demand for coal in Russia is changing [details in Annex on Coal Markets] in 
response to 
- changes in the level of GDP 
- a shift from investment towards consumption expenditure 
- a decline in the output of heavy industries 
- continuing penetration of some regional markets by natural gas 
- in the medium term changes in the price of coal relative to prices of 

other fuels and commodities 

4 The reglonal coal demand scenarios in Table 1 start from 1990 data on 
consumption of steam coal and coking coal in each of the eleven economic 
reglons 

- World Bank scenarios for 1997 electricity and heat generation--the 
largest single component of steam coal demand--were used to 
estimate the regional pattern of steam coal demand in 1997, after 
taking into account 
- llkely output of lower-cost, existing hydro and nuclear plants In 

these regions 
- likely shares of coal, natural gas and fuel oil (mazut) in the 

remaining electricity and heat generation loads 

- World Bank scenarios for 1997 output of iron and steel were used to 
estimate the regional pattern of coking coal demand 

- in the regions where coal competes wlth natural gas--the Urals and 
European Russia--the scenarios assume that coal consumers will be 
more sensitive to coal prices (a price elasticity of 10%) than in other 
regions 
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Table 1 Demand for Coal bv Realon 1990-1 997 a/ 
(mllllon tce) 

1990 of whrch 1997 of whlch 
cok~ng coklng 

Northwest 3 7 2.2 

North 16.8 7 3  100  4 6 

Center 22.7 8 3  135  5 2 

Center-Black Earth 5.4 3 4 

Volga Vyatka 5 5 315 

Volga 5 5 3 5 

North Caucasus 12 1 7.5 

Urals bl 51 "6 215 204 13 6 

West Slber~a 56 5 8 6  325  5 4 

East Slberla 44 0 24 0 

Far EastINorth East 26 6 20 4 5 1 

TOTAL 250 4 457 1449 28 8 

a/ Excludes coal exports - 
b/ Includes demand for coal from Ek~bastuz (Kazakhstan) - 
Source RosUgol (1 990) and World Bank estimates (1 997) 

Note Russ~an experts have prepared an alternative scenarlo for total coal sales In 
1995 of 267 mllllon tonnes (approx 193 rnlll~on tons of coal equ~valent, 
tce) 

- thls Annex does not examrne the Russ~an scenarlo because the total IS not 
broken down Into drfferent consumption regrons 

- wh~le the Russ~an scenarlo IS much h~gher than that of the World Bank 
(Table I ) and IS for a slrghtly d~fferent year (1 995 Instead of 1997), ~t also 
rmpl~es a contlnulng declrne In coal output--from about 214 m~l l~on tce rn 
1992 to 193 mllllon tce In 1995 
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Compet~t~on between Coal Bas~ns 

Coal Production Costs 

4 As ~n Supply Annex 1, we use Cost Curves to summarize the costs of 
production in each basln--Figures 1-9 (pages 12-21, below) 

Production costs in these curves are 
- per tonne coal-equivalent (tce) 
- 1992 costs converted to Jan -Sept 1993 rubles 
- total variable operating costs (see below for deflnltlons) 
- adjusted to reflect the fact that a tce of hlgh quallty coal IS worth 

more to the consumer than a tce of low quallty coal 
- anthracite (high efficiency, clean, long flame) premium of 10% 
- low sulfur coals (less than 1 %) premlum of 10% 
- high sulfur coals (greater than 2%) penalty of 10% 
- low ash coals (less than 15%) premlum of 10% 
- hlgh ash coals (greater than 30%) penalty of 10% 

3 These costs do not mclude 
- any capital costs or financ~al charges 
- social and similar costs 
- costs involving unpald debts to suppliers or other thlrd parties 
- costs involving barter with other enterprises 

4 These costs do include 
- all wage payments [arrears in wage payments were not large in 1992, also the 

Tariff Agreements did not play a major role in wage setting until 19931 

5 We do not know whether . costs are recorded at the mlnemouth or when the coal leaves the coal 
preparation plant 

- costs are recorded on a cash basls or an accrual basls 
.. all costs are consistently recorded without omiss~ons 

6 The best Interpretation of these costs is that they Include most varlable 
costs--and therefore provlde a first lndlcation of the short-run costs that 
apply in a perlod of decllnlng demand and limited Investment 
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Competit~on between Coal Baslns 
Coal Rail Fre~ght Costs 

1 For analysis of coal rail fre~ght costs, see 
- Coal Transport Annex 
- also Tables 8 and 9 in Supply Annex 1 

In order to s~mulate the operation of the coal market under the 1997 Market 
Adjustment Scenario (summarlzed pages 4-5 In this Annex), we used two 
scenarios for coal rall frerght tariffs 

- the "low" tariff IS below the current tariff (after adjusting for 1nflatlon)- 
-so tar~ffs will only fall to this level if tarlff increases fall behind the 
general rate of inflation 

- the "high" tariff is h~gher (after adjusting for Inflation) than the 
economic cost of coal rail freight ~n Russia (World Bank est~matesl-- 
however, coal ra~ l  fre~ght tariffs may reach these levels i f  the railways 
remain unregulated 

3 The "low" coal ra~ l  freight scenario In rubles per tonne-kilometer (RBLIt-km) 
IS 
- 3 0 RBLIt-km for greater than 800 km 
- 4 5 RBLIt-km for 400-800 km 
.. 6 0 RBL/t-km for less than 400 km 

4 The "high" coal rail fre~ght scenario in RBLIt-km is 
- 5 0 RBLIt-km for greater than 800 km 
- 7 5 RBLIt-km for 400-800 km 
- 10 0 RBLIt-km for less than 400 km 

5 These costs are ~n Jan -Sept 1993 rubles 
- t h ~ s  allows ruble costs to be converted to US dollars at approximately 

1000 RBL/USS 
- so these tar~ff scenarios are equivalent to about 0 3 to 0 5 US cents 

per tonne-kilometer for long hauls (further than 800 km) 
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Scenar~o Results, 1997 
Coal Output by Bas~n 

See Table 2 Coal Output by Basmn, 1992-1997 (facing page) The scenarlo results below show 1997 
outputs as a percentage of 1992 base year output (showlng results of low then 'hlgh" rall freight 
tar~ff scenario) 

Pechora 50-62% 
will become the dom~nant suppller of coking coal to  the Center reglon 
will stop all product~on of steam coal, regardless of rall fre~ght tariffs 

Moscow (Tulal 57-95% 
would be protected by h~gh  rall fre~ght tar~ffs (for sales of low grade steam coal In the Center 
reg~on) from competltlon from Donbass and Kuzbass 
IS very sensitive to  ra~ l  frelght tar~ffs and would contlnue to  contract if rail frelght tar~ffs remaln 
at the lower end of the range 

Donbass/South 86-93% 
IS largely protected by recent rall fre~ght tar~ff Increases and will cont~ ict less than most other 
baslns ~f rall freight tarltfs stay lns~de the range used for the scenarios 
wlll remaln an Important suppl~er of steam coals to  reglons west of the Urals but will continue 
to  reduce output of c0klng coal 

Urais 49-70% 
will cease product~on of coklng coal and will contlnue to  reduce output of steam coal, 
regardless of rall freight tariffs 
wlll also lose some of the local (Urals) market to  Kuzbass and Donbass ~f rail freight tar~ffs 
remaln at the lower end of the range 

Kuzbass 55-49% 
will be the domlnant supplrer of coklng coal only In the Urals and so wlll have to  cut total 
coklng coal output to  less than 50% of 1992 levels 
will also lose some of ~ t s  steam coal sales west of the Urals 
will face the largest reduct~on of output (about 45 mllllon tce) of any basln 
will not be as senslt~ve to  further changes In rall fre~ght tar~ffs as other, smaller baslns 

Kansk-Achtnsk 87-69% 
w ~ l l  keep Its local mlnemouth markets at any ra~ l  fre~ght tar~f f  
could remaln competltlve In long-distance sales--both westwards and eastwards--at the lower 
end of the rall frelght tarlffs 

East Stberta 87% 
w ~ l l  dramatically Increase rts share of the local East S~ber~an market a i  he expense of coal 
sh~pments from other baslns Into East S~ber~a 

Far East 53-77% 
will supply all demand In the Far East reglon ~f rall fre~ght tar~ffs reach the h~gh  end of the range 
will lose some of the local market to  Kansk-Achnsk coals ~f rall fre~ght tar~ffs remaln near the 
lower end of the range 

North East 87-97 % 
wlll sl~ghtly reduce Its output of steam coals to  match lower demand for steam coal In the 
reglon 
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Table 2 Coal Out~ut  bv Basrn 
(m~ll~on tce)  

BASIN 1992 Base 1997 Low Fre~ght Tar~ff 1997 H~gh Fre~ght Tar~ff 
Scenar~o Scenar~o 

All Coef of whlch, All Caal of whlch, All Caal of whlch, 
coklng coklng coklng 

PechoralNorth 17 8 12 5 8 8 8 8 11+1 11 1 

% 1992 Base ?m% 43 4% 62 4% ." 
Moscowl(Tula) 3,1 f S  %+o 

% 1992 Base #aq46 68, 1 5% 96 8% 

DonbassISouth 17 5 1 4  16+0 0 4 162 0 7 

% 1992 Base $04796 , 
(1 1 1 LL P 41 

8$ ?%, 93 1% ,+*,, * ',, LL , L1 

Urals 9-3 0 7 4 5 6 3  

% 1992 Base , ,*, fflo? 48,?% 
u "il,., 

69.9% , 
+H WH HW 

Kuzbass 86 2 40 3 52-8 19 7 47A 17 7 

% 1992 Base fW% 
CIW L " 542 % 

H H H W H L I  a?%, 
Kansk Ach~nsk 28 7 25-0 18 8 

% 1992 Base Too96 
4 1  4 Y + W l b l l  ii u * 87 r% 

b l ,  u 4 4 4 , W H  * W H  HH ..?' T!% 
East S~ber~a 1s G 16 1 16 4 

% 1992 Base ".. " fOE196 87 0% 
I -" " 

87 0% 

Far East 10 7 0 2 5-7 8 1  

% 1992 Base for36 fi3 396 
w," w"-" " 

w 8% 

North East 18 3 5 1 19 6 5 1 12 1 5 1 

% 1992 Base 100% i32 2% sr rt% ---------------------------------------------------------------------------------- 
TOTAL f$!3 1 60 2 141 b 34 0 I#,@ 34 6 

% 1992 Base r 0 6 %  66 7% 6% 3% 

Source RosUgol (1992) and World Bank estimates (1 997) 

- 

The World Bank prepared two scenarios of coal output by basln in 1997 based on the following 
assumptions (for details see Market Adjustment Scenarro, pages 4-5 of thrs Annex) 

the new jornt stock mlnlng companres wrll set deltvered prlces that ensure full recovery of 
variable costs, mlne by mme, and full recovery of total costs for the compantes that transport 
and deltver the coal - coal consumrng regions will purchase the coals that meet their quality specifications at  the 
lowest delrvered cost - coal rarl freight tar~ffs will Le somewhere in the range from "low" to  "high" (see Coal Ra~ l  
Fmgbt Costs, page 9 of t h ~ s  Annex) 
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Scenar~o Results, 1997 

Coal Output by Bas~n 

1 The charts (Fiqures 1-9) on the following pages 

- present the Cost Curves for each of the nine major basins, 
ie, coal production cost versus coal output 

- summarize the results of the 1997 Market Adjustment Scenar~o 

- output and minemouth price (le, production cost) in 1997 

- for two scenarios of coal rail frelght tariffs--low & high 

2 Where relevant, separate Cost Curves are shown (on the same chart) for 
steam coal and coking coal 

3 The charts are for the following coal basins 

- Pechora steam & coking 
- Moscow (Tula) steam 
- Russian Donbass steam & coking 
- Urals steam & coklng 

- Kuzbass steam & coking 
- Kansk-Achinsk steam 
- East S~beria steam 

- Far East 
- North East 

steam & coking 
steam & coking 
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figure 1 

1992 Pechora Coal Supply Curves 
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figure 2 

1992 Moscow Basm Coal Supply Curves 
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mre 3 

1992 Donbass Coal Supply Curves 
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Figure 4 

1992 Ural Basin Coal Supply Cuwes 
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figure 5 

1992 Kuzbass Coal Supply Curves 
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1992 Kansk-Achmsk Coal Supply Curve 
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figure 7 

1992 Eastern S~bena Coal Supply Curve 

1992 Eastern Sibena Steam Coal 
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0 = 1997 Low Rail Tar~ff Scenano 

0 = 1997 H~gh Rall Tar~ff Scenar~o 

figure 8 

1992 Far East Coal Supply Curves 
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Figure 9 

1992 North East Coal Supply Curves 

1- 1992 North East Steam Coal - 1992 North East C o h g  Coal 

60000 - 

50000 -- 

40000 -- 

Calculated Cost of 
Productron m 

Ruble (JAN-SEP 30000 -- 

1993) per Ton 
Coal Equivalent 

20000 

10000 

0 

0 = 1997 Low RalI Tanff Scenano 

0 = 1997 H~gh Rail Tar~ff Scenar~o 

-- 

-- 

- - ... 
I I I I I I I I 4 

- Page 21 - 

000 100 200 300 400 500 600 700 800 900 

Producbon (Mill~on Tons Coal Eqwvalent) 

- - 



Scenario Results, 1997 

1 See Table 3 Delivered Coal Prices by Region, 7997 (fac~ng page) 

2 Under competitrve market conditions, delivered coal prices will vary greatly 
between regions that are "close" to thew coal suppliers (eg, West and East 
Siber~a) and those that are "far" from their coal suppl~ers (eg, the Center, 
North and Northwest) 

- under the "low" rail tariff scenario, delivered prices may be up to 2 5 
times as high in the "far" regions as in the "close ' regions 

- under the "high" rail tarlff scenario, delivered prlces may be up to 3 5 
times as high in the "far" regions as in the "close" regions 

3 Also, delivered orices of both steam and cok~ng coals will be more sensitive 
to future changes in rarl freight tariffs In regions that are further away from 
the most distant basin supplying their region, eg 

- the North Caucasus region will purchase most of its coals from the 
nearby Donbass--as a result, del~vered prices of coal will rise by only 
20-30% if ra~l  fre~ght tariffs move from "low" to "hrgh" 

- the Center (Moscow) region will purchase coals from as far away as 
the Kuzbass--as a result, delivered prlces of coal will rise by 36-43% if 
rail freight tariffs move from "low" to "high" 

4 Supply of cok~ng coals w~ l l  be much greater than demar~d for cok~ng coal In 
the period 1995-2000 

- some producers of coking coals will have to sell their output as steam 
coals In order to avoid reduc~ng production to match the collapse in 
cok~ng coal demand from the Iron and steel ~ndustry 

- this expla~ns why, in every region, del~vered prices (per tonne of coal 
equivalent) of coking coals will be very similar to del~vered prices of 
steam coals 
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Scenario Results 1997 

Delivered Prices and Minemouth Prices 

- page 23 - 

Table 3 Delivered Coal Prices bv Reqion, 1997 
(Rb/tce, January-September 1993 prices) 

Thermal Coking 

Economic Region Lla w Rarl High Rail Low Rail High Rail 
TarkiFt: Tariff Tarrff Tar~ff 

Scerrari~ Scenar~o Scenario Scenario 

Northwest 20,925 30,142 21,094 28,923 

North 1 8,925 26,808 19,612 26,454 

Center 1 9,925 28,475 20,353 27,688 

Central Black Earth 18,050 25,350 18,588 24,747 

Volga Vyatka 1 5,800 21,600 16,471 21,218 

Volga '1 3,522 1 7,803 14,102 17,270 

North Caucasus 13,142 1 7,170 3 3,707 16,612 

Urals 1 3,925 18,475 14,706 18,276 

West Siberia 7,825 8,475 9,059 8,865 

East Siberia 8,600 10,406 9,047 8,844 

Far East 1 6,264 23,430 1 '7,501 22,935 

Source World Bank estimates 



Scenar~o Results, 1997 

Delivered Prlces and M~nemouth Prices 

1 See Table 4 Minemouth Prices by Bas~n, 1997 (facing page) 

2 Under competitive market cond~t/ons, differences between minemouth coal 
prices In competing basrns will be even greater than regional dlfferences In 
delivered prices, eg 

- under the "low" rarl tarlff scenarro, mrnemouth prices (per tonne of 
coal equlvalent) In the Moscow (Tula) basrn could be up to 5 times as 
hlgh as mlnemouth prices In Kansk-Achlnsk 

- under the "hlgh" rail tarlff scenario, mlnemouth prices (per tonne of 
coal equlvalent) In the Moscow (Tula) basln could be as much as 76 
times as hlgh as minemouth prlces in Kansk-Achlnsk 

3 Also, minemouth prices of steam coals will be more sensitive to future 
changes m rail freight tariffs In some--but not all--of the basrns that are are 
more dependent on long distance sales, eg 

- in most basins--Kuzbass, Kansk-Achlnsk and East Siberia are the main 
exceptions--minemouth prices would actually increase rf rall freight 
tariffs moved from "low" to "high", since hlgh-cost local baslns would 
take a larger share of thew local market 

- as a result of the locatron of the Kuzbass rn relatror~ to its markets, 
mrnemouth prrces of Kuzbass coals would be relatrvely ~nsens~t~ve to 
future changes In ra~l  fre~ght tar~ffs w ~ t h ~ n  the range from "low" to 
"high" 

- however, minemouth prices of Kansk-Achmsk coals would fall by 
more than 50% rf rarl frerght tarlffs moved from "low" to "high" 
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Scenar~o Results, 1997 

Delivered Prices and Minemouth Prices 
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Table 4 Minemouth Coal Prlces bv Basin. 1997 
(Rbltce, January-September 1993 prices) 

Thermal CoE Jng 

Law Ra~l High Rail Low Rat1 H~gh Rail 
Tartff Tariff Tariff Tariff 

Scenar~o Scenar~o Scenarro Scenario 

PechoraINorth 8,925 10,142 'I 2,205 14,108 

Moscow/(Tula) 16,396 22,593 - - 

Don basslsouth 1 2,003 15,271 12,523 1 4,639 

Urals 10,925 13,475 - - 

Kuzbass 6,800 6,600 8,OOO 7,100 

Kansk-Achinsk 3,200 1,407 - - 

East Siberia 5,146 4,524 - - 

Far East 12,693 17,478 - 
North East 12,078 12,703 13,540 16,333 

- 



Scenar~o Results, 1997 

Delivered Prices and Minemouth Prices 

1 See Tab1.e 5 Delivered Coal Prices and Rail Freight, 1997 (facing page) 

2. data in Table 5 come from Table 3 (Delivered Prices) and Table 4 
(Minemouth Prices) 

3 The share of rail frerght costs in the final delivered price of coal will vary 
greatly, even i f  rail freight rates remain at the "low" end of the scenario 
range, eg, for coals delivered to the Center (Moscow) region 

- from 18% to 66% for steam coals 

- from 40% to 61 % for coking coals 
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Scenar~o Results, 1997 

Delivered Pr~ces and M~nemouth Pr~ces 

Table 5 Delivered Coal Prices and Rail Freiaht. 1997' 

Share of 
Sample Transactions (Rbltce, January- Rail 

MarketiCoal Basrn September 1993 Freight 
prrces) (%I 

Center Steam Coal M~nahead Delivered 

From Mo$cowflufa 46,396 39,925 18% 

From Donbass 32,0103 19,925 4Q% 

From Kuzbsrss 6,800 74,925 68% 

Center: Cuk~ng Coal 

From Pschora 12,205 20,353 40% 

From Kuzbass 8,000 20,353 61 % 

Source World Bank estimates 

I Based on Low Rail Tariff Scenario 
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Scenar~o Results, 1997 
Employment 

See Table 6 Number of Mines and Employment, 1992-1997 (facing page) The scenario results below 
show 1997 employment as a percentage of 1992 base year employment (showing results of "low" then 
"high" rail freight tariff scenario) 

Pechora 30-45% 
would reduce the number of mines from 18 mines to 5-7 mines, depending on fre~ght tariffs 
would reduce employment from 70,400 to 21-32,000 
would be responsible for 9-1 0% of total employment reduct~on in the coal Industry 

Moscow TruIaI 34-80% 
would reduce the number of mines from 22 mines to 9-1 9 mines, depending on freight tarlffs 
would reduce employment from 41,000 to 14-33,000 
would be respons~ble for 2-6% of total employment reduct~on in the coal industry 

Donbass/South 71-82 % 
would reduce the number of mines from 42 mines to 28-33 mines, depend~ng on freight tarrffs 
would reduce employment from 135,400 to 97-1 1 1,000 
would be respons~ble for 6-8% of total employment reduction in the coal industry 

Urals 20-34% 
would reduce the number of mines from 33 mines to 7-1 3 mines, depending on freight tariffs 
would reduce employment from 79,400 to 16-27,000 
would be responsible for 12-1 3% of total employment reduction In the coal industry 

Kuzbass 28-24% 
would reduce the number of mines from 91 mines to 33-40 mines, depending on fre~ght tarlffs 
would reduce employment from 296,300 to 72-83,000 
would be responsible for 45-53% of total employment reduction in the coal industry 

Kansk-Achlnsk 50-30% 
would reduce the number of mines from 9 mines to 2-4 mwes, depending on fre~ght tariffs 
would reduce employment from 25,500 to 8-1 3,000 
would be responsible for 3-4% of total employment reduction in the coal industry 

East Slberra 59-46% 
would reduce the number of mines from 12 mines to 7-8 mines, depending on freight tariffs 
would reduce employment from 24,400 to 1 1-1 4,000 
would be responsible for 2-3% of total employment reduction in the coal industry 

Far East 2648% 
would reduce the number of mines from 36 mlnes to 12-1 8 mines, depending on freight tariffs 
would reduce employment from 63,100 to 1 7-3 1,000 
would be responsible for 8-10% of total employment reduction in the coal industry 

North East 46-52% 
would reduce the number of mines from 10 mines to 5-6 mines, depending on freight tariffs 
would reduce employment from 27,100 to 13-1 4,000 
would be responsible for about 3% of total employment reduction in the coal industry 
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Scenario Results, 1997 

Employment 

Table 6 Number of M~nes and Emplovment Levels bv Bas~n 
Employment ~n '000s 

BASIN 1992 Base 1997 Low Fre~gM Tar~ff 1997 Hlgh Fre~gM Tar~ff 
Scenario Scenar~o 

Number D~rect Number D~rect N u m b  Direct 
~f M i m  Employment of Mnas Employment ~f Mini?$ Employment 

PechoraINorth 18 70 4 G 21 4 7 32 0 

Moscow/(Tula) 22 41 0 9 14 0 39 33 0 

DonbassISouth 42 135 4 28 96 7 33 1 1 0 8  

Urals 33 79 4 7 16 0 33 26 9 

Kuzbass 3 1 296 3 40 82 6 33 71 8 

Kansk-Achinsk 9 25 5 4 12 8 2 7 6 

East Siberia 22 24 4 8 14 4 7 11 2 

Far East 38 63 1 12 16 5 'IS 30  6 

North East 1 Q 27 1 5 12 6 6 14 1 

TOTAL 273 762 6 7 $8 287 0 f38 338 0 

Direct Employment 
- corresponds approximately with Personnel of Industrial Enterprises in 

the coal industry 
- includes Non-Industrial Personnel (of industrial enterprises), such as 

kindergarten, housing, agricultural and "other" personnel 
- excludes Personnel of Non-Industrial Enterprises, such as construction 

and des~gn enterprises and tradetfood services 
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Scenar~o Results, 1997 

Employment 

1 The charts (Ficiures 10-21) on the following pages 

- show the relationship between employment and coal output for each 
of the nine major basins 

- summarize the results of the 7997 Market ANustment Scenar~o 

- employment, number of mines and basin output in 1997 

- for two scenarios of coal rail freight tariffs--low & high 

2 Where relevant, separate curves are shown for steam coal and coking coal in 
the same basin--either on the same chart or on a separate chart (see below) 

3 The charts are for the following coal basins 

- Pechora 

- Moscow (Tula) 
- Russian Donbass 

- Urals 
- Kuzbass 

- Kansk-Achinsk 
- East S~ber~a 
- Far East 
- North East 

coking 
steam 
steam 
steam 
coking 
steam & coklng 
steam 
coklng 
steam 
steam 
steam & coklng 
steam & coklng 
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PECHORA BASIN 
Production vs. Labor Requirements: 

1992 Base vs. 1997 Scenarios 
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figure 11 

PECHORA BASIN 
Production vs. Labor Requwements: 

1992 Base vs. 1997 Scenarios 
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Figure 12 

MOSCOW BASIN (Tula) 
Production vs. Labor Requirements: 

1992 Base vs. 1997 Scenarios 
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Figure 13 

RUSSIAN DONBASS 
Production vs. Labor Requirements: 

1992 Base vs. 1997 Scena11os 
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RUSSIAN DONBASS 
Production vs. Labor Requirements: 

1992 Base vs. 1997 Scenarios 
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Figure 15 

URALS BASIN 
Production vs. Labor Requirements: 

1992 Base vs. 1997 Scenarios 
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KUZBASS 
Production vs. Labor Requirements: 

1992 Base vs. 1997 Scenarios 
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Figure 17 

KUZBASS 
Production vs. Labor Requirements: 

1992 Base vs. 1997 Scenarios 
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Figure 18 

KANSK-ACEINSK BASIN 
Production vs. Labor Requirements: 

1992 Base vs. W'7 Scenarios 
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EAST SIBERIA 
Production vs. Labor Requirements: 

1992 Base vs. 1997 Scenamos 
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Figure 20 
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NORTH EAST BASIN 
Production vs. Labor Requirements: 
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Strengthen~ng the Coal Market 

lnstitut~onal Reforms 

0 The remaining sections of thrs Annex look at the scope for the new, joint 
stock mining compantes to improve production efficiency, re, to cut 
production costs and improve product qualrty In order to increase their share 
of the total coal market However, the new minrng companies will only 
Improve their efficiency if there are real Incentives to do so We assume 
that the following institutional reforms will p~ovrde these incentrves (see also 
the Main Report) 

- Iiberal~zationldecontrol 
- enterprrse commercialrzatron & privatizatron 
- coal industry restructuring 

- phase 1 by government 
- phase 2 by companies 

- price liberalizat~on 
- the Government formally decontrolled coal prices in July 1993-- 

inrtially with positive results (see Main Report) 
- however, prices are not yet "free", since RosUgol now sets coal 

prlces as part of the subsidy allocation process - the Government should ensure that, even pefore the end of the 
subsrdy phase-out, the new jornt stock mrprng companies 
become fully responsible for negotratrng thew own sellrng prrces 

- abolition of recovery requirements 
the current requrrement to extract all seams of thrckness greater than 
0 8 meters should be abolished to grve mine managers greater control 
over their own productron costs and coal quality 
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Strengthen~ng the Coal Market 

Institutional Reforms, cont'd 

- format~on of jolnt stock companies 
this process IS underway--ln general, ~t marntalns the exlstlng 
structure of Mlnlng Assoclattons and Independent mines 

- prlvatlzatlon 
management and employees will initially have mlnorlty shareholdlng In 
new jolnt stock companles 

- phaslng out subsidies 
the new joint stock mining companies (former Mlnlng Associations) 
will not operate commerc~ally until the Government has el~mlnated 
- as soon as possible the exlstlng channels for cross-subsidy 

flows between Mlnlng Assoc~at~ons 
- wlthln an agreed perlod the total subsidy flow to the coal 

industry I 

- strengthening enterprise authority 
commerc~alizat~on also means that full responslblllty for operational 
and financial decisions--including pr~cing and marketing--should be 
transferred from RosUgol to the managers of the new joint stock 
companles 

- reduclng excess employment 
as subsldles are phased out, the new jolnt stock companies must have 
the authority to reduce excess employment in order to Improve 
profitabil~ty--however, employment reduct~on cannot start until an 
adequate social safety net is ~n place 

- investment 

none of the new jolnt stock mining companies will become firmly 
profitable wlthout Investment of some kind--however, these 
Investments need to be fully justified by market cond~tions (see below) 
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Strengthen~ng the Coal Market 

lnst~tutional Reforms, cont'd 

Coal industry restructuring (phase I )  

- summary 
the Government should take four key steps to ensure that the new 
joint stock mining companies can begin to operate commercially 
- put in place a social safety net for redundant miners 
- launch a Mine Closure Program 
- encourage divestiture of "non-core" functions 
- ensure adequate competition between the new coal companies 

- social safety net 
- see Annex on Social Protection 
- the social safety net for redundant miners must make it feasible 

for the new, joint stock mining companies both to close mines 
and to reduce employment in mines that remain in operation 

- the Mine Closure Program 
mines that have no prospect of becoming profitable should be 
transferred into a government-managed mine closure program - production must stop at these mines as soon as possible--to 

avoid the situation (observed, for example, in Poland) where 
excess production from these (subsidized) mines depresses 
prices and profits of the newly commercialized (unsubsidized) 
joint stock mining companies 

- once they are in the closure program, mines should receive 
government funds only for social costs and other expenditures 
directly related to closure--but not for operations 

- divestiture 
from its position as the controlling shareholder in the new joint stock 
mining companies, the Government should require the companies to 
- divest "non-core" (ancillary and non-mrning) enterprises as 

separate joint stock companies 
- transfer social functions to local government, where possible 
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Strengthening the Coal Market 

lnst~tut~onal Reforms, cont'd 

competition 
in certain key coal markets, it may be necessary in future to 
- break up some of the larger Mrnrng Assocratrons rnto more than 

one jo~nt stock company--but only rf monopoly power becomes 
a problem rn thew markets 

- combrne some of the smaller M~nrng Assocratrons Into larger 
joint stock companies--but only if they prove to be too small to 
invest and survive in a competitive coal market 

4 Coal industry restructuring lphase 21 

- summary 
after the Government has taken the initial steps to restructure the coal 
industry (phase 1 see previous page) the process w~ l l  contrnue--but 
with restructuring driven by the commercial goals (profits) of the new 
joint stock mining companies 

further mine closures 
each of the new joint stock mining companies will own some margrnal 
mines, ie, it IS not clear whether these mines can become profitable or 
not--if the new management is unable to reduce costs enough to 
make these mines profitable, the company will have to start rts own 
(phase 2) mine closure program 

expansion of the "competitrve core" 
the mines at the low-cost end of the coal industry could expand their 
output by 20-30 percent over the next 3-5 years with relatively 
modest investments 

in a competitive market, low-cost 
mines will expand even while 
total coal demand is still 
contracting, le, they will put 
additional pressure on 
unprofitable mines to close 
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Strengthening the Coal Market 

lnst~tut~onal Reforms, cont'd 

The Russian Coal Industry Today 

1 coal prices are set by RosUgol in consultatton with the Mining 
Associattons 

2 coal consumers often cannot pay current coal prices because 
they cannot pass on Increased costs to their own customers, eg, 
power and district heating plants that are price-controlled by local 
government 

3 coal production costs (without subsidies) are higher than 
customers are wtlling to pay--particularly in !ocations where 
natural gas and fuel otl are available as alternative fuels 

4 RosUgol sets prices and substdies to protect weaker mining 
companies from competition 

5 coal companies pay more attention to quantity of output than to 
quality and timely delivery 

6 companies that own high-cost mines cannot contract their 
operations or close mines because the social safety net is not In 
place to take care of mtners who become unemployed 

7 companies that own low-cost mines cannot expand their 
operations because they cannot compete with subsidtzed high- 
cost producers 

8 outslde Investors are not enterrng the coal Industry because the 
excess supply of coal IS holdlng down prices and prof~ts 

9 worker health and safety levels are poor and there IS little 
progress towards improved environmental compliance--because 
the coal Industry is preoccupied with simply surviving 
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Strengthen~ng the Coal Market 

Institutional Reforms, cont'd 

The Russian Coal Industry in a Market Economy 

1 coal prices are set in the market place by negotiation between 
independent, commercial minrng companies and therr customers 

2 other energy prices are regulated in a way that is consistent with 
free market prices for coal 

3 coal production costs are low enough to compete with other fuels 
(natural gas and fuel oil) without subsidies 

4 independent coal companies compete wrth each other to deliver 
coal to the customer at the lowest possible delivered price 

5 coal companies compete not only on price but also on the quality 
of therr product and the reliability of their deliveries 

6 companies that own hrgh-cost mines contract their operations 
and, if necessary, close high-cost mines 

7 companies that own low-cost mines retain enough profits to 
expand their operations and increase their share of the total coal 
market 

8 outside investors can enter the coal business if market 
opportunities exist 

9 profitable coal companies steadily improve therr performance on 
worker health and safety and environmental compliance 
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Overv~ew of Present Condrt~ons 

Organ~zatron & Management 

1 Centralized command-&-control management structures are strll in place, re, 
managers of Mining Assocrations and individual mines have very little control 
over 

- labor particularly wages and conditions of employment 

- pricing and marketrng of output 

- investment since this is controlled by subsidies 

2 As a result 

- labor relations and workforce discipline are poor, partrcularly rn 
underground mines 

- Mining Associations and individual mines lack the marketing skills 
needed in an independent, commerc~al mining company 

- managers in the coal rndustry in general have little experrence rn 
evaluating the profitability of proposed investments under market 
conditions, ie, where grant-financing of investment IS no longer 
available 
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Overv~ew of Present Cond~t~ons 

Geological & Mining Conditions 

Wlde range of condltlons 

1 from 
thln, low quallty and distorted coal seams, heavily faulted and 
d~scont~nuous, and at depths not sultable for surface mining 

- mines In these areas have generally been developed to meet arb~trary 
"reserve recovery" requirements 

- production in these areas should be phased out 

2 to 
thlck, hlgh quallty, continuous coal seams, often at shallow depths sultable 
for surface mining 

- conditions ~n these areas are comparable to the best mlnlng condltlons 
In North Amerlca, Australla, South Afrlca and Europe 

- areas of new reserves are available for expansion of exlstlng low-cost 
mlnes In cases where market condltlons are sultable 
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Overvrew of Present Condrtions 

Mlnrng Technology 

1 Surface mining 

- technology is close to international state-of-the-art, eg 
- rope shovels (4-20 cubrc meters) loadrng up to 180 tonne 

trucks 
- draglines and bucket wheel excavators loadrng in-pit conveying 

schemes 

- however, equipment availability and utrlization factors 
- are low by international standards, where 85-90% is regarded 

as a mrnimum 
- are limrted by shortages of auxiliary open-pit equipment, eg, 

bulldozers, graders, front-end loaders 

2 Underground mining 

- thicker seams are extracted by Russian and Polrsh mechanrzed 
longwall mlning equipment whrch is of lower technologrcal standards 
than in other major coal producing countries, ie 
- under-powered face shearers 
- low-yreld, 2-leg powered supports 
- low capacity face conveyors 

- typical output per longwall face is in the range 0 3-0 8 million 
tonneslyear (w~th  productivity typically below 100 tonneslworker- 
month), compared with 
- 1 0 mtly at 170 tlworker-month in the UK 
- 1 0 mt/y at 450-600 tlworker-month in the US and Australia 

.. insuff~cient attention to maintenance--includ~ng spare parts availability 
--contributes to poor performance and productrvity, particularly where 
spares are imported, eg, from Poland 
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Overv~ew of Present Cond~t~ons 

Mine and Preparation Plant Deslgn 

1 Mines have been designed to maximize extraction rather than to maximlze 
the difference between sales revenue and production costs 

- mlnes contlnue to extract thin seams when it IS no longer economic to 
do so 

mines continue to extract coals that no longer suit customer 
requirements, eg, high-sulfur coals 

2 Coal output has been given hlgher priority than coal quality--coal preparation 
plants have been under-funded in relatlon to coal mines 

- many preparation (beneficlation) plants were designed as large, multi- 
mine facilities and are now at the end of their useful life 

In many cases, investing In new single-mlne coal preparation plants 
will be the best way to improve profitability 
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Opt~ons for lmprovlng Production Efflclency 

lmproved Organ~zation & Management 

1 Improved organization and management 
- could s~gnificantly reduce production costs and Improve coal quallty 
- IS an essential flrst step before making any investment decisions 

2 The highest priority is to improve labor-management relations, workforce 
motivation and discipline in the coal Industry as a whole 

- starting with the problem of wage payment arrears 
[see separate Annex on Subsldles and Flnance] 

- wlth greater emphasis on worker health and safety, particularly in 
underground operations 

3 Management objectives should focus on 

- productivity by improving work organ~zation and spare parts 
management to maxlmize equipment utilization factors 

- coal quality by selective mlnrng, blending, stockpile control and 
t~ghter washery procedures 

4 Commercial business plans are needed, including 

- targets developed from the "bottom up" through to the management 

- balanced treatment of operations, marketing and ~nvestment 

- emphasis on cost control, for example 
- compet~tlve contracting-out of major tasks, eg, overburden 

removal In surface mines could be undertaken by mine 
construction groups that are currently under-employed 

- systematic recovery of coalbed methane, either for use ~n 
mlning operations (eg, pre-heat~ng ventilation air) or for sale to 
local communities 
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Options for Improving Production Eff~ciency 

lnvestments In Surface M~nes 

1 After the new mining companies have taken steps to Improve organization 
and management, they will be in a position to respond to future market 
opportunities, eg, after the Mine Closure Program has reduced excess mining 
capacity 

- when thls happens, l~m~ted investments ~n surface mines are likely to 
be the lowest cost way to increase coal output 

- such investments could be flnanced out of lmproved cashflow, ie, 
from improved organization and management In present surface 
mining operations (but only if the mine retains control over its own 
prof its) 

2 The first priority is to Improve utilization of existing major mining equipment 
(shovels, trucks and dragllnes, bucket wheel excavator systems) by 
providing adequate fleets of auxiliary mine equipment (bulldozers, graders, 
front-end loaders) 

3 In-pit housekeeping needs to pay more attention to marntenance and 
development of haul roads so that trucks will be used more efficiently 

4 And, over the medium term 

- the proportion of overburden that is hauled outslde the pit should be 
signlflcantly reduced, while 

- trucks should replace locomotives in all hauling of overburden 
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Options for Improving Production Efficiency 

Investments in Underground Mines 

1 In some special situations--eg, where an underground mine is located very 
close to it customers--the mine may be able to compete successfully with 
surface mines for an increased share of a particular coal market 

- if investment rn an underground mine is justified by market conditions, 
it is likely to be larger than the corresponding investment at a surface 
mine (ie, per addit~onal annual ton of output) 

- such investments probably could not be financed solely out of the 
mining company's cashflow--the investments would have to be 
financed by a mix of retained earnings and loans 
[see Financing of Investment, next page] 

2 The basic strategy for underground mines should be to concentrate 
production at the most eff~cient faces, le 

- close high-cost faces 

- re-equip smaller number of longwall faces with heavy duty, h~gh 
output equipment 

- rationalize underground transport systems using modern, high 
capacity equipment 

- switch to modern technologies for excavating underground roadways 
and for roof bolting support systems 
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Strengthen~ng the Coal Market 

Flnanclng of lnvestment 

1 Mlnlng companies may wlsh to Invest for one of two reasons 

- to improve effic~ency 
the result~ng reduction in operating costs must be large enough to pay 
for the Investment costs and generate a profrt, wlthout raising coal 
prices to levels that coal customers are not prepared to pay 

- to expand output or Improve product quallty 
the selling price of the new output must be low enough to attract 
customers but hlgh enough to pay for the Investment costs and 
generate a profit 

2 In elther case--given that the Government can no longer provlde grant- 
flnanc~ng from the central budget--investment will have to be flnanced from 
some comblnat~on of 

- retained earnlngs 
so potentlaly profitable mlnes must be allowed to retaln thew profits 
Instead of cross-subsldizlng unprofitable mlnes 

- borrowing from commercial banks 
so potentially prof~table mlnes must develop medlum term contractual 
relationsh~ps wlth thew major customers (power plants, steel mllls, 
etc 1 so that commerclal banks will be prepared to lend to them 

kupplyi! anx 
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1 This Annex examines the experience of five major coal producing 
countries over the past thrrty years to see what insights can be gained for the 
restructuring of the Russ~an Federation Coal Industry The five countries 
consist of the three largest Western European hard coal producers (the United 
Kingdom, Germany and France), Poland and the United States of America 
The five countries have faced very different market conditions With the major 
exception of the United States, there has been a declining market share for coal 
in most industrialrzed countries including the three Western European producers 
over the past thrrty to forty years What Russia is going through now is in part 
due to a shift away from coal towards alternative fuels that has already taken 
place in many other counties Russia's experience also reflects the macro- 
economic consequences of the transrtion from a planned to a market economy 
In this regard Russia IS following a similar path to Poland 

2 Coal ~ndustry restructuring has taken place in each of these 
countries, but under w~delly different circumstances and with very different 
country strategies The three West European hard coal industrres (UK, 
Germany and France) have undergone major restructuring as a reaction to 
changing conditrons in the international energy markets and the non- 
competitive nature of underground coal mining from difficult geological 
depos~ts Restructur~ng has been prompted by a declining demand for coal 
The restructuring process started with competition from low-cost imported oil 
in the early 1960s, but was later also influenced by nuclear power and natural 
gas developments In addition, low-cost coal imports have increased the 
pressure for restructurrng Restructurlng has resulted in significant reduction 
of uneconomic coal production capacity, dramatic reduction of employment in 
the coal industry, env~ronmental rmprovements and regional economic 
drversification and growth outside the coal industry 

3 Coal restructuring in Western Europe drd not always proceed 
smoothly, different restructuring plans have been debated in each country 
between industry's management, trade unions, government and the public 
However, in all cases the development of the coal industry has still been 
consrstently rn the direction of downsizing the industry, improving labor 
productivity and concentrating mining activltles in the best mines Despite 
these efforts production costs are stdl sign~ficantly above rmport parity Thus, 
further contraction IS to be expected 

4 The three West European hard coal producers have adopted 
drfferent strategies to restructuring the UK is now embarking firmly on a 
privatization program for a small number of remainrng mines which wrll need to 
be competitrve with gas and with rmported coal if they are to survive and 
prosper, Germany is likely to maintain a yet to be agreed minimum protected 
production capacity for energy security reasons (whether economically justified 
or not), and France IS phasrng out coal production in a politically and socially 
responsive manner 



5 The restructuring of the Pol~sh coal Industry has been drlven by the 
transformation of the overall Pollsh economy from a planned to a market-based 
economic system In Poland, coal demand has declined sharply not so much 
because of competition from other energy sources, but because of a slgnlflcant 
decline In overall energy consumption The government set up a State Hard 
Coal Agency In 1990 to guide the restructurlng of the industry Pr~ces have 
been liberalized, direct subsidies have been reduced and the mines have been 
reorganized to form seven autonomous coal productlon enterprises 

6 A competitive market-place for coal is starting to emerge In Poland 
with coal prices beginning to reflect the overall coal supply-demand balance 
While no mines have closed so far, the labor force has been reduced especially 
at the underground mines, as the different coal producing enterprises seek to 
improve their effic~ency and competitiveness Several mine closures are 
planned and preliminary estimates Indicate that competitive pressures will lead 
to further large declines in coal industry jobs in the next several years 

7 Contrary to the situation in the West European countries and 
Poland, the United States has not had to face the problem of a non-competitive 
coal ~ndustry, In fact, coal productlon has expanded srgnrfrcantly in the US In 
the past thlrty years From 1973-1 991, the share of coal In total energy usage 
has increased from 18-23% In the USA, compared to a decrease for the West 
European producers (Table 1) In Poland it has remalned constant at 96% 

Table 1 Enerav Market Trends In Five Countries. 1973-1 991 

Share of 
Incremental 
Electrlclty 
Generatlon 
Taken by 

Coal 

Coal as a % of 
Energy 

Consumption 

1973 1991 1973 1991 1373-1991 1973 1991 

France 17 9 99 9 743% 3% 

Germany 42 33 69 59 43% 37% 

UK 35 29 69 65 14% 40% 

Poland n a 78 96 96 n a n a 

USA 18 23 4B 53 63 % 63 % 

Coal as a % of 
Electrlclty Generation 

% Growth ~n 
Electr~c~ty 
Growth 



8 This difference between the USA and the three Western European 
countries In terms of coals changrng share of the energy market reflects two 
important factors relating to electrrcrty generation whlch is the domlnant market 
for coal First, electricity generation and consumptlon has increased much 
more strongly in the USA and France than In the UK and Germany in the past 
twenty years Second, coal has taken a much larger share of the Incremental 
electricity generation In the USA as compared with the other countries In the 
USA, coal was competitively priced and was more readily avarlable than natural 
gas or nuclear power In the 1970s and 1980s But natural gas has become the 
preferred fuel for new power plants in the 1990s as a result of (a) the 
deregulation of natural gas prices and transmission, and (b) improvements in 
combined cycle technology In the three Western European countries, nuclear 
power was the largest source of incremental power generation In the 1970s 
and 1980s 

9 Although the coal market has been steadlly growing in the US, 
there has been and continues to be an on-going restructuring of the coal 
industry Over the past two decades, most production growth has taken place 
in new, large-scale surface mines in the western USA In the eastern coal 
mines the trend has been to close high cost mines and to consolidate small 
mlnes into larger unrts Over the past twenty years, over half the mines in the 
US have closed or merged with other mlnes to become larger operations At 
the same time, labor productivity has doubled 

10 The development since 1960 in production, employment and 
productivity in four of the five countries is summarlzed in Table 2 Further 
deta~ls for each country are given in the Attachment 

11 The experience of the five countries offers some important insights 
for the restructuring of the Russian Coal Industry Flrst, each of the four 
European countries has experienced a signlflcant decllne In coal production and 
consumptlon 

In the case of the three West European countries, the 
decllne has taken place progressively over the past thirty 
years prlmarlly as a result of competltlon from other fuels 

In the case of Poland, the decline has taken place over the 
past five years largely as a result of energy consumption 
contractlng due to macro-economic adjustments 



Table 2 Coal lndustrv Trends in Selected European Countr~es and USA 
Production (million tons) and Em~lovment ('000). 1960-1 993 

United Ktngdom Germany France Unlted States (3) 

Pdn, Emp, Pdn Emp Pan, Emp, Pdn E ~ P  

1960 (1 1 200 490 142 400 52 3210 370 230 

1970 145 254 111 176 37 98 543 1 60 

1980 131) 231 95 118 20 43 74 1 260 

1990 95 63 77 105 9 1 9 854 131 

1993 (2) 81 33 65 90 9 6 838 110 

Productlvltv (tons oer man vearl 

United K~ngdom Germany Frwce Un~ted States (3) 

Pruduot~r~n Production Product~on Production 

1960 (1 41 Q 360 3 60 1,630 

1970 570 633 380 3,390 

1980 $60 803 470 2,850 

1990 1,414 727 1,220 6,170 

1993 (2) 2,330 780 1,330 8,180 

(1 ) Extrapolated from annual data startlng 1962 
(2) Estimated 
(3) Employment no Includes estimated 15% addltlon for overhead staff and small 

unrecorded mlnes 
Source Coal Statlstlcs for Europe, Unlted Nat~ons, and Natlonal Coal Assoc~at~on, U S 

12 Second, attempts to protect coal product~on levels ~n the UK and 
Germany by protecting coal markets from competition and by subs~dlzlng coal 
use have been unsuccessful and have only served to delay the decl~ne In 
product~on 

The UK coal ~ndustry has received USS32 billion ~n 
government assistance since 1980 Even so, product~on 
has decl~ned by 38% from 1980-1 993 and further decl~nes 



are considered ~nev~table since all protectron and subsldles 
will be eliminated by 1998 

Coal production has been steadily decllnlng In Germany 
desplte a high degree of protection for both thermal and 
metallurgical coal product~on 

13 Thlrd, there has also been s~gn~f~cant restructuring of the coal 
Industry in the Unlted States - even though coal consumption and product~on 
have been steadily lncreaslng 

The number of coal mines has been reduced from 6,550 ~n 
1976 to 2,750 In 1992 Over 3,000 small mines w ~ t h  
production capacity of less than 0 I million tons per year 
have closed or merged (mostly In the Appalachian Reglon) 

Most production growth has come from the development of 
new low cost surface mines In the Western USA (ranglng 
from 2-10 mllllon tons per year product~on capacity) 

14 Fourth, labor productiv~ty has Increased sign~f~cantly In the 
Western European countries and the USA 

• From 1960-1 993 labor product~vrty increased by a factor of 
more than flve In the UK and USA and ten In France 

• Coal lndustry employment has decllned by over 50% ~n the 
USA and by over 90% In both the UK and France 

15 Flfth, in order to reduce soc~al and polit~cal opposltlon to the 
downsizing of the UK and French coal rndustries, speclal programs of 
asslstance were Introduced to help mlners loslng thew jobs and to create 
alternative employment In areas w ~ t h  mine closures 

In the UK, redundant miners were offered severance 
payments and Brltlsh Coal Enterprrses was set up as a 
subs~drary of Brrtrsh Coal to assist In creatrng new 
employment In areas w~ th  mrne closures 

In France, mlners were offered substantla1 retralnlng 
assistance and SOFIREM was set up as a subsidiary of 
Charbonnages de France to provlde Investments to re- 
industrlallze coal mlnlng areas 



16 Energy Suppiles In 1991 primary energy supply was dominated 
by oil (38%) followed by coal (30%), natural gas (23%) and nuclear power 
(9%) (Figure 1) Reduct~on in coal and 011 use In the past twenty years has 
been offset by Increased use of nuclear power and natural gas Although coal 
consumptlon has fallen sl~ghtly since the 1970s (from 109 mill~on tons coal 
equivalent in 1973 to 92 million tons coal equivalent In 1991), coal has 
continued to play a major role In the energy balance of the UK economy, 
particularly at power plants In recent years, coal production has fallen, and 
imports have played a growing role in coal consumption Imports accounted 
for 20% of UK coal consumptlon In 1991 

17 Coal Demand The major market for coal ~n the UK IS for 
electr~c~ty and heat generation, which account for 75% of coal sales (F~gure 2) 
At present, almost 65% of electricity product~on occurs at coal-fired facilities 
As electr~city generatlon from nuclear power plants Increased (to about 22% 
of electricity generatlon), the relative share of coal In electr~city generatlon fell 
sl~ghtly Coal faces its greatest competition In the UK from natural gas The 
competition between gas and coal is particularly strong In the power plant 
sector, although gas-f~red power generatlon provided only 1 % of electrlclty in 
1991 natural gas IS now the preferred fuel for major new power generation 
projects in the UK 

18 Coal Development The UK tradlt~onally has been the largest West 
European hard coal producer Output dropped from about 200 rn~lllon tons per 
year In the early 1960s to 81 mill~on tons per year in 1993 Over the same 
time period, employment in the coal mining industry dropped from about 
490,000 to about 30,000 In September 1993 Manpower productivity 
increased from 410 to over 2,000 tons per man year Wh~le up to 1985 the 
changes were relatively modest (employment decreased on average about 5% 
per year), there was a dramat~c acceleration of the downsiz~ng In the late 
1980s when the privatlzatlon of the UK electr~c~ty generation and transmission 
industry resulted In a sharp decline In the demand for domestically-produced 
coal The number of underground mines decreased from about 21 1 In 1981 to 
22 In December 1993 Average production costs have decl~ned from USS93 
per ton in 1987188 to USS64 per ton In 1992193 but are st111 about 30% above 
import parity 

19 Government Strategy The Brltish coal industry was nat~onal~zed 
In 1947 (creat~on of the Nat~onal Coal Board) with the objective to secure and 
increase coal product~on for the expand~ng post-war economy This objectlve 
had to be revised in the early 1960s, when low-cost oil became available and 
contractlon of the ~ndustry began Increasing non-compet~tiveness and labor 
dlsputes led to a government decision of changing the management culture 



- 7 - 

Flmre 1 

Pnmary Energy Supply m the Umted &gdom 

@ Other 

@ Hydro 

Nuclear 

mm Gas 

R 011 

Coal 



Eleandy Generation by Type m the Umted Kmgdom 

Hydro 

Nuclear 

Coal 



towards commercial orientation, which in 1986 was finalized with a change of 
name (to Brltish Coal) Since then, clos~ng of uneconomic mines accelerated 
sharply and Initiatives to privatize a small core of remaining potentially 
competrtlve mrnes increased The Bill to privatize British Coal was passed In 
December 1993 Details sf the prrvatization procedure are still berng 
elaborated, but likely there wrll be an optron for bidders to acquire either all 
remaining mines or one or more smaller groups of mines 

20 Government Assistance The British coal industry has been 
supported by over USS32 billion in grants and government assistance since 
1980/81 The most important forms of government assistance to the coal 
Industry have been (a) the assured sale of domestic coal to the previously 
state-owned electrrcrty rndustry through long-term supply agreements promoted 
by the government, and (b) direct subsrdies for British Coal to cover operating 
losses These totalled USS23 5 billion from 1980/81 - 1991 192 equivalent to 
USSI 9 4 per ton There have also been labor-related grants, malnly for 
redundant mrneworkers' payment schemes whrch totalled USS3 7 brllron from 
1980/81 - 1991 /92 equrvalent to about USS20,OOO per employee lard off In 
addrt~on, from 1985/86 to 1991 192, British Coal recelved USS5 3 billion in 
social restructuring grants from the British Government and the European Coal 
and Steel Community 

21 Personnel Reduct~on One of the key aspects of UK coal 
restructuring has been the repeated offering of voluntary departure 
opportunities Incentive payments have been increasing over trme, as ellgibllity 
was extended progressrvely towards younger staff Typically, the Incentive 
payment consists of a sum whlch Increases wrth the years of service, 
supplemented by a fixed closure payment On average, the offered payments 
were equivalent to about one year's salary Alternatively, mrners were offered 
transfer to another mrne A large majorrty of mrners accepted the redundancy 
payment 

22 Job Creat~on In 1985, British Coal Enterprise was established as 
a wholly owned subs~drary of Brrtrsh Coal, wlth the mandate to assist rn the 
creation of alternative employment In areas affected by mlne closings Brrtrsh 
Coal Enterprise has four areas of activity (I) to provide loans at reduced 
interest rates for elrg~ble new and existing busmesses wh~ch create jobs, (11) to 
rent small busmess un~ts (usually w ~ t h  electnc~ty, heat, phone and other off~ce 
services) to small scale start-up businesses, (111) to provlde job counselling and 
placement servrces, and (rv) to provide partial funding for local non-profit 
organizatrons to help small businesses develop These actrvit~es helped create 
and find about 90,000 jobs (equivalent to about 70% of job losses In coal 
mlnlng, includ~ng retirement), at an average cost to Brltlsh Coal Enterprise of 
less than a miner's monthly salary The Impact of the program has helped 



reduce unemployment rates In coal mining areas from about 60% above the 
natlonal average prevlsusly to about 20% today 

Germany 

23 Energy Supplies The role of coal In the energy balance of 
Germany has been falllng, both In absolute and relatlve terms In 1973, coal 
accounted for 41 % of the energy balance But In 1991, 011 provided the largest 
share of prlmary energy supplies (38%) followed by coal (33%), natural gas 
(1 7%), and nuclear (1 1 %) (Figure 3) The decllne In coal consumptlon 
accelerated In the early 1990s, as lndustrlal productlon In the former East 
Germany lagged Germany IS a net Importer of coal coal Imports accounted 
for 6% of coal consumption In 1991 Imported coal IS much cheaper than 
domestic coal, but Import volumes are modest because domestlc producers are 
protected through a variety of mechanisms 

24 Coal Demand The major market for coal ~n Germany 1s the 
electrlc power and heatlng sector, whlch accounts for 70% of domestlc coal 
consumption (Flgure 4) Coal-flred power plants account for the bulk of 
electricity productlon (almost 60%) followed by nuclear (28%) Generation 
from coal-fired power plants has been relatlvely stable for the last ten years 
Increases In electrlclty generation have come primarily from nuclear power, and 
to a lesser extent natural gas 

25 Coal Development Germany trad~t~onally has been the second 
largest West European hard coal producer Output dropped from about 140 
mlll~on tons per year In the early 1960s to about 65 m~l l~on tons per year In 
1993 Over the same tlme penod, employment In the coal mining Industry 
dropped from about 400,000 to about 90,000 Manpower productlvlty 
~ncreased from 360 to 780 tons per man year The average annual decrease In 
employment has been at a relatlvely constant rate of about 4% throughout the 
whole perlod The number of operating mlnes has been reduced from 139 to 
17 However, productlon costs remaln at a level of about USSI 50 per ton, 
about three tlmes as hlgh as the cost of imported coal 

26 Government Strategy The German coal Industry has always been 
organized Into prlvate share holdlng companies In 1968, the major 
shareholders, malnly steel and energy enterpnses, unlted thew mlnes In the 
Important Ruhr dlstrlct under the Ruhrkohle AG (RAG), whlch was created wlth 
government support to facllltate the rat~onal~zation and adjustment of 
productlon capacity The government strategy towards coal mlnlng was built 
on three major cornerstones (I) an energy pollcy aiming at market-driven 
d~vers~f~cat~on of energy supplies, but malntalnlng a mlnlmum share of domest~c 
hard coal for securlty reasons, (11) prlvate ownership and operation of the coal 
mlnes, and (111) a formallzed unique consensus-bulldlng process ("Kohlerunde", 
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or coal talks) between government, industry and trade unions, regarding 
periodic revisions of the industry's major development and adjustment plans 
As this strategy proved to be a very costly one, t t  is now being increasingly 
criticized by the public While a fundamental change of the strategy is 
unlikely, a reduction of the subsidies and an acceleration of the adjustment 
process appears unavoidable 

27 Government Ass~stance RAG, together with less important non- 
Ruhr hard coal mining companies, are protected by legislat~on securing coal 
market shares and subsidies if the mines cannot deliver at competitive prices 
Two important long-term agreements were signed with government 
sponsorship (a) an agreement between coal producers and electric utilities for 
the supply of 45 million tons per year of domestic coal at prices sufficient to 
cover costs, whereby in principle the price difference between domestic and 
Import coal is compensated through a special fund which is financed by levies 
on electricity sales (presently amounting to about 10% of the average 
electricity tariff), and (b) an agreement between coal producers and steelmakers 
requiring all steel mills to purchase all of their coking coal from domestic 
sources, whereby the government pays directly the difference between 
domestic costs and world market prices 

28 These two agreements, further supported by significant special 
guarantees for rationalization investments, provided over 90% of all 
government assistance to the coal industry The remaining aid consisted marnly 
of labor-related assistance (in particular to flnance early retirement and 
mineworkers' bonuses), tax advantages and a 3% Investment ard In llne with 
the government's strategy, and greatly facilitated by the two major assistance 
agreements, German coal mining companies, in contrast to UK and French 
producers, always maintained significant investment programs to improve long- 
term production (typically investments were equivalent to about one half of all 
assistance received) However, despite impressive technical progress, 
modern~zatlons and concentration on a small number of large mines, production 
costs have never been lowered significantly, and the German coal mining model 
has proved to be very costly 

29 Personnel Reduction The German hard coal mining industry has 
been adjustrng its personnel level basically through normal and early retirement 
and, in case of mine closures, reassignment of younger staff wrthin the parent 
enterprise Whrle slow and expensive, the process d ~ d  improve productivity 
srgn~ficantly without social or political disturbances 

30 Job Creatlon Unlike the UK and France, Germany does not have 
a special organization within the coal industry for promoting regional 
development However, transformation of mining regions has been quite 
successful, in particular in the Ruhr district, which today IS ~ndustr~ally 



dlversif~ed and advanced, w ~ t h  s~gnif~cant improvements In env~ronrnent and 
new recreational and cultural facllities This can be partly contributed to a 
varlety of lnltlatlves sponsored by the Federal Economy M~nlstry, reg~onal 
government, as well as by private associations Advertising and Image 
improvement are Important aspects of these initlatlves RAG, the dominating 
coal producer, has been increasingly diversifying its own buslness actlvitles into 
energy, chemistry, technology, services and environment Today, about 40% 
of RAG'S revenues are from non-minlng activities, whlch employ about 20% of 
the total staff 

France 

31 Energy Suppl~es Coal plays a relatively small share In the energy 
balance of France In 1991, 011 accounted for 40% of primary energy supply, 
followed by nuclear (37%), natural gas (12%), coal (9%), and hydro (2%) 
(Figure 5) Coal consumption has been declining, both as a share In the energy 
balance and in absolute terms Imports account for two-thlrds of coal 
consumption in France 

32 Coal Demand Electricity generation In France is dominated by 
nuclear power, which provldes about 75% of electricity productlon (F~gure 6) 
Increased generation from nuclear facllities first acted to displace 011 

consumptlon (In the late 1970s and early 1980s) and then coal (In the mid- to 
late-1 980s) Coal now accounts for only 8 to 9% of electricity generation, as 
compared to almost 30% In the late 1970s 

33 Coal Development Among the three countries, France IS the 
smallest coal producer wlth poorer coal resources and lower labor product~vlty 
than the UK or Germany Output dropped from about 50 million tons per year 
in the early 1960s to less than 10 million tons per year at present Over the 
same tlme period, employment In the coal mlnlng Industry dropped from about 
320,000 to about 6,000 Manpower productlvlty increased from 1 60 to 1,300 
tons per man year The average annual decrease in employment has been at 
a relatively constant level of about 10% through most of the perlod (only during 
the last 5 years the rate increased to more than 15%) As In UK and Germany, 
the number of operating mines has been greatly reduced Some previously 
important coal mlnlng areas, including Pas de Calais, stopped coal productlon 
altogether Average productlon costs In recent years have been about USSI 00 
per ton, about twice the cost of imported coal 

34 Government Strategy Like the Brit~sh coal industry, and with 
similar objectives, the French coal industry was nationalized In 1946, when 
Charbonnages de France (CdF) was created However, In the early 1960s, the 
French government embarked on an energy strategy which heavily depended 
on the development of nuclear power and the gradual closlng of the coal 
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industry As in the UK, the adjustment process accelerated in the mid-1980s 
Since then, CdF's goal is to stop coal mining as soon as socially and politically 
feasible The focus is fully on reconversion of the labor force and job creation 
There are no more rat~onallzation investments (they always have been much 
lower than in the UK and Germany) 

35 Government Ass~stance The most important forms of government 
assistance have been the government-backed sale of domestic coal to 
Electricite de France (EdF), direct grants to cover operating losses of CdF, and 
significant labor-related assistance The long-term supply agreement with EdF 
is based on a guaranteed tonnage, valued a t  prlces which are based on the 
average prlce of imported coal plus a minor adjustment Operating grants have 
been provided with the understanding that they are not to delay the closing of 
the most uneconomic mines, but would allow some ratronalrzation of the most 
promising mines so that the adjustment could be executed at a socially and 
politically acceptable pace 

36 In the recent past, direct operating grants have been princ~pally 
approved on the basis that they would cover 50% of anticipated operating 
losses, while the other half would be applied to financing closure of 
unprofitable mines Today, by far the greatest part of the government's 
financial aid is being applied to finance the social costs of mine closures, in 
particular early retirement and retraining (labor-related aid surpassed $50 per 
ton of domestic coal produced, or the cost of imported coal) 

37 Personnel Reduction CdF has good experience of steady and 
sign~ficant employment reduction without major social and political 
disturbances More than in other countries, focus has been put on retraining 
and reinsertion of coal miners These programs are elaborate, time consuming 
(starting two years before a mine closure) and expensive (costs per person are 
equivalent to two years of salary) Since the mid-1980s, also several thousand 
miners have been transferred to EdF (this arrangement was part of the 
government-backed coal supply agreements) 

38 Job Creation France has the longest experience of systematic 
industrial promotion for coal mining areas In 1967, SOFIREM, a government- 
supported financing instrument for re-rndustrialization of coal mining areas, was 
created as a subsidiary of CdF Despite some expensive investments with 
modest returns, overall SOFIREM appears to have been quite successful in 
contributing to regional development In recent years, annually about 6,000 
jobs were created with an annual SOFIREM financing volume of about $50 
million 



39 Energy Suppl~es The prlmary energy balance in Poland is 
dominated by coal In 1991, coal accounted for 78% of the primary energy 
supply, followed by 011 (14%) and natural gas (8%) Unlike other countries of 
Eastern Europe, Poland did not import large amounts of natural gas from the 
former Sovlet Union, and consumption of gas has remained rather stable 
Poland IS a net exporter of coal While exports have fallen In recent years, this 
decline paralleled production activities, and exports account for about 15% of 
Polish coal production (in terms of energy equ~valents) 

40 Coal Demand Since 1987, when coal consumption peaked at 
151 tons coal equivalent, coal consumption has declined by almost one-third 
before stabillzlng In 1993 In terms of energy equivalents, power plants 
(lncludlng co-generation facilities accounted for 55% of coal consumption In 
1991, and dlstrict heating systems accounted for another 13% Almost all 
electricity production is based on coal In 1991, hard coal accounted for 51 % 
of electricity generation, and brown coal 40% Oil-fired generation provides 
only a tiny share of electrlclty production, as does hydro, natural gas has not 
been used In power plants 

41 Coal Development Coal has been the backbone of the Pollsh 
energy sector The bulk (approximately two thirds) of Polish coal production 
conslsts of hard coal Production of hard coal was sllghtly more than 190 
m~llion tons annually through most of the 1980s However, production started 
to decllne in 1989 By 1993, production of hard coal was 130 million tons 
Hard coal is produced at 70 underground mines in 3 baslns Brown coal 
output, In contrast to hard coal, has fallen only sllghtly In recent years, and 
remains at about 70 million tons All brown coal is surface mined Productivity 
in underground mines increased steadily between 1960 and 1977 (from 328 
tons to 541 tons per employee), due to increased use of mechanization and 
long-wall technology However, In the late 1970s, productlv~ty started to 
decline as more employees joined the work force In recent years, production 
has fallen faster than employment, resulting in a continued decllne In labor 
productlvlty (to a level of 400 tons per miner in 1993) In 1993, coal 
production costs averaged USS32 5 per ton, well below import parity of USS50 
per ton L ~ w e r  cost producers are competltlve In the export market and In 
1992 Poland exported nearly 20 million tons 

42 Government Strategy The Polish coal industry used to be highly 
subsidized, but dlrect subsldles are being progressively phased out Price 
llberallzatlon began in July 1990 (at that time, prices averaged about $6/ton), 
and throughout 1990 and 1991 prlces continued to Increase (averaging 
S26lton by the end of 1991) Coal prlces were fully liberalized In 1992 (and 
explicit subsidies curtailed) However, even with Increased coal prices, 



operating losses are stdl incurred by the coal Industry While In 1991, subsldles 
averaged about $3 per ton, by mid-1993, losses were averaging over $7 per 
ton The mines deteriorating financial position resulted from lower prlces 
(caused by excess supplies driving prlces down) and rising costs due to 
lnflatlon Complicating matters IS the inability of consumers to pay the higher 
prices, resulting In sizeable arrears A State Hard Coal Agency (PAWK) was 
established in September 1990 by the Mlnistry of Industry in order to assist in 
the restructuring of the coal sector Whlle declslons on the flrst round of mine 
closures (conslstlng of 7 mlnes) were reached In December 1990, they have 
not implemented Since thls time, 2 add~tlonal mines have been included for 
closure In 1993, the Ministry of Industry and Trade (MOIT) and PAWK 
collaborated on a Hard Coal Restructuring Program and the Government created 
7 mlning concerns out of 63 mines in Upper Sllesia 

Government Assrstance 

43 Personnel Reductron Employment ~n hard coal mines peaked in 
1987 at 450,000, 353,000 in 1991, and 336,000 in 1992, and 31 9,000 in 
1993 Between 1989 and 1993 alone, almost 100,000 employees were shed 
by underground mines Surface mines account for a much smaller labor force, 
although this too has been falling (from approximately 18,000 In 1989 to 
14,000 In 1991) Explicit plans for addressing soc~al dislocat~ons were not 
originally part of the Pollsh restructuring program The concerns of the workers 
and communltles, however, have caused them to be included as crit~cal issues 
In recent years Preliminary estimates indicate that another 100,000 posltlons 
will need to be eliminated in the next few years 

Un~ted States 

44 Energy Suppl~es The Unlted States has abundant coal reserves 
which can be extracted at low costs and is a net exporter of coal 
approximately 13% of US coal production is exported In 1991, oil accounted 
for the largest share of prlmary energy supply In the Un~ted States (38%) 
followed by natural gas (24%), coal (23%), and nuclear power (9%) (Figure 7) 
Between 1973 and 1991, coal consumption rncreased by almost 50% Thrs 
increase was drrven entirely by the power sector Durlng the 1970s and 
1980s, coal was the domlnant fuel for power generation since oil reserves were 
modest and natural gas exploration and development was constrained by price 
and transmission regulation But the deregulation of natural gas prices and the 
introduct~on of common carrier transmission arrangements has brought forth 
new gas supplles With the improved avallablllty of gas and w ~ t h  improvements 
in combined cycle gas generation, natural gas 1s now a more economic as well 
as cleaner fuel for power generation than coal Thus, natural gas is now 
expected to be the dominant fuel for future power generation plants In the 
United States 
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45 Coal Demand The electr~c utrl~ty sector IS the largest consumer 
of coal In the US, accounting for 85% of domest~c coal consumptlon (F~gure 8) 
In 1991, coal-fired power plants provlded about 55% of electricity generation, 
nuclear 20%, natural gas 12%, and hydro 8% 011 consumptlon by eiectr~c 
utilltles decllned dramatically after the 011 price shocks of the 1970s now 
provides only 4% of electrlc~ty generation (as compared to 17% in 1973) In 
the 1980s, many 011-f~red plants were converted from 011 to coal 

46 Coal Development Compared with the European countries, the 
US IS a much larger coal producer Output increased from 370 mlll~on tons In 
1960 to 838 m~llion tons In 1993 Employment dropped from 230,000 to 
110,000 There has been a clear shift to large surface mlnes from 1970 to 
1990 the share in total production of surface mlnes increased from 44% to 
59% Today, about 70% of US coal is produced by 7% of the mines (those 
w ~ t h  an annual output of more than 1 m~l l~on tons each per year) Average 
product~on costs have been brought down to about USS20 per ton (they used 
to be USS30-35 per ton in the 1980s) 

47 Chang~ng Industry Structure US coal statistics are aggregated for 
three coal producing regions Appalachia (~ncludlng Pennsylvania and Ohro), 
Interlor, and West H~stor~cally, the Appalachian Region has been the principal 
source of coal In the United States Although this region IS still the dom~nant 
supplier of US coal, its share has been fall~ng (from 70% of U S coal 
product~on In 1970 to 45% in 1992) as thousands of small and relatively 
inefficient Appalach~an mines were closed, particularly as coal prices fell in the 
1980s Underground mines account for 65% of coal production In th~s reglon 
In the Interior Reg~on, production has increased slightly, but as a share In total 
U S production ~t has fallen from 24% In 1970 to 20% In 1992 Surface 
mines dominate product~on in the Interlor Region, accounting for 62% of coal 
production 

48 Most of the growth of US coal production has been In the Western 
Region wlth the development of large, low cost mlnes producing low sulfur 
coal The Western Reg~on accounted for 35% of US production In 1992, 
compared to just 5% In 1970 Surface minlng accounts for 90% of 
product~on The Clean Air Act Amendments of 1990 Increased the demand for 
the low-sulfur coal m~ned in the West to meet the restrictions on sulfur diox~de 
emissions from power plants W~th  the advent of unit tram servlce, coal from 
the Western Reg~on could be sh~pped economically over to consumers In the 
mld-West and Southern States including Ind~ana, Illino~s, Arkansas and 
Louisiana 

49 As a result of these changes, the number of mines decl~ned from 
6,550 in 1976 to 2,750 in 1992 of whlch 1,390 were surface mines and 
1,360 underground mlnes Average mlne slze Increased to 260,000 tons per 



year capacity in 1992 compared with 83,000 tons per year capacity In 1976 
Today, the Appalachian Region has 89% of U S coal mines, with 8% In the 
Interior Region and 3% in the Western Regron 

50 Labor productivity increased steadily in the 1960s but declrned in 
the 1970s primarily due to the introduction of new health, safety and 
environmental regulations wh~ch increased employment requrrements for non- 
mining personnel Subsequently, labor productivrty has increased steadily from 
2,850 tons per man year in 1980 to 6,170 tons per man year in 1990 Much 
of the productivity gains reflect the increasrng share of surface rnining which 
has much higher labor productivity than underground mrning But, underground 
minlng productivrty also rncreased largely due to the introductron of highly 
mechanized mining methods using longwall and continuous mining equipment 

51 Government Strategy There is no special government strategy for 
the coal rndustry All coal mrning is private business and energy supplies are 
subjected to market forces Tight regulations regarding electrrc utilities, as well 
as anti-monopoly and environmental legislation (in particular the Clean Air Act) 
have had an indirect Impact on the development of the coal industry by 
increasing the incentives for users to shift to low-sulfur coal from hrgh sulfur 
coal 

52 Government Ass~stance There is no direct government assistance 
for the coal industry, except research fundrng which may or may not affect the 
industry (e g , the recent funding for clean coal technology) 

53 Personnel Reduct~on Personnel programs for reductions and mine 
closures are the full responsrbility of the rnining companies The government 
does not take part beyond provrsion of normal unemployment benefits 

54 Job Creat~on Any special job creation efforts are the full 
responsibility of companies, local communities, municipalities and individuals 
The government maintains no special program for miners or any other 
populat~on group beyond the normal employment servrces for job locatron and 
retraln~ng New job assignments are greatly facllrtated by the mobll~ty of 
Amerlcan workers 
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Annex D 

COAL TRANSPORT IN RUSSIA 



Coal Transport h Russia 

The coal industry m Russ~a depends prunar~ly upon the rmlway for transport, and, In turn, coal 
transport IS the backbone of the rallways' business On a ton-lulometer bas~s, over 97% of the coal 
tkm's are accounted for by ra l  For the railways, on a tkm bass, coal 1s the s~ngle greatest 
commod~ty carr~ed In 1992 coal represented 20 2%, m terms of tonnage, of all commolt~es hauled 
on the Russlan radway system, second only to construction materials Coal is hauled longer &stances 
m Russ~a than a would be elsewhere in the world, m part because rail transport has been so 
comparatively mexpenslve The average length of haul of coal transport was 1237 km m 1992 

The coal mdustry's dependence upon the ralway system reflects the critical role that the railways 
has played m the entlre economy Excluding pipelmes, the railway system c m e d  98 % of land tkm 
In 1988, the peak level before the breakup of the FSU The extenslve rellance on transport reflects 
Russia's vast distances but also the fact that industrial production was often concentrated In a few 
number of huge complexes whose locat~on was sometlrnes based more on politrcal than cost 
cons~derations 

Under the command economy where traffic demand and operational p l m n g  could be orgamzed 
at a central level well In advance, the integrated former all w o n  railway system was h~ghly efficient 
The former All-Umon or Soviet Ra~lways (SZD) carried half of all the world's railway fre~ght traffic, 
about one-fourth of all the world's passenger traffic and had the h~ghest traffic dens~ty of any railway 
In the world (By cornpanson, the Umted States and Canada comblned carry about 23 percent of the 
world's rallway fi-e~ght traffic) If ~ t s  servlces were priced at rates charged by US rallways ~n 1990, 
the total revenue would have been about US$100 b~llion The system operated as a serles of separate 
reglonal ralways (19 of whch now remaln in Russia), each of which IS a "geographic" monopoly, 
contiguous to another, with no competltlon among themselves for fre~ght traffic The network itself 
IS concentrated on h~ghly used main lines, wlth ownershp of the feeder routes, industr~al s~dlngs and 
branch llnes belonging to the rallway lndustrlal customers 

The resulting h~gh density (some l~nes carr~ed 250 mlllion gross tons annually and ran 300 trains 
daily) is a major reason why ralway tar~ffs in Russia were, and mdeed, rernaln, low by world 
standards Another key factor 1s that rates were both expl~citly and ~mpllcitly subsidized by 
Government Rail rates were not set at levels needed to cover construct~on costs of the network or 
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capital costs of rolling stock since these were included in Government budgets, nor dld rates cover 
the full cost of energy used to operate tram 

Indeed the rallways have benefitted enormously from Government's lmplicit subsidy of energy, 
whch in 1992 was by far the largest subsidy m Russia, exceeding GDP m terms of opportu~~ity cost 
measured at the market exchange rate In terms of rail transport, analys~s showed that transport's 
share of the unplicit subsidy of electncity consumption, whch relates pr~marily to rail transport, is 
equ~valent to 6% of GDP 

Government can no longer afford to maintain these direct or indirect subsidies In fact, reducing 
subsidles and rationalizing the energy sector are essential to stabillzing and restructuring of Russia's 
entire economy and, if unplemented, will help reduce the fiscal burden of the transport sector At 
the same time, removing the subsidies will force a restructuring of tariffs and a passing on of real 
increases to the transport users 

As fuel and other input/output prices reach world levels and transport tariffs reflect true economc 
costs, the competitiveness of coal, as well as that of Russia's other industries, will be eroded In terms 
of formulat~ng a plan for the restructuring of the coal industry, ther~fore, the key question IS the 
extent to which rail service can be maintained and rates kept low enough so that the total price of coal 
to the end user is lower than the price of alternative fuels within Russia and, in the case of exports, 
lower than the delivered prices of competing coal exporters Makiilg r a l  transport more efficient to 
offset cost increases in basic inputs will be necessary before long to prevent the complete erosion m 
the competitiveness of coal and other natural resources located far from their points of end use 

Unfortunately the railway system is hardly in a position to recognize that its long term health, and 
that of the Russian economy, rests upon its ability to mimmize costs, maintan servxce levels and keep 
rates low m real terms The dissolution of the FSU, and Russia's current economic difficulties have 
had an extremely deleterious effect on the system and undermined its ability to operate The financial 
performance of the railways is decllrung as the result of declimng demand, rismg fuel pnces, 
inflationary pressure on wages, and reluctance to increase passenger tariffs And, the people who run 
the railways are not prepared for the massive transformations necessary to meet the need of a market 
economy Thus despite its monopoIy position, Russia's rallways are now facing serious problems 

Rul freight traffic has declined by about 26% and passenger traffic by about 17% since 1988 and 
the Bank projects that ralway traffic will not recover to 1989 levels until well into the next century 
Rather, as reforms take hold, market forces will make the economy less transport intensive and will 
dramatically affect the nature and mm of commodities carrled as well A shift from rail traffic to 
road is also inevitable, particularly for tune-sensitive shipments and for short-haul traffic Railway 
officials do not seem to understand that the economc framework they will mevitably change and 
necessitate fundamental reforms m their industry Instead, MPS has lured additional workers and its 
cap~tal plans still focus on constructing employee housmg, expanding the network, continuing 
electrification and even to promotmg a high speed rail line with no chance of financial viability 

These trends suggest Russia's competitiveness in coal and other industries dependent upon the 
railway will be reduced by the railways' continued production focus and lack of commercial 
orientation and sense of accountability to press for the service quality required by a market economy 

Moreover, the railways' present structure impedes their ability to change Inappropriate 
centrallzatlon at the Ministry of Railways (MPS) level, together wlth Inappropriate decentralization 
at the regional ralway level, has resulted in a giant rallway monopoly that is difficult to control 
politically and completely unresponsive to shipper quallty and servlce needs At the same time, 
regional railways operate as a fragmented set of individual, geographic fiefdoms, each focuslng on 
its "own" traffic and each wielding an Inordinate degree of power over local customers 
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These generlc operational problems have been magmfied by those stemmlng from the breakup 
whlch have led to controversy In such crltlcal managerla1 areas such as rate settmg, revenue d~vlsions 
and wagon management In addaon, traffic patterns and levels have been mtempted, new borders 
are delayrng transit tlmes, and inter-&way Interchanges have Increased Other opermonal 
dtfficuitles relate to the &sruptlon m equipment supplies that has accomparued the breakup of the 
FSU These problems are affectmg, and will contmue to affect, both the pnce and the servlce levels 
of all fre~ght transport customers 

Fmanc~ally, many of the railways' problems relate directly to the process of reform and subsequent 
aaustments already takmg place Fuel and electnc~ty costs are beg~nmg to mcrease at rates faster 
than inflation and the result IS pressurmg the radways to rase tanffs An analysis of MPS 
expenditures for 1991 and 1992 mdicates that fuel and electricity costs have been lncreaslng more 
rap~dly than labor and other mput pnces In fact as a percentage of total costs for the radways, 
electr~c energy has rncreased from 8 1 % m 1991 to 11 8%, diesel fuel from 3 7% to 7 5 % whde 
labor actually decreased as a percent of costs from 33 8% to 27 8 % The lncreasmg costs are bemg 
passed on by the rulways to ~ t s  customers m the form of hlgher rates 

Nevertheless, the rrsmg costs of wages are also sources of financial pressure although the ralways 
seem reluctant to tackle problems of overstaffing Instead, officials seems convmced that traffic levels 
w~l l  rebound and that there 1s l~ttle need to downslze Despite a decllne of 13 % in network-wde 
labor product~vlty and a planned cost cuttmg program to reduce personnel by 50,000, s t f f i g  levels 
actually Increased m 1992 Ths 1s unfortunate as studies show that rdway product~vity was about 
2 5 tunes less than that of the United States even before the declme in traffic The financial burden 
of overstaffing has been made worse by the fact that r a l  wages are now mdexed to the consumer 
prlce Index whlch m turn has led to an agreement to mcrease ra~I rates on a monthly basis 

Another large source of financial d~fficulty stems from the fact that recovery of passenger costs 
through revenues was only 22% for 1992 In its pl-g, MPS estunated that passenger losses for 
1993 would be Rb451 bdl~on Passenger costs as a percentage of total operating costs Increased from 
3 9 % m 1991 to 5 4% m 1992 desp~te a 1 % decrease In passenger km (although freight lans dropped 
15%) These skyrocketing passenger losses are a serlous problem for the all freight customers, 
lncludlng the coal mdustry Government has apparently put no pressure on the radways to mcrease 
the percentage of costs recovered through passenger revenues To the contrary, it appears 
government's present tanff pol~cy explic~tly endorses the cross-subs~dlzat~on of passenger losses by 
freight customers 

The passenger losses (of Rb82 6 blll~on) of 1992 were largely covered by fre~ght revenues although 
for the first tune ever, the Federal budget for 1992 dld include some subsidies for riul passenger 
transport Yet the ab~llty of freight customers to f m c e  passenger losses m future 1s eroding Profit 
marglns on fre~ght revenues have decreased s~gmficantly m the last several years Revenue per tlan 
m constant 1990 rubles dropped from 10 01 in 1991 to 6 52 m 1992 The frelght operating ratio in 
1992 was 79%, with the o-derall operatmg ratro of 97%, a far cry from the 33% operatmg ratlo 
earrung In 1989 

Worse, fre~ght rates are bemg driven up at a rate faster than milahon and the Increases are 
begmmg to affect the vlabhty of the major mdustlles m o m  goods by r;ul From 1989-1992 
d rates mcreased 81 1 tunes compared to the GDP inflator of 35 28 tuna Subsequent to the 
81 1 mcrease, wbch was m effect at the end of llecember 1992, rad rates have been ~ncreased 
an adhbonai 12 39 tunes or 1239% T ~ I S  compares wth ~nfiahon of consumer pnces m 1993 
as of the 3rd quarter of 7155 tunes (consumer pnce mdexed to 1992) 

Rap~dly rlsing rates are not, m and of themselves, evldence that the compet~tiveness of the coal 
lndusuy will be hurt relat~ve to other fuels, or to other countries The real questions to ask In terms 
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of assesslng coal competitiveness for the future IS whether rates are sufficient to cover the real costs 
of transport, how they compare with rates elsewhere, and what the future s llkely to bnng 

According to MPS analysis, the cost of coal transport is about 13%-14% less than network-w~de 
average operational costs smce most coal moves In mt tram, the bulk of coal moves along 
electrified route with an average cost of 163 5 Kopeks per 10 tanff ton-lulometers (equivalent to US 
0 12 cents per tkm at an exchange rate of Rb1200 = US$l), 16% lower than the network-wide 
operabonal cost of 187 1 kopeks (quvalent to 0 156 US cents per tkm at an exchange rate of Rb1200 
= US$l), and slnce coal loadlng and unloadmg operations are predormnantly on the ~ndustnal lines 
One reason tlus is so is that coal trans move largely m umt tram, thus by-passmg much of the 
ra~lway's costs of operating marshalling yards AccordmgIy, the ralway cost of transporting coal m 
1992 was 16 kopecks per tlun Smce the average tariff pad by coal customers m 1992 was 16 9 
kopeks per tlan, it would appear that the ralways made a "profit" of only 5% on coal transport m 
1992 

As th~s  analysis IS based on average transport costs, ~t does not really help in assesslng the degree 
to which the rates or costs reflect the costs of hauling coal m the long term At best the analysis 
demonstrates that the radway9s profit margin IS rather sllm, on the other hand, ~t did not need much 
profit in the past as many capital Investments were funded from the budget To address these 
questions, as described m more deml m the attached coal transport, the mssion undertook to assess 
the underlying econormc costs of coal transport m Russ~a 

Exhbit A World Bank Estimates of Coal Transport Econormc Costs and Current Tariff Levels 

I ~comrmc corn MPS TPnii Levels (September 1993) 
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The Bank's resultmg estlmate of econormc costs m US$ per tkm (at an exchange rate of Rb1200 
= lUS$) average US 0 3 cents This estunate assumes that input costs approximate world price 
levels except for rolling stock, which are assumed to remaln for some tune at 60% of world price 
levels according to an EBRD-financed study of the Russ~an railway system At full world prlce 
levels, the economlc cost rlses to 0 4 US cents per ton-hlometer Thls estlmate also assumes that 
64% of coal flows move on umt tram and 36% on mxed trains and that all coal trains outside of 
termnals move on electrified tracks The estunate mcludes capital costs for track, rollmg, stock, 
information systems, and maintenance equipment By cornpanson, the average rate of current 
MPS tariffs IS equvalent to US 0 4 cents Exhib~t A compares econormc costs wth September 
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1993 kmff levels by major coal transport &stances Thus, accordmg to thm analysu, exlstmg 
MPS coal W f s  exceed the econormc costs of coal transport, although only by about 10% 

These transport costs reflect only the costs of movlng wagons from thew originating polnr to their 
destlnation on the MPS mam mlway network Loadmg and unloadlng and transport from the mmes 
to the loadmg pomt and from the network unloadmg polnt to the destlnation on the sidlng of the 
ultunate coal customer are not handled by MPS These costs are therefore not reflected m the base 
transport rate The loadmg of coal Into r a l  wagons and the transport of these wagons from the mes 
to MPS is handled by lndivrdual coal transport enterprises (PTUs) At the unloadmg end, m d u s t d  
sidmgs and unloading equipment are owned by the customer Altogether, the industrial coal lmes 
owned by these PTUs total 6271 km, over whlch 6 5 billlon tkm are expected to be carried m 1993 
at Rb22/tkm, for a total of Rb143 b~llion 'llus total represents a cost of about Rb444 per ton, or 
US$O 37 at an exchange rate of Rb1200 = US$l It should be noted, however, that the PTU ton-Ian 
figure includes moving coal from mmes to preparation plants as well as to MPS lrnes for shlpment 
Perhaps, therefore, the total can serve as a proxy for total load~ng and unloadlng costs 

To assess the reasonableness of the Bank's estimate, the result was compared to coal transport costs 
by rail in the Umted States since the US ralway system 1s most comparable to Russ~a's in terms of 
traffic levels and geographic size According to a major US ladway, tl e 11 aagr  financial cost (to 
the ra~lway) of movlng coal over one of its major coal routes is US 8 cents To translate thls cost 
into economc costs, one should exclude payroll taxes (about 7 %), corporate income taxes, and higher 
rates of depreciat~on for exlstlng rad assets 

Accordrng to the AAR, average US ralway costs are profiled as follows labor -- 38 8 %, payroll 
taxes -- 7 6%. deprec~ation - 9%,  fuel -- 7%, loss and damage -- 6 7% and other - 39% To be 
comparable, therefore, one should deduct the payroll taxes, much of the depreciat~on for bulldlngs 
and structures, and a large portion of the loss and damage slnce MPS does not assume much llabll~ty 
for losses As these alone total 33 3 % , it would seem redsonable to assume that US econormc costs 
of coal transport would be at least 30% less than the financial costs and perhaps as much as 35 % 
If so, a reasonable estlmate of econormc ra~l  costs for coal transport m the US would be about US 
0 5 cents per tkrn To be comparable to the Bank's assessment of the economc cost of transporting 
coal In Russ~a, the US figure must be further reduced to reflect the facts that (1) coal 1s transported 
by diesel-powered locomotiv~s in the US rather than by electrlc traction and (2) the Russ~an estimate 
does not Incorporate loadlng or unloading costs 

Accordrng to MPS, the network average cost of electr~c-powered frelght was Rbl 635 per 10 t h  
while the network average cost of diesel-powered freight was Rb2 516 per 10 tkm, a differentla1 of 
54% If the same d~fferent~al were appl~ed to US fuel costs, 54% of the 7% (or 3 8%) fuel costs 
should be subtracted from the US cost estimate Thls adjustment would reduce the estlmate of 
economc costs m the US to about US 0 48 cents per tkm 

To adjust for loadlng and unloadlng perhaps the best way would be to add back these costs to the 
Russian estlrnate If we take total PTU costs as a proxy for both loadrng and unloadrng costs it 
would be necessary to Increase the total costs of coal transport by about 7% before any adjustments 
are made to convert thrs cost to economc prices The difference between current costs and the Bank 
estlmate of econornlc costs of coal transp~rt m Russla 1s about 2 33 tlrnes (0 4 cents compared to 0 16 
cents per tkm) If thls factor IS appl~ed to the storage costs, it could be rnferred that one should 
lncrease the economc costs of coal transport in Russia by about 16 3 % Thls would make the Bank's 
estunate of the economic cost of coal transport, assumlng full adjustment to world price levels, about 
0 47 cents per tkm, and estlmate very close to the 0 48 cents estlmate of US economic costs, as 
adjusted above Another comparison should perhaps be made to Chna's ralway system A World 
Bank analys~s (1988) found that the natronal average economic cost for fre~ght was 0 6 - 0 7 
cents/-, but t h~s  figure includes loading and unloading costs and a high percentage of diesel- 
operated trains 
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What lmplicauons does thls finding have for radway rates m general and for the coal industry m 
parocular? First, given the Increasing costs of coal product~on and the vulnerability of coal to 
substituaon for other fuels, Government may wlsh to take all measures to try to help keep the price 

of coal as competitive as possible to avoid even greater declines rn production If so, one measure 
to thls end would be 

To avo~d pemttmg coal fm@t rates to Increase faster m future than mfhbon as they already 
exceed econormc costs Fortunately, the most recent tar~ff agreement for the radways allows 
automatic rncreases tied to the wholesale and consumer pnce dices ,  but reduced somewhat by a 
special formula In theory, therefore, thls pollcy IS already In place (provided the coal seller can 
overcome the problem of worlung capital erosion associated with havlng to pay transport costs 
"upfront" when frelght is taken "on-board," and gettlng rembursed sometune later after accounts have 
cleared from the buyer) 

Srnce the Bank's calculabons of costs includes capital costs for locomotives, wagons, track 
rehabllitationof 12,000 kmlyear and a capital program (inclu&ng merest) for acqunng more modem 
MIS systems, upgradmg telecommunications, purchasmg track mntenance equipment necessary to 
tackle deferred mntenance, as well as nonnal operatmg expenses, the present level of tarlffs should 
be sufficient to sustm the always over the longer term, provided the freight revenues from coal and 
other commod~t~es are actually used to tl.,s end Llldowteiy, Mrb IS not currently m a posltron 
to do so as lt lnstead is divertrng cash flow to cover passenger losses 

To ensure the lntegnty of the ra~ I  freight network, Government should ensure that cross- 
subiduabon of passenger losses by fraght traffic cease In adhhon, Government should ensure 
that the nght radway 111vestments are made This means that proposed rsulway investments should 
be reassessed and priontlzed to meet the most urgent needs of the freight ratlway system 

Moreover, ~t must be remembered that rsulway lnput costs have not yet reached world levels, yet 
its current tanffs are about equal to the Bank's estlmate of econormc costs Thls means that ralway 
tanffs are llkely to nse m future beyond economc costs unless the rsulway makes every effort to cut 
costs to match demand and become more productwe to counter future increases m energy and other 
Inputs as Russia's economy undergoes further adjustments to world pnce levels 

Government should thus ensure that MPS' costs are cut to match demand and to at least 
mamtam produdivlty levels acheved m the past 

Russia's current rail tanffs for coal are close to its economc costs In the US, however, cod tariffs 
are almost double the financial costs In Europe, Australia, and Canada, rail rates for coal are even 
higher In term of the competitiveness of Russia's, mdustry, however, one must recognize that the 
average transport d~stances coal is moved in Russia are far greater than in these countries 

Thus, although still below radway costs elsewhere m the world, the current trends regarding rate 
mcreases, together with the falure to date of MPS to recogme the need to restructure and rationalize 
the rallway system suggests that the competitive advantage once afforded Russia as a result of having 
the world's most mtemively operated rail -lay system is m jeopardy 

Based on experience elsewhere, it is unllkely the ralways will be able to solve theu problems 
themselves Government wlll have to assist in a restructuring effort or otherwise risk 

further erosion in raxl transport service with its attendant cost, 
possible predatory behavior on the part of the railway as it attempts to defend its market 

position, 
continued large and unsustamable deficits which pose a serlous macroeconomic challenge for 

the overall economy 
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Restructuring an mdustry as complex as the radways, however, can take years In the meantme, 
there are some actlons Government could take to protect the competitive pos~tions of all MPS's freight 
customers 

Reverse the policy of cross-subsrd~zat~on of passenger losses by freight revenues and Instead 
provide for passenger losses from the federal budget, 

Make subs~rfies for these losses cond~t~onal on lncreaslng passenger servlce cost recovery to 
25 % by December 1994 and 50% by December 1995 

Cease further Investments m (a) r a l  passenger service, (b) electrification of new and exlstmg 
lines, (c) new mdustnal bes, and (d) the BW-Amur radway until m depth econormc and 
financial analyses are undertaken for each project 

Cease giving any preferential treatment to railways for provision of foreign currency, 
pamcularly for passenger investments whch have low cost recovery and earn little forelgn 
currency 

Ensure no hgh speed rall project IS undertaken unless all capital and operatlng costs are funded 
by a private mvestor so that neither Government nor fre~ght customers bear the burden of what 1s 
llkely to be a costly, uneconomc investment 

In order to separate the policy, p l m g  and regulatory funct~ons of the mlways from its 
operational activities, conslder t u m g  the MPS Into an operatlng company under the aegls of 
another Government body, such as the Mmstry of Transport 

Improve cost accounting and develop network flow models m order to d e t e m e  profitabhty 
by llne of econormc activity 

htiate a study to d e t e w e  the degree to whch regional rallways could be reorgamed to 
permt m a - r a l  competition 

The Industnal Railway Lmes 

Besides the MPS rd system, some 151,000 km of mdustnal rallways emst throughout the CIS 
Many of the lndustrlal llnes are mternal to the lndustnes they serve, mdustrlal coal llnes form one 
of the largest networks of these The coal-related mdusmal llnes from an lntegral llnk between the 
coal enterpnses and MPS As of January 1, 1993, their total track length was 6,271 km, on these 
they expect to carry 6 5 billlon net todkms m 1993 

The rmssion assessed the system of industrial coal lmes and founds several issues that could affect 
the restructurmg efforts of the coal mdustry 

Previously, the former Mmstry of Coal Industry used to mclude the Directorate of Industnal 
Transport whch controlled the operations of coal transport wts of coal enterpnses, known as PTU's 
The Directorate was respons~ble for fulfillmg coal transport plane mdustry-wide and had broad 
authority to control the work of lndivldual PTUs Under the abolishment of Mmugleprom, ~ t s  
functions were taken over by a transport dlrectorate withxn RosUgol The reformed dlrectorate, 
however, is no longer responsible for fulfillrng the coal transport plans, thls responsibilrty IS now 
decentralized among individual coal enterpnses 

The PTU s have become autonomous ~oint-stock compames w~th the majorlty share of thew stocks 
usually belongmg to the Board of Directors of a local coal enterprise The PTU's own the coal 
loadmg complexes (CLC's) and the coal warehouses (CWH9s) from which all coal 1s sent onward to 
customers About 50% of total freight flow withrn the industrial llnes is unprocessed coal between 
the mouth of a mlne and a coal-concentratmg factory (CCF) Another 11 5% of total coal tons 
moved along the PTU l~nes do not Ieave the industrial network Major mlnes and pits have their own 
CCF's 

Thls development would appear to have created a situation where control over the movement of coal 
from the mme, critlcd loading and unloading facilities and stockpiIes of the coal itself are in the 
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hands of new, monopolistic c q m p e s  o w n  by mdiv~duals Although these lndimduals undoubtedly 
have the Interests of the rmnes at heart, it would probably be far safer if these compmes were owned 
by the coal producing assocratlons The should not be owned by MPS because that would dlvorce 
responslblllty for the prompt loadlng of coal Moreover, MPS has no buslness govemng the transfer 
of coal between mnes and washenes 

One other Important Issue arose m assessing the relmonshlp between PTU and MPS coal transport 
system m Russia Most coal tram m Russla move m lower cost, more efficient a t  trams The 
PTU's are respons~ble for assemblmg these u ~ l t  trams and m the past, received rncentlves (bonuses) 
to do so Currently the rate of mflaaon has eroded the ent~re mcentlve and MPS has made no move 
to remtate lt 

Another problem associated wtth the erosion of the ruble's value IS the lncreaslng m n g l e s s  of 
fines created to ensure efficient delivery of coal and hgh utlllzatlon of wagons Currently MPS can 
h l  to comply with its contract to deliver wagons and the fine IS so trlvlal that ~t IS meanmgless In 
the past, concentration of the entlre coal transport network as a department in the coal muustry meant 
that if some- llke th~s  happened, pressure from the coal mdustry at the center mght change MPS 
behavior Now, the PTU IS somewhat at the mercy of the local d w a y  chef whom some have 
referred to as a "petty tyrant " It may be that m funue Government wlll have to augment ~ t s  
regulatory overs~ght of MPS in order to counter the counterweight of centralized rdway customers 
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221s coal transport annex rs drvrded znto three parts Part I descnbes coal frezght transport on the 
MPS system, and assesses the relatronshtp of coal rates to current MPS tanD and to estrmated 
economrc costs of moving coal Part I.? descnbes the system of coal transport from the manes to the 
ralway system over a senes of zndusmal iznes that are operated rndependenti'y of the MPS system 
Part In descnbes the razlway system zn Russza and assesses the recent finanaal and opermng 
pe@onnance of the Rwszan razlway system 

PART I COAL TRANSPORT ON MPS 

Coal transport m Russ~a moves almost entvely by ral, on a tkm basis more than 97% of coal 
transport 1s by raxl The remamder moves by water (about 2 %) and by truck (about 6 %) for relatively 
short hauls (exhibit 1) Coal hauled m on Russian railways totalled 382 7 mdlion tons m 1990, 340 3 
million tons m 1991 and 219 d i o n  m 1992, smce 1990, therefore coal tonnage hauled has dropped 
by 16%, less than the decline of other freight carned by the radway Coal remams the slngle greatest 

Exhlblt 1 Percentages of Common Carner S~pments by Type of Tmportaaon (toes) 

Inland 
Fre~ght Category Rad S ~ P P W  Water Tmclang P~pelme Total 

Coal 90 1 1 3  2 3 6 3 100 
Coke 95 8 1 9  0 3 2 0 100 
Petroleum products 32 8 7 7 2 9 4 7 51 9 100 
Iron & manganese ore 93 2 3 6 2 4 0 8 100 
Nonfenous ore & suIphur 

raw materials 76 0 6 4 3 0 14 6 180 
Ferrous metals 75 9 3 6 1 4  19 1 i I 1, 
Chermcal& mmed 

fertdmrs 88 0 4 1 3 0 4 9 100 
Cement 85 6 1 7  1 1  11 6 100 
Forest products 600 4 4 24 4 11 2 100 
Pemhable food productsa 95 0 4 9 0 1 100 
Gram & rmlllng products 51 4 7 2 2 1 39 3 100 
Combmed feed 70 5 5 4 1 5  22 6 100 

a Incluhg meat, poulvy and anunal oP 

Source Goskomstat USSR, Transpon r Snm, ~t~stI~heskr SbonuR, Moscow 1990, p 36 

commodity carned by the rarlways m terms of tkrn Total coal tkm m 1992 was 394 6 b~lllon, or 
20 1 % of the total 

The dissolution of the USSR caused the dxsruptlon of economc links between the former Umon 
Republics and changed the overall pattern of mter-rrulway coal transportation But the major 
suppliers and consumers of coal have preserved thew technological and econormc Ids Thus the 
most mportant &rectrons of coal flows reman relatrvely stable 

Exhlb~ts 2,3, and 4 show data on the mter-radway traffic of coal wzthuz Russia and with other CIS 
member-states (the Moldavran h l w a y  is not mcluded m the table, because it carnes only mternal 
coal traffic) Coal flows over Russ~a's radway network are depicted m Exhlbrt 5 (map) whch charts 
major drections of flows wlth anrmal tonnages of more than 2 nullion tons per year Segment names 
and distances are shown m the tables accompanymg the map 
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-- 
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Oclobcr 
Moscow --- 

(N~zlmly Novgorod) 
Northern 

Avg Dally Loading, 
# of wagons 

21 0 
487 1 

1 1  
1250 4 

Stat~stical 
Load~ng (tons) 

71 65 
72 46 
68 35 
71 42 

Sh~prnent of coal, 
1990 (tons) 

1,026,000 
13,432,ooo' 

2 8 , ~ -  
32,637,000 

73 I0 
67 03 
68 59 
63 63 
72 71 
71 79 
73 20 
71 39 
68 93 
70 88 
65 42 
67 03 

Rccerpt of coal, 
1990 (tons) 

1 1.6 16,000 
22,244,000 
10,067,000 
23,253,000 

28,493,000 
33,000 
24,000 

5,487,000 
7,073,000 
9,792,000 

642,000 
162,599,000 
48,843,000 
30,299,000 
17,979,000 
8,993,000 

1066 9 19,055,000 
11,185,000 
2,045,000 
7,802,000 

34,767,000 
41,208,000 
38,153,000 
57.450,ooO 
26.21 1,000 
35,046,000 
19,176,000 
30,290,000 -- - 

South-Enstern - 
Volga - 
Ku~bysliev (Samnra) -- 
Svcrdlov (Yckatcrinburg) -- 
Southern Ural 
Western Slbcrrn --- 
Kcnitrovo - 
Krnsnoymrsk 
Eostern S~berra --- - 
Tr.ms-Baiknl --- 
f a r  Eastern -- 
DAM 
-7- --- 

Sahhaltn 
Kallnlngrqd 

1 3  
1 0  

236 2 
266 5 
373 7 
24 0 

- 6239 0 -- 
1941 1 

- 1154 9 

- 749? -. 
365 7 

-7 
594 2 70 53 15,297,000 --- ~,090,000 
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Recipient West S~ber~a Kemerovo Krasnoyarsk East S~ber~a Trans-Baikai Far East Sakhalin BAM 

Shipper 
October 
Kallnlngrad 
Moscow 
Gork~y 
Northern 
North Caucuses 
South East 
Volga 
Ku~byshev 
Sverdlovsk 
Southern Urals 
West Siberia 
Kemerovo 
Krasnoyarsk 
East Siber~a 
Trans Balkal 
Far East 
Sakhal~n 
BAM 

27552 51372 25310 331 65 18770 29697 0 3576 Total flece~ved 
(by ra~lway) 

TOTAL COAL 
RECEIVED 

Total Shipped TOTAL COAL 
(by fallway) SHIPPED 



C
oal Tranrporr A

nnex 



Imporlbr Trans Balkal Far East Lkhe l in  BAM BELARUS UKRAINE KAZAKHSTAN CENTRAL ASlA I 
Exponbr 
October 
Kd~dnor.d 
Moscow 
Gorkiy 
Nonhern 
Nonh Caucusas 
South East 
va1ga 
Ku~byshav 
SVerdloWk 
Southern Ursb 
West Siber~a 
Kemerovo 
Kramoyarsk 
East S~bsrla 
Trans Ba~kal 
Far East 
Sakhalln 
BAM 

BELARUS 
UKRAINE 
KAZAKHSTAN 
CENTRAL ASlA 
TURKMENISTAN 
BALTIC RAIL 

Total Raca~vad 
(by rallway) 

TOTAL COAL 
RECEIVED 

TOTAL RUSSIAN 
CIS IMPORTS 

TURKMENISTAN BALTIC RAIL Total Shippad TOTAL COAL 
(by railway) SHIPPED 

TOTAL RUSSIAN 
CIS EXPORTS 
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E
xh~ba 4 R

uss~an and CIS C
oal Traffic by R

all O
rigln/D

est~nat~on 
M

atr~x 1992 



Recipient West Siberla Kemerovo Krasnoyarsk East Sibsria Trans Balkal Far East Sakhaltn BAM 

Shipper 
October 
Kalrnrngrad 
Moscow 
Gork~y 
Northern 
North Caucuses 
South East 
Volga 
Kuibyshev 
Sverdlovsk 
Southern Urals 
West S~ber~a 
Kemerovo 
Krasnoyarsk 
East S~ber~a 
Trans Ba~kal 
Far East 
Sakhalrn 
BAM 

Total Received 
(by railway) 

TOTAL COAL RECEIVED 291901 

Total Shipped f OTAL COAL 
(by radway) SHIPPED 
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CEICOd YYACTKOB ( cxeMe IK.LI. ) 

Orpa~:r~-r~ea~o~:re crari[mrf ~ ~ ~ ~ O O ~ O Q O T  
MJIH ThM 

I 060 aepc i a ~ - ~ f o ~ o m a  I 
2 Ko~oma I -5onor~a  
3 Bonorpa - 6nn.14 
4 PHJI~IHO - A n e ~  ,, 
5 dd~enbH-Il/r~r - Uan 
6 Bo~orpa - Hom~a 
/ B O Q ~ Y T ~  - HOMM 
8 K O ~ M  - KOTJISC Y3n- 
9 K O T J I ~ C  - d o ~ o u a  I 
19 hi0~'~3a-T0 0.0 <T -qyJ!090 
I 1  ~ O K T ~  - B O X < O ~ C T D O ?  - - 
12 Bonuoac~pofl-06y-to BO 

13 I ' a~wi ra  TOB. -IIap~a 
14 POCTO?MYO-%~CH~ 
15 P O C T O ~ ~ U H O - ~ ~ ~ H ~ T ~ M K O ~ O  
16 ~ O R H C ~  I~I'.-C~YMHMYW 
I7 Cyuxw~wi-Seracoso 
18 Spcr~cI J ~ P  .-39-.0Ilb1~b~ 
I9 AJ'Ieifca~JIp0~- T~neao 
20 H Hosropop-O~exo~o-3yesd 
21 P K A C % - B O C K ~ ~ C ~ H C F  
22 Yepyc~u- ; i Ioc~aa-nacc .Ka3~~i .  
23 Pnxc i-rIneumo3o 
24 T y ~ a  T-C~~MHHUM 
25 Y 3 ~ o s a q - ~ u ~ c \  I 
26 -(lnneso - Yanoaaq 

, 27 C~euo~o-3yeso - ' ~ I o c Y ~ ~  K,m. 
28 KOCT 315.c~ - :dl/it~mw~c-. 
29 M H J ~ X H C Y  - r ~ f i 3 ! 4  

30 I 'DP~M - Fioao j~xne~~ 
31 ~ D F ~ T / I  - C T X ) O ~ < ~ ~  
32 S x a r o a s ~  {a - X O ~ ~ ~ T O B J ~  
33 l l e ~ s a  - Sarraaoa 
34 Sua%os  - 3wy7r-./r 
35 JI r PLR - Jlnc tcw 
35 ?s f i o~  J ? ~ ~ s ; r - ? o c ~ o s  F,?. 
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Orpa~xu~amqwe C T ~ H T J M M  I'py30060po~r A J I M H ~  
MAH. TKM KM 

- - - - - - - - - - - - - - - - -  - - -  
37 Toc~oa h. - A ~ M ~ B M D  769,O 
38 l l e ~ ~ a  - Ppxc c I369,7 
39 ~ ~ ~ I I H O  - Y ~ ~ Y C T M  4478, I 
40 K O T ~ ~ ~ H M Y - ~ .  Hosropop 1661,s - 
41 .,c PMHMHO-OPMHO 7697,2 
42 '2 3e u4 OBCY-COPT. - K O T ~ J T ~ H M Y  13882, I 
43 U2 T R ~ ' . ~ H C K  rJI.-r[f 338 1 21124,5 
44 %!Pvf1 - Y J T ~ R H O B C ~  1311, I 
45 Tf'O 12. dl4 - -tj?AepTay 243,5 
46 Ho~onepe~1 i ;6c~a~- I Iy~a~e~c .c  280,7 

4 n 47 - -hc  - T~. -?,-v a 19" 3 
48 ODe~jypP - K H H ~ J I ~  2122,4 
49 Fbi~eJ'Ib - Ope~6y'?lr 2537 ,? 

50 Hxrenb - Htirtenb-Tay 238,5 
51 K ~ D T ~ J I ~ I  1 - H M K ~ J I ~  3493,6 

52 Kap~arrbr 1 - To6on 259,3 
53 Kap~arrbr I - M a r ~ ~ ~ o r o p c u  I219,9 
24 K ~ D T ~ J I L I  I - Y e n p b ~ ~ c x  I693,8 
55 K a ~ ~ a r r ~ r  1 - ~ O J I O T ~ F  C o n ~ a  1023 ,o 
56 ~ O J I O T ~ R  Coma - Y e d ~ $ 6 ~ ~ ~ ~  329,3 
57 Kypraii - Y ~ J I S ~ M H C K  6098, I 

58 Kypra~ - n y ~ e a i a  I2583,4 
59 YenqAtr~cr - Kaverc~ Y~arrbcu. 349,5 

60 ~ ~ C . 0 3 C ~ a q  - kpMb COPT. 330,2 

61 Caeppxosci TOB. - Cub~ica 722,I 

62 banaesc-  - Eropm~o 206,6 
63 ha.rerc %-Yo. - Eropm~o 1565,8 
64 A n n a n a . ~ ~ a f r  - , ~ P Y W H A H O  770,8 

i 65 sorpa~oswu - Cae~pnoscx COOT. 121077 

56 ka05bneso - 5 0 r g a ~ o ~ r m  ?395,4 
57 Kz~fjhme~o - Kypra~ I9519,4 
68 Kpacr Yene3~ pit-Cepos COPT. 47,6 
69 C e ~ o a  COPT . - ~ o p o ~ n a r o p a ~ c   ax 400,4 

70 05b - Xa~6bmeso 245T5,4 
71 T I U ~ C H O P O U ~ ~ ' O S C I ' ~ P  - Y T P ~  3166,2 
72 Y I ~ ~ ~ r a c i o e  - Yapbr,meso 1449,2 
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7,35 i 

I6,84 I 
1 
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6,40 ' 
TO, 06 
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5,23 
9,  I2 
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Major routes wry- more than 20 mllion tons Include 

Kemerovo (Kuzbass area) to Chelyabinsk 
Kemerovo (Kuzbass area) to Ekatennberg 
Vorkuta to Kotlas 
Kazakhstan to Kartal to Maptogorsk 

Major flows between 10-20 rmlllon tons annually mclude 

Vorkuta to Cherepovets 
Kuzbass to Lipetsk 
Karymskaya (Kansk-Achk region) to Vladivostok 

Presently, there st111 exists a formal system of annual planrung of coal traffic - by destxnation raxlway 
wlth breakdown by quarters, but the mam form of operational pl-g is a quarterly plan of 
origlnatmg freight with breakdown by months All traffic outside of the monthly plan, as well as 
traffic with additional requlrements (espec~ally local) can be carried by reglonal ralways for a 
negotiated mff 

Coal transport is carrred out on MPS' tecbcally better equlpped madmes, mady  electrified 
double track, w~th up-to-date signals and cornmumcations systems that can handle the high level of 
traffic and heavy loads associated with the movement of coal The use of these lmes for massive 
flows ensures rmnuIllzation of operational costs, whlch is an unportant wnsrderatlon for coal flows 
With the overall declme of freight levels on the MPS network, capacity of these rmn lmes 1s 
suffic~ent to handle even the most robust of coal projections Even if normal ralway operations are 
ensured, MPS experts estmate that the exEtmg capacltles or mam h e s  would be sufficient to support 
an addmonal20% - 30 % growth m coal transport 

Whle the network-wide average share of elecmc tractlon m freight traffic was 73 0% m 1992 
(official statistics), the conespondmg share m coal trac (that IS mostly camed on double-track 
electrified ma~dmes) was esmated to be much hlgher 

electric traction - 90 96 of coal traffic (ton-lalometers) 

double-track routed - 75% of coal traffic (ton-laIometers) 

Rollrng Stock Used m Coal Transport 

The coal mdustry ra11 fleet can be d~vtded mto two major categories (1) mrunlme wagons (general- 
purpose box cars, hoppers, tank-cars), and (u) speclal-purpose equipment (mdustrial electrlc shunters, 
mme traction umts, 105-ton dump-cars, etc ) Industrial locomot~ves and spec~al fleet never leave the 
PTU network (except for capltal repar) 

The most dormnant type of wagons used for carrymg coal is general-purpose box car Coal is 
transported only m "topless" box cars, sometimes termed "half-wagons " Thls results m a 
considerable mcrease of the turnaround tlme of coal wagons that have to be unloaded "manuallyn 
(especially, m case of a solld frozen coal mass m m t e r )  The strong central efforts for the Inter- 
agency urufication of wagon fleet, btased by a big mfluence of metallurgy indusmal transport needs, 
have resulted m the large-scale production of hatchless modifications of box cars that do not perfectly 
suit the coal transport requlrements (especially for decentralized and mnor customers who cannot 
afford buylng specialized unloading equipment, like wagon-tipplers) 

Cl~ents may also transport coal in rented or owned wagons that are allowed to go out to the MPS 
mainlmes (which is determined by their technical and commercial status Madine wagons owned by 
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PTU's and coal enterpmes are also mostly (though not entrrely) for mternal use Only 3 5% of total 
frerght carned in industnal wagons has actual destination outsrde of the PTU network Sirmlarty, less 
than 3% of coal leavmg the PTU network is carried m rndustnal wagons (100% of exported coal IS 

camed m the MPS wagons) That means that the 25 % tanff discount for the transport of coal loaded 
m non-MPS wagons cannot play any sigmficant role m the econormc relabons between rrulways and 
coal enterpmes 

Mmor repar of wagons (llke fixrng holes m box cars, replacement of wheel brakes, etc ) IS 

rouunely arranged "as needed" on a contractual basis between the ra~lway (MPS) and the PTU ( m e )  
That means that both the PTU can reparr the MPS wagons and the MPS can reparr the mdusmal 
wagons - brllrng each other for every indrv~dually repaired wagon at a negotrated pnce of semce 
PTU's also have some llrmted facilities for routme repair of therr track, locomotives and specialued 
fleet But the bulk of the reprur of mamline-type wagons (hoppers, box cars) and locomotives - even 
those owned by the PTU - IS mostly contracted out to the MPS repar facllibes 

Wagon Capaczty The present day mventory of box cars IS more than adequate to serve coal traffic 
although the percentage of box cars that require repalr 1s extremely hlgh In 1990 Russian radways, 
broad gauge fleet of box cars was reported to total 197,000 Slnce most coal n transported over 
electrified and double-track routes, the average frerght speeds are hlgher for coal than for all frerght 
Accordmg to the World Bank's analysls (see attachment at the end of h s  part detaullng methodology 
used to assess the economc costs of coal transport rn Russia), a IS estmated that only 64,000 cars 
are needed to handle coal flows wrthm Russia Thls assumes 350 days of operatrons, 65 tons per 
wagon, an avalabil~ty factor of 85 % , an average transit speed of 35 7 $h, 29 hours for loadrng and 
unloadmg, and 2 13 hours' delay for every yard encountered en route for umt tram and 10 19 hours 
for mured trams 

Average wagon turnaround tune IS not reported separately for box cars of the MPS general-purpose 
fleet, but ~t can be calculated for dfierent scenarios of coal transport demand level Operational 
statrstrcs of the Russ~an (and FSU) rad sector reflect the average wagon turnaround mes for the 
whole network and by regronal radways, wrthout breakdown by duections (the 1992 network-wide 
average freight wagon turnaround tune was 6 81 days) Smce coal tn Russia is mostly transported m 
the MPS fleet of general-purpose box-cars, data on the average coal transit time can be used to 
estunate the loaded haul component of the box-car turnaround tune 

Whrle network-wide (former USSR) average frerght translt tunes for 1 ton of frerght (not only coal) 
m 1991 and 1992, the average speed of frerght movement are shown in Exhbrt 6 (February and 
September are accountmg months) These data are not broken down by specific corridors and 
segments m the rmlway performance statrstrcs 

Exhrbrt 6 - Coal transat tames an the FSU rarl network 

Commodity 

All freight 

Coal 

Year 

1991 

1992 

1991 

1992 

September February 

Average 
transit tlme, 

days 

4 8 

4 2 

4 6 

3 7 

Average 
transit tme, 

days 

4 9 

3 9 

4 3 

3 5 

Average 
speed, 
kmlday 

226 

260 

242 

279 

Average 
speed, 
lan/day 

215 

256 

239 

268 
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Caol Tram Coal moves pnmanly m m t  trains In 1991-1992 the network-klde share of freight 
tonnage camed by m t  trans was 34 7-34 9% for all freight and 67 0-64 8% - for coal If the 
problem of providing better economc incentives for the coal senders to form u t  tram by themselves 
could be resolved, t h ~ ~  would have yielded a suable economc effect to the rtulway transport In 1992 
the network-wide average length of non-stop haul of a coal u t  tram (without stoppmg at marshaling 
yards) was 837 Mometers 

The tndusuy-wrde average number of wagons formed m m t  trans is est~mated by RosUgol experts 
as 65% out of all PTU-loaded wagons, whlle for speclfic coal flows, llke Vorkuta -Cherepovets, 
Vorkuta - Novollpetsk, etc , a exceeds 80% (It used to reach 98% for coal onglnatrng from the 
Elubastuz Coal Basin m Kazakhstan, where expements wth super-heavy tram of 36,000 tons of 
coal were betng held in late 1980's ) 

Currently the MPS normative weight of a coal u t  tram vanes between 2,300 and 4,500 tons, 
depending on the local condrtions A regular box car should normally carry 67 tons of coal, but the 
continuous shortage of coal wagons makes the PTU's overload by 10-15% those that are avalable, 
thus causing addttional losses of coal m transit and coaldust pollution of atmosphere and soil along 
the major coal transport routes 

The average number of wagons m a u t  coal tram is d e t e m e d  according to the normative gross 
weight of tran for the given radway segment or dlrection, wagon gross wetght (up to 92-93 tons for 
a coal-loaded metal box car), as well as operational length of arnvalldeparture tracks at the stations 
of the gtven segment (dlrection) Thus, with the normative tram werght of 4,600 tons (wlthout 
locomotive) such tram can consist of 50 box cars weighmg 92 tons each These tram can be handled 
If the station's operational track length is 850 meters and more Freight tram locomot~ves do not stay 
wrth the m t  tram as they are operated along specified tracuon segments Independent of the number 
of locomotlve u t s  (2 or 3) all locomotlve crews consist of two people - engineer and assistant- 
engmeer 

In 1992 the network-wrde average stattc load for a box car was 59 4 tons (on standard-gauge tracks) 
The same number for coal-loaded wagons was 67 0 tons, the difference being explamed by the 
existence of a certam number of &axle box cars capable of carrymg 125 tons of freight 

Tram weight varies for d~fferent direcuons of coal flows and depends on the normative gross weight 
of tram for a given direcbon, as well as on the normatwe length of traxn that deterrmnes the maxlmum 
number of wagons m a u t  tram (as shown m Exhrbit 7) 

Exhibit 7 

Marshalling, transfer and train operations at the MPS stations and routes are carrted out for coal 
trams m the same regular way as for any other frelght If a u t  coal tram consists of wagons 
traveling to one destination station (or one dest~natlon area), i e if it is a frelght-owner's or technical 
unrt train, it passes through marshalling yards without reclassification The network-wide average 
tune spent by such trains at technrcal stations is 2 13 hours If a coal tram must be reclassified at a 
techcal  statlon, it stays there 10 19 hours (network-wide average for 1992) 

Number of box cars m a 
coal tram 

Average amount of coal 
m a tram, tons 

50 

3,130 

55 

3,440 

60 

3,760 

65 

4,070 
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The number of marshalling yards along spec 

Exhlbit 8 

Coal a loaded almost ent~rely, and unloaded 
predormnantly, by freight-owners and are thus 
not charged by the mlway (For an idea of 
the volumes and shares involved m coal 
loadmg/unloadmg operations, see Exhibit 9 
and data provided m the statistical appendix 
attached ) In case these operauons are done by 
mecharwd loadmg/unloadmg railway u t s  
that are cost-accountmg enterprises w i t h  the 
rmlway &vlsions, this work can be charged at 
negotiated prices These prices (fees) can be 
differenmted dependmg on the volume of 
work done In pmciple, rates for these fees 
may also depend on other factors that affect 
the cost of operauons, etc 

- 
Kuzbass - Urals 

Vorkuta - Cherepvets 

Kuzbass - Urals - Penza 

Neryungn - Far East 

There are major specialized coal temunals 
with high-capacity loading/unloading 
equipment and appropriate track development 
wthin the industrial ra l  networks of coal, 
energy, metallurgical and other sectors, as 
well as at a number of sea and nver ports 
These terrmnals belong to correspondlug 
agencies, associations, enterprises 

3 

3 

6-7 

4 

At present MPSswned coal-unloadmg 
equlpment is located at open-access premses 
of freight-handlmg stations There are 4,177 
such stations w i t h  the rail network of 
Russia, havlng 616 elevated tracks (with 
average operat~onal length of track belng 155 
meters) These devices can be used for 
unloading box cars with hatches m the floor 
that cany coal or other cargo In the past, 
the rail sector used to be a mqor consumer of 
coal up till 196OSs, through the penod of 
steam tractlon domtnance At that time coal 
unloadmg equipment could be found at every 
techcal  station, at major passenger stations 
and a number of fre~ght stations This 
equlpment was also an Important component 

:ific coal transport drections IS shown m Exlubit 8 

Dependmg on the orgamzational form of wagon 
flows (freight-owner's umt trams, techcal  umt 
trans, throughway trams, etc ), tram can pass 
through these yards either with or without 
reclassification 

Coal loadrng and unloodrng and ownershp of 
ternunals 

Exh~bit 9 Volumes of Coal Loaded by RosUgol 
Associations and Preparation Plants m the Flrst Half 
of 1993 (%) 

ROSUWL Grand Total 

Novosibantluac~te 
Severok~~bassUgol 
BelovoUgol 
Sibkon 
Raspadskaya Mrne 
L t ~ U g o l  
ProkopyevskUgol 
ICselevskUgol 
KumcrskUgol 
Jo~m Smck Company Mezbdurtcbye 
Kubassugleobogashchemye 
KuzbsJrrPmzUgol 
Jomt Ventun Russln Cod' 
Yuzhllly Kuzbus 
?iWDXlX R4.W Total 

Vorgashoakaya m e  
VorkutaUgol 
IntaUgol 
PECHORA BASIN Total 

Borodlnsky Mlne 
KrsJnoyankUgol 
KANSK ACHINSK BASIN Total 

KuelUgol 
S h u m k h s l r ~ y a  Mine 
VakhrushcvUgol 
ChelyabmskUgol 
BashklrUgol 
UWS REGION Total 

KhakasUgol 
Voso~bUgol 
Dal vostUgol 
PnmonkUgol 
YakUtUgol 
FAR EAST REGION Total 
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of steam locomotive depots, fuel storage bases and warehouses, railway power supply umts Now thls 
equipment is being used only partly - for meeting the ra~lway enterprises' and orgmzations' demand 
for coal 

Coal Tanffs 

Transportation of coal m the m n  type of wagons (box-cars) is charged accordmg to Tmff Schemes 
NO1 and NOZ with adjustment coefficients Set by the Comrmttee for Pnce Policy of the Russian 
Federation As for other freight, current tariffs for coal transport are based on the average costs of 
transportation by wagon welght at vanous distances D~fferentiation by weight of wagons are 
calculated accordmg to Part 2 of Tariff Instruction No 1 Tariffs llsted therem vary by wagon load 
and by ton-lan, and, as decreed, must then be multiplled by the official Inflation adjustment 
coefficients In addit~on, these rates must be multiplled by a VAT of 20% 

The nuscion reviewed the official tariff book and exarmned the variation of rates over distances for 
wagon loads of between 64 and 66 tons To approximate the changes therem, rates should be 
calculated accordmg to the methodology outlmed in Exhlblt 10 

For all domest~c shipments, coal 1s priced m Russia on the tenns of FOB (Free on Board) at the 
origm MPS station That means that the seller is only prov~ding coal transport to the MPS junction 
statlon, and all further freight and murance costs are included by the MPS in its transport tanff that 
has to be pad  by the buyer, as well as any further clams for mshandled cargo have to be addressed 
to the MPS In practee, however, the buyer pays the MPS tanff only upon delivery So, the seller 
(either a coal mne, or a PTU, or a coal sales company) who IS at the same tune executmg the coal 
forwarding functions, has to pay the advance on the M P S  tariff at the origin station Now that most 
industrial enterprises are dramatically short of funds and ra l  tariffs are constantly growmg, these 
advanced payments become a heavy burden on the coal enterpnse's meager circulat~ng assets and 
decrease hls financial vlabil~ty The burden is particularly heavy with respect to coal exports 
Accordmg the marketing arm of a coal association m Kemerovo, the coal sales company does not get 
reimbursed by the buyer or the coal m e  when sellmg coal for export 

Except for advancing the transport tariff payments, practically all other financial relations between 
a PTU and a ra~lway are concentrated around wagon handlmg The 5-year contract on transport 
servlces signed between the coal enterpnse and the rallway (see para 1 6) regulates the baslc form 
of assessing the wagon handling performance and mutual charges and sanctions The two partles 
decide on whether to use fmes agamt the violations of normative wagon turnaround tlrne or wagon 
demurrage charges (the latter being a farly recent movation) In case the PTU wagons are damaged, 
rmspiaced, withheld or even lost on the MPS routes (which 1s not infrequent with ever-laclung tank- 
cars), the wagon owner clalrns fme sanctions on the MPS And the most recent practice is to shlp out 
valuable cargo escorted 

Before the contract is signed, the status of mdustrial lmes and loading facil~ties is jointly exarmned 
by the two partles and registered in a special act The purpose of exarmnation is to d e t e m e  the 
normative wagon turnaround tune for the particular mdustrlal s~ding (calculation IS based on 
maxlrnum technological capacities of a coal-loading facility and on the nomnal length of haul along 
the mdustrial lme - a wagon-tippler at a large coal-concentrating factory can operate for up to 20 
hours a day at a rate of 20 m u t e s  per wagon) This technical normative is rncluded m the annex 
to the contract - "Joint Technological Process", and becomes one of the two most Important criterla 
in mutual economc sanctions for wagon mishandling (see the table below for the current economc 
sanctions for failing to meet these normatives) 

On the other hand, the railway is always lnterested in decreas~ng the normative wagon turnaround 
tune for the PTU Formally, PTU's may clalm for increasing this tlme d their length of haul has 
grown during the 5-year period because of the mne development and extension of tracks But 
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Exhibit 10 Russian WIway Freight Rates for Coal 

Rates llsted below are taken from the rallway tanff book as of 1989 To get current rates, one 
must mult~ply the base tartff mes the mtlation factors prov~ded below 

To obtam rates as of December, 1991, multiply by 1 88 
To obtam rates as of December, 1992, mult~ply by 81 1 
To obtam rates as of September, 1993, mult~ply by 1,005 64 

THE FINAL RATES MUST THEN BE MULTIPLIED BY A VAT OF 20% 

BASE TARIFF RATES FOR COAL BY WAGON 

The following rates apply to one wagon load of coal, contammg an average load of between 64 
through 69 tons 

For Distances of Tanff ls 

0-50km 
51 - 100lan 
101 - 300 1an 
301 - 600 lan 
601 - lo00 km 
1001 - 1500 lan 
1501 - 5500 lan 
5501 - 11,190 km 

61 Rubles 
61 + 18 (total distance rmnus 50) 
72 + 18 (total dlstance rmnus 100) 
107 + 19 (total dlstance mnus 300) 
170 + 17 (total dlstance m u s  600) 
247 + 17 (total dlstance mum 1000) 
348 + 19 (total distance mus 1500) 
1122 + 21 (total Qstance m u s  5501) 

BASE TARIFlF RATES FOR COAL BY TON 

Assunung an average load of 66 tons per wagon, the followmg rates apply to 1 ton of coal. 

For Dstances of Tanff s 

0-5Okrn 
51 - 100 km 
101 - 300 krn 
301 - 600 h 
601 - lo00 lan 
1001 - 1500 km 
1501 - 5500 km 
5501 - 11,190 km 

92 Rubles 
92 + 0027 (total dlstance -us 50) 

1 091 + 0027 (total dlstance nunus 100) 
1 62 + 0029 (total chtance mums 300) 
2 58 + 0026 (total dlstance m m s  600) 
3 74 + 0026 (total dlstance m u s  1000) 
5 27 + 0029 (total &stance rmnus 1500) 
17 00 + 0032 (total dlstance rmnus 5501) 

Examples 

1 ton carried 1000 km = (3 62*1,005 64*1 20) = 4,368 5 Rb or 4 3685 Rbiton km At exchange 
rate of 1200 Rb/US$ = $3 64 per ton for 1000 km 

1 ton carrled 2000 lan = (6 72*1,005 64* 1 2) = 8,109 48 Rb or 4 05 Rb/ton Ian At exchange 
rate of 1200 RbNS$ = $6 76 per ton for 2000 km 
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mult~ple disputes between ratlways and PTU's about the revlsion of thls normative are rarely resolved 
m favor of the PTU, because accordrng to Article 75 of the st111 actlve Charter of Soviet h l  Roads 
(federal legal code enacted m 1964) the hghest instance for resolvmg confl~cts that involve a radway 
uxut 1s the Mtlllster of W w a y s  Accordmg to RosUgol, the new draft Rad Road Charter (submitted 
by the MPS) IS also based on thls old "monopoly-power" approach 

The use of wagon demurrage payments Instead of fines could probably be considered more 
financially lucratrve to PTU's, since these payments are accounted for as rated fixed assets that can 
be mcluded m the cost of production (unlike fines) But m practice, h s  would only make sense d 
the appropriate adjustments are made to the h@S transport tanffs, that now, accordmg to RosUgol, 
lnclude the charge for the use of wagons by the PTU durlng the normatrve turnaround me 
Otherwise, the PTU's would be paylng twlce for the first hours of wagon use - as demurrage and as 
tarlff 

Exhlba 11 Pen@ Charges Used for the WoZatron of Wagon Handlzng ScheduZe by MPS and 
RosUgoZ (effectzve sance May 1993) 

A Non-com~llance wlth the ~ l a n  of coal shloment 

(1) for traffic planned both in tons and m wagons 162 Rbl lton 

(2) for traffic planned m wagons only 8 1 1 Rbl Iwagon 

B Delav of wagons handlrng (agiunst normatlve tune - for fre~ght owner, and agatnst schedule - for 
carrier) 

1-6 hours 
7- 12 hours 
13-18 hours 
over 18 hours 

48 66 Rbl /hour 
97 32 Rbl hour 
145 98 Rbl /hour 
243 30 Rbl hour 

C Delav lea&nn to falure to form a scheduled unit tram 

6,882 5 Rbl /tram 

The second normatlve mcluded m the 5-year contract and the Jolnt Technological Process agreement 
is the scheduled supply of empty wagons by the railway Naturally, since the overall revenues of a 
coal enterprise are entlrely determmed by the number of coal wagons shpped to customers, PTU's 
are Interested m the adequate and tlmely supply of empty wagons, because the lack and/or ~ ~ ~ e g u l a n t y  
of wagons makes the m e  accumulate the extra coal m storage p~ts (whlch doubles the unproducuve 
loadmglunloadmg operations, mcreases operating costs by 25 2 (Before the Ilberallzahon of pnccs, 
coal storage at m e  added Rbl 5 to the Rb6-7 per ton cost of produced coal ( h s  lncluded additional 
energy consumption for coal unloadmg, crushmg, vent~lation, storage equipment and mtenance)  
Currently coal storage at m e  adds Rb1,OOO to ~ t s  ex-me  cost ), deteriorates the quallty of coal and 
mcreases its losses caused by spontaneous b u m g )  

Fmes that the rallway has to pay for the v~olation of the agreed wagon supply schedule have also 
been rarsed But, agatn, accordmg to the current Ra~l Road Charter, railways assume only LIMITED 
LIABILITY for the losses caused by the v~olat~on of schedule Slnce May 1993 these fines are only 
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162 Rubles per ton, or 811 Rubles per wagon, or per 6,882 5 Rubles per w t  tram And the still 
exlsting monopoly power of h i e r  allows the MPS railways to Impose 10-fold drrect and indirect 
charges on thelr customers m the form of various penalties, wagon-clemg costs, etc 

Unit tram are another hdden burden on PTU's Officially, lt has never been PTU's duty to dellver 
wagons wtth coal to the M P S  juncuon s m o n  formed m w t  tram 5-yea. contracts and JTP 
agreements between PTU's and mlways have been and stlll are complled and monitored m tenns of 
tons and wagons, not tram Moreover, RAIL TARIFFS FOR TRANSPORTING COAL DID NOT 
AND STILL DO NOT DEPEND ON THE FORM OF HANDLING (BY WAGON OR BY UNIT 
TRAIN) Nevertheless, under the previous system of relatlonshps between PTU's and rdways, the 
latter used to have a wide range of "carrots" and e stick;^" to encourage the PTU to form w t  trams 
of coal by themselves (e g the rarlway pard bonuses to PTU traffic controllers for theu additional 
tram-fomg work, also, most cooperative PTU's would more llkely get longer wagon-loadmg tlme 
norms when revlslng the JTP specifications with the rarlway) Currently PTU's have virtually no 
lncenuves to keep formmg m t  trains for the rallway Under the current a t i o n  rates, the M P S  
quarterly bonuses do not even cover the costs of thls extra-work done by the PTU's But st111 the 
percentage of coal wagons arranged by PTU's m umt tram 1s rather hgh 

Assessment of Coal Transport Costs and Rates 

MPS' cost accountmg system does not stratify costs by commodity groups so estunates of the cost 
of carryrng coal must be denved from network wide operational costs on the basis of coal's share of 
overall trMc on the system 

Smce the network-wide operational costs for freight traffic m 1992 (all types of traction) totaled m 
Rb368 blllion and the traffic share of coal was at the level of 20%' the operational costs for coal 
traffic were not higher than Rb73 6 billion (m 1992 the network-wide traffic was 1,967 1 billion tanff 
ton-krlometers, and the cost of 10 tanff ton-lalometers was Rbl 871) But thls estlmate has to be 
adjusted for the following spectfic peculiant~es related to coal traffic 

(1) hlgh statlc wagon loads and above-average gross welght of coal umt tram, 

(11) the bulk of coal traffic is carr~ed along the electdied routes wlth the average traffic cost of 
163 5 Kopecks per 10 tanff ton-lulometers, which is 16% lower than the network-wide 
average (187 1 Kopecks), 

(111) coal loadmg and unloading operations are predormnantly done on the mdustrial lmes 

These peculiarit~es decrease the railway cost of transporting coal by 13-14%, thus totallng m 1992 
m about Rb63-64 blll~on instead of the rnax~murn estimated level of Rb73 6 bill~on Hence, the 
rallway cost of transporting coal m 1992 was 16 Kopecks per ton-lulometer 

Consequently, with the total 1992 volume of loaded coal bemg 322 1 mdlion tons (of whch 319 0 
d ~ o n  tons on standard gauge) the railway cost of thansportmg coal was Rb197-200 per ton 

In 1992 the network-wlde average Income rate for coal traffic was 168 86 Kopecks per 10 ton- 
lalometers So, wrth the average length of coal haul bemg 1,237 lulometers, the total Income of 
rdways for transporting coal was Rb66 6 bill~on 

Thus, m 1992 railway clients paid about Rb208-210 per ton of coal carried and 16 9 Kopecks per 
ton-lulometer of coal traffic 
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World Bank Assessment of The Econornrc Costs of Coal Transport 

From MPS's own calculations, 11 IS clear that the cost of moving coal IS at least 13 % - 14% cheaper 
than other types of frerght At the same tune, although coal rates m Russia today are used to 
subs~dlze passenger losses, as a all freight, MPS' coal rates result m a "profit of only 5 % , accordmg 
to MPS' calculat~ons of coal transport These calculatrons, however, are based on average transport 
costs of the entlre MPS system, mcludmg the operation of BAM and other less mtensively used lines 
m the MPS system 

To assess the current "falmessn of coal rates m Russ~a, the msslon has attempted to estlmate the 
economc costs of movmg coal In domg so, the analysls first attempted to estlmate the wagons and 
locomot~ves needed to transport coal traffic at 1992 levels, takmg mto account coal transit tlmes, 
locomotive speeds, loadmg and unloadmg times, average tons per wagon, avadabihty and utilmtion 
levels of rollmg stock "dedrcated" to coal transport and provrded a bas~s for assessmg the amount of 
caprtal cost, depreciation, and operatrng costs (mcludmg crew costs, maintenance and energy costs) 
assoc~ated wrth these assets that should be charged to coal transport To these costs, port~ons of the 
railway other costs must be added lncludmg track mntenance, s~gnallmg and telecommulllcatrons, 
transport costs, adrrrrmstrative/commercral costs and capltal lrnprovements necessary to the 
preservation of frerght operatlons in the long term Specific assumptions are detailed in an attachment 
to this part of the Annex The results of thls analysis are s-d m Exhlb~t 12 and detarled m 
Exhlbits 13 and 14 at the end of this part 

Accordmg to MPS analysis, the cost of coal transport is about 13%-14% less than network-wide 
average operatronal costs smce most coal moves m auut trams, the bulk of coal moves along 
elemfied route w~th an average cost of 163 5 Kopeks per 10 tariff ton-lulometers, 16% lower than 
the network-wide operatronal cost of 187 1 kopeks, and slnce coal loadtng and unloadmg operations 
are predommntly done on the lndustnal lines Accordmgly, the ralway cost of transportmg coal m 
1992 was 16 kopecks per tkm Since the average tmff pad by coal customers m 1992 was 16 9 
kopeb per tkrn, ~t would appear that the radways made a "profitsn of only 5% on coal transport m 
1992 

As thls analysis is based on average transport costs, ~t does not really help m assessing the degree 
to whch the rates or costs reflect the costs of haulmg coal m the long term At best the analysrs 
demonstrates that the railway's profit margm IS rather sllrn, on the other hand, ~t d ~ d  not need much 
profit In the past as many cap~tai mvestments were funded from the budget To address these 
quesoons, as described m more d e w  in the coal transport annex to thls report, the rmssion undertook 
to assess the underlymg economc costs of coal transport m Russia 

The Bank's resultmg estmate of economc costs In US$ per tkrn (at an exchange rate of Rb1200 
= 1US$) average US 0 3 cents Thls estlmate assumes that 111put costs approximate world pnce 
levels except for rolling stock, whlch are assumed to remaln for some tune at 60% of world pnce 
levels accordmg to an EBRD-financed study of the Russran rarlway system At full world prlce 
levels, the economc cost mes to 0 4 US cents per ton-lulometer This estlmate also assumes that 
64% of coal flows move on ulllt trams and 36% on muted trams and that all coal trains outs~de of 
termmals move on electrified tracks The estlmate lncludes cap~tal costs for track, rollrng stock, 
information systems, and mtenance  equipment By cornpanson, the average rate of current 
MPS tanffs w eqmvalent to US 0 4 cents. Thus, accordmg to t h ~ ~  analysw, exlstmg MPS coal 
tmffs exceed the econormc costs of coal transport, although only by about 10% 

These transport costs reflect only the costs of movlng wagons from the~r onglnatlng pornt to their 
destinatron on the MPS m n  ralway network Loadrng and unloadrng and transport from the mmes 
to the loading pornt and from the network unloadrng polnt to the destmat~on on the sidmg of the 
ultrmate coal customer are not handled by MPS These costs are therefore not reflected in the base 
transport rate The loading of coal into rail wagons and the transport of these wagons from the mines 
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Exhibit 12 Economc Cost of Coal Transport by Distance Shlpped 
Ir i 

Segment Cost per rkm Cost per ton Cost per Uun Cost per ton 
I)- I mu* I Y U S  I m U  I YU 

50-100km 0013 090 16 78 1 175 
00 km 
avenge) 

ll27tm loom Ir ta  I r a  I s m  
a v e n ~ c  

W Levels (September 1993) 
I 

Cost per llaa Cost per ton 
m U S L  I m US$' 

% above 
ECOMI~UC 

Corn 

7% 

12% 

12% 

13% 

5% 

3% 

2 % 

to MPS IS handled by h v i d u a l  coal transport enterprises (PTUs) At the unioadmg end, mdustnal 
srdmgs and unloadmg equpment are owned by the customer Altogether, the lndustrlal coal lmes 
owned by these PTUs total 6271 Ian, over whlch 6 5 blllion tkrn are expected to be camed m 1993 
at Rb22/tkm, for a total of Rb143 blll~on Ths  total represents a cost of about Rb444 per ton, or 
US$O 37 at an exchange rate of Rb1200 = US$1 It should be noted, however, that the PTU ton-km 
figure mcludes movmg coal from m e s  to preparation plants as well as to MPS lrnes for shlpment 
Perhaps, therefore, the total can serve as a proxy for total loading and udoadmg costs 

To assess the reasonableness of the Bank's estmte,  the result was compared to coal transport costs 
by rail in the United States since the US radway system is most comparable to Russia's in terms of 
traff~c levels and geographic slze According to a major US radway, the average financial cost (to 
the railway) of movlng coal over one of 1ts major coal routes is US 8 cents To translate this cost 
mto economc costs, one should exclude payroll taxes (about 7%), corporate income taxes, and higher 
rates of depreciation for exlstmg rarl assets 

According to the AAR, average US ralway costs are profiled as follows labor - 38 8 46, payroll 
taxes - 7 6 % , depreclation - 9 % , fuel - 7 1, loss and damage - 6 7 % and other - 39 % To be 
comparable, therefore, one should deduct the payroll taxes, much of the depreclation for bulldmgs 
and structures, and a large portlon of the loss and damage slnce MPS does not assume much liability 
for losses As these alone total 33 3%, it would seem reasonable to assume that US econormc costs 
of coal transport would be at least 30% less than the financial costs and perhaps as much as 35 % 
If so, a reasonable estunate of economc rad costs for coal transport in the US would be about US 
0 5 cents per tkm To be comparable to the Bank's assessment of the economc cost of transportxng 
coal m Russla, the US figure must be further reduced to reflect the facts that (1) coal is transported 
by diesel-powered locomotives m the US rather than by electrlc traction, and, (2) the Russian estunate 
does not incorporate loadrng or unloading costs 

Accord~ng to MPS, the network average cost of electric-powered freight was Rbl 635 per 10 tkm 
whlle the network average cost of d~esel-powered freight was Rb2 516 per 10 tkm, a differential of 
54% If the same differential were applied to US fuel costs, 54% of the 7% (or 3 8%) fuel costs 
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shouId be subtracted from the US cost estunate Thls adjustment would reduce the estlmate of 
economc costs m the US to about US 0 48 cents per tlan 

To adjust for loading and unloading, perhaps the best way would be to add back these costs to the 
Russian estlmate If we take total PTU costs as a proxy for both 10-g and unloadmg costs, it 
would be necessary to mcrease the total costs of coal transport by about 7% before any adjustments 
are made to convert k s  cost to econormc pnces The afference between current costs and the Bank 
estimate of economc costs of coal transport m Russia is about 2 33 tunes (0 4 cents compared to 0 16 
cents per tkrn) If th~s factor 1s applied to the storage costs, it could be mferred that one should 
lncrease the economc costs of coal transport m Russia by about 16 3 % Thls would make the Bank's 
estlmate of the economc cost of coal transport, assummg full adjustment to world price levels, about 
0 47 cents per tkm, and es tmte  very close to the 0 48 cents estlmate of US economc costs, as 
adjusted above Another companson should perhaps be made to Chma's rmlway system A World 
Bank analysis (1988) found that the nat~onal average econormc cost for freight was 0 6 - 0 7 
centdtkm, but h s  figure lncludes loadmg and unloadmg costs and a hgh percentage of lesel- 
operated trams 

What qlicatlons does thls finding have for railway rates in general and for the coal mdustry m 
partlcularv Fust, given the increasing costs of coal production and the vulnerab~lity of coal to 
substitution for other fuels, Government may wish to take all measures to try to help keep the pnce 
of coal as competitive as possible to avoid even greater decllnes m production If so, one measure 
to thls end would be 

To avoid pernuttmg coal fre~ght rates to mcrease faster m future than mflahon as they already 
exceed economc costs Fortunately, the most recent tariff agreement for the rallways allows 
automatic Increases tled to the wholesale and consumer price mdices, but reduced somewhat by a 
special formula In theory, therefore, this policy is already m place (provided the coal seller can 
overcome the problem of worlung capital erosion associated wth havlng to pay transport costs 
"upfront" when fre~ght IS taken "on-board," and getung re~mbursed sometlme later after accounts have 
cleared from the buyer) 

Smce the Bank's calculations of costs includes capital costs for locomotives, wagons, track 
rehabilitation of 12,000 kmlyear and a capital program (mcluding mterest) for acquiring more modern 
MIS systems, upgrading telecommurucat~ons, purchasmg track mamtenance equipment necessary to 
tackle deferred mamtenance, as well as normal operatmg expenses, the present level of tar~ffs should 
be sufficient to sustaln the mlways over the longer term, provided the freight revenues from coal and 
other commodities are actually used to this end Unfortunately, MPS is not currently m a posntlon 
to do so as it Instead is diverting cash flow to cover passenger losses 

To ensure the lntegnty of the rad fraght network, Government should ensure that cross- 
subsi&zahon of passenger losses by fmght traf'fic cease In adhtron, Government should ensure 
that the nght &way Investments are made This means that proposed radway mvestments should 
be reassessed and pnoritlzed to meet the most urgent needs of the fre~ght radway system 

Moreover, it must be remembered that raIway input costs have not yet reached world levels, yet 
~ t s  current tanffs are about equal to the Bank's estlrnate of econormc costs Thls means that railway 
tariffs are likely to rise m future beyond econormc costs unless the ralway makes every effort to cut 
costs to match demand and become more productive to counter future increases 1x1 energy and other 
inputs as Russia's economy undergoes further adjustments to world price levels 

Government should thus ensure that MPS' costs are cut to match demand and to at least 
mamtaun produchwty levels adueved m the past 
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Russla's current rml tarrffs for coal are close to rts econormc costs In the US, however, coal tmffs 
are almost double the financral costs In Europe, Australia, and Canada, m l  rates for coal are even 
lugher In tenns of the competitrveness of Russla's, mdustry, however, one must recogme that the 
average transport distances coal IS moved m Russra are far greater than m these countries 

Thus, although stdl below raslway costs elsewhere m the world, the current trends regarding rate 
mcreases, together wrth the falure to date of MPS to recognize the need to restructure and monallze 
the d w a y  system suggests that the competitive advantage once afforded Russra as a result of havlng 
the world's most mtensrvely operated radway system is in jeopardy 

Based on experrence elsewhere, rt IS unlikely the radways wdl be able to solve then problems 
themselves Government wrll have to assst m a restructumg effort or o t h e m ~ e  m k  

fiuther erosron m rarl transport service wrth rts attendant cost, 
possible predatory behavror on the part of the raflway as rt attempts to defend its market 

posrtron, 
contmued large and unsustamable deficrts whlch pose a senous macroeconomc challenge for 

the overall economy 

Restructurrng an mdustry as complex as the railways, however, can take years In the meantune, 
there are some acttons Government could take to protect the competitrve posrtions of all MPS's frerght 
customers 

Reverse the polrcy of cross-subsid~zatron of passenger losses by frerght revenues and Instead 
provrde for passenger losses from the federal budget, 

Make subsrdies for these losses con&tronal on mcreasmg passenger service cost recovery to 
25% by December 1994 and 50% by December 1995 

Cease further mvestments m (a)rad passenger serqcc, (b) electnfica~on of new and exlstlng 
Ims,  (c)new mdustnal lmes, and (d) the Bad&-Amur d w a y  untd m depth economc and financial 
analyses are undertaken for each project 

Cease grvlag any preferential treatment to radways for provlsron of forergn currency, 
particularly for passenger mvestments which have low cost recovery and cam lrttle foreign 
currency 

Ensure no hlgh speed rml project IS undertaken unless all capital and operatmg costs are funded 
by a pnvate mvestor so that nelther Government nor frerght customers bear the burden of what IS 

llkely to be a costly, uneconomc mvestment 
In order to separate the polrcy, planmng and regulatory functrons of the radways from rts 

operatronal actlvrtres, consrder t u m q  the MPS mto an operatlug company under the aegs of 
another Government body, such as the Mmstry of Transport 

Improve cost accounting and develop network flow models m order to determme profitabilrty 
by lrne of economc acuvrty 

htrate a study to determme the degree to whlch regional ralways could be reorgmed to 
p e m t  ma-rad competltron 
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Exh~b~t 13 World Bank A n a l y s ~ s  of Econom~c Costs of Coa l  Transport by Russtan Ral lways t n  

US$ (assuming Cost of Rolling Stock = 60% of World Prlce Levels) 

Capital 
Coal 

w a s a  
US$ 

Capital 
Shunting 

Lows 
US$ 

Capital Track 
Ma~n Rehabditalion 
Locos costs 
US$ US$ 

Capital 
Improvement 

Program 
US$ 

Main Loco 
Electnaty 

Costs 
US8 

Segment 

Total 

Man Loco Shunter Shunter 
Cnw Crew Fuel 
Costs Cost Cost 
USS US$ US$ 

Loco 
Main 
Costs 
US8 

Wagon Track Transport 
Man Maintenance (md terminals) 
Costs Cost$ Costs 
USS US$ USS 

Segment 

Signall~ng Admtnstratlve 
telecoms Commuaal 

Costs Costs 
US$ US$ 

Total 
Costs 
USS 

cosw 
Ton Km 

US$ 

Costsl 
Ton 
US8 

Segment 

Total 
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Exhib~t 14 World Bank Analys~s of Econornlc Costs of Coal Transport by Russlan Ratlways m 
US$ (assuming Cost of Roll~ng Stock = Worid Pr~ce Levels) 

~ a p ~ t a l  Capital Cap~tal Track Capital Marn Loco 
Coal Shunting Maln Rehabrlrtation Improvement Eleunaty 

Wagons Locos Locos Costs Prqrarn Costs 
US$ US$ uss US$ US$ US$ 

Segment 

Total 

Ma~n Loco Shunter Shunter 
Crew Crew Fuel 
Costs Cost Cost 
US$ US$ US$ 

Wagon Track Transpart 
Marn Maintenance (ind tarminab) 
Costs costs Costs 
US$ US$ US$ 

Loco 
Mam 
Costs 
US$ 

Segment 

50-1 00 
250 Krn 
500 km 
lo00 km 
1600 km 
2500 krn 
3500 km 
5960 krn 

Total 

Srgnalliig Adrnin~trat~e 
lekorns Commerdal Total CosW CosW 

Costs Costs Costs Ton Km Ton 
US$ US8 US$ US$ US$ 

Segment 

50-100 
250 Km 
500 km 
1000 km 
1600 krn 
2500 km 
3500 krn 
5960 km 

Total 52 281 582 32 029 738 1 720 173 152 000s 534 



Assmpt~ons Used in The Cdcnlaban of Economc Costs 
for Coal FrergIrt Rates in Russia 

Based on data subrmted by Kemerova mtlways regardw cod traEic fim in Sepmber 
19B+ htetregmnal tbal tlows ma, Mway b r  I992 from MPS .data, from dkysis ofwal WWS 2 
owtwo  d l ~ m  togs via he segment, and data from Rosuglesbyt, it is estnnatedf far prpoaa 
ofmlys~s, that 1992's antwtat; cod trampad saws f 319 d ~ o n  tons on broad attuge tta&) are 
dism%uted in Russia as shown m the ale: below, a distrrbmon that approxltnates the average 
b@ of haul fur cod la IEussia for 1992 of 1,237 km The Plain puqme af Xi exetwe was 
to try to detemm the *or dtstances of c d  movements so as to estlmate the number of yards 
the -c mxght mvetse, the uanslt: ritnes anb tot& tmwound U e s  . ~ f  wagw ad: 
locomoitives In interms of actual tonnage carried, ~t was assumed that rat1 wagons and 
locoaohues fwtct: be needed ta compensate for cod losr m tramport It W ~ S  teported a t  as 
much a~ 5 - 6 tons per wagan are lost, which is somewhere beween 7 - P percent As an 
aveage, however, i~ was asmed S petcent wouid W bsr h tmat. 

48 &on 
48 d t o n  

, ljlEmWi0n 
48 d o n  
4&dIroIl - 
32 milrm 
22 million 
10 d o a  

Transit and total turnaroundtimes were derived by assucrdnganaverage transit t h e  of333 lrms 
per hour ltrma tbe d t s t a n ~  to: be traoeU&, TO tbs, 29 hours were added for ead  loadzng anb 
unloadmg gperabon and, depending upon the number of yards assumed to be e n c o M d  on 
rottte* 2-63 kwts fur wt tmmiyad and f0 19 hours for m e d  tram It assumed 35% 
of coat was sent m mixed tram and 64% ~p m t  trans & the average distance travelled by 
a mt trm w&out stoppa& W ~ S  reported to be 8 7  Ian, the ~tlwlber of yards mmntered for 
eacb route was estmated by drvldmg ds number mnta the total d~stance havefled For greater 
accuxiz&y, t h s  number was cross-referenced w~th  tbe! ra~lway map and descnptIoh of routes, and 
m a few cases, increased to take lnto account thc s p f t c  nmber of marshalEmg yards along 
specdie tab rootes as d~mbeli: the mztur report 

wagon R*aeklfs 

AsSurmng 350 day$ of operattons (there are downtuaes tbtortghout the system as a nsult of 
snow) and 65 tom per wagon (2 cconsrvahve assurnpuon since the average caal wagon contam 
66 7 tons of coal accord~ng to the Kemerutro railway), the requ~ted number of wagons loaded 
per day to s- each year's demands for each segment group was calculated D~vldtng th~s 
number by art assumed 60 wagons per train (the actual average 1s 70 for the Kemerovo railway), 
ylelded the wmber of trams loaded per day The number of wagons needed to meet this 
demand was thea derived by assmg the turnaround tmes shown above fot each sector, and 
by allawmg for a wagon avdabi11ty factor of 85% 
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The capital cost of the caIcofated wagons reqwred was denved by using EBRR c o n s n l ~ '  
estrmates of the economc cost of wagons for Russ~a EssenttalIy, their estlmate assumes the 
cost of Russian made equipment IS 60% of world pnce levels, T h  estimate was RW,W xn 
1990 rubles when the exchange rate was Rbl = US$170. This yrelds a- price of US$42,5@4 
per wagon Current estimates of world prices per wagon are m the l[fS$50,0aQ - 60,000 range? 
so the use of a US$42,000 f p e  IS actualIy between 70% - 80% of world prices, These casts 
were apportioned to coal traffic by assumag an economic I~fe per mgon of 22 gears t;wlu& 3 
the nosmattve operatrod llfe of box an accordmg to hafPS), a cost af cap~tal of 15% and an 
avarfabihty factor of 90% 

Based on the above determmed number of loaded trams required per day, the amber d 
locomotive lulometers required ta meet th.is demand was cafculated It was assumed that. he 
number of Eocomohve hiomefers for each tram would be double the d~smce travelled for each 
tram on the assumpon that there were no backhauls for cod wagons, 1 e 100% empy returns 
Amd requuements u s m g  OpetahQrlS fOr 350 days per year, and an mefficreacy factor 
of Id%+ Then, asstuning fi3,DO() kmfl0f:omotzve per year (MPS average) and an avrulabiI@ 
factor of 85%. the number of ~~~omoOves needed per year was caiculated MPS data &a 
recorded that each 1ocomoQve's annual haulage averaged 1 1 mlhon gross tlcm per day and 
travelled an merage of 420 per &yay, 

The cqxtd cost of the calmfated lacomohws requ~lted w n  denved by uslag 60 % of the- mtld 
pnce levels for a double un~t efecflric lwomotrve of US$3 0 d i o n  k was assumed that dl 
~acomaclues would be ebctnc (90% of mill haqorted moues on elecmrr Pries) These wsts 
were apportlohed to coat trafficby assuming an economc fife per locomotive of 30 years [whit& 
is the mmtiue opelat~omlhk according to W S j ,  a mst of cap~tdl of 15 %i and an avatlablllty 
factor d 85% 

Shunter Locomohves 

The number of shunter wagons needed was denved Erom the number of days spent by coal 
trams in temmds and us yuds TO calculate yard tlme, it was assumed that 65% of the tram 
were mi trams and thus would stay m yards an average of 2 13 hours, whrle 35% of the trans 
were w e d  and would stay an yards an average of 19 17 hours It was also assumed that, the 
average number of trim lulome&rs moved per hour in yards was 6 Ian, the average number of 
anaual kilometers per shunter was 46,000. km, avallablltty was 85%, there would be 350 days 
of operations, an rnefficiency factor of 10% and a cost of capital of 15% Capital costs were 
allocated % for matn locomohves, as~uming an ecanorrllc pnce per shunter by EBRD 
consultants Thts means that each shunter is US!$765,000 It was also assumed that d 
shnnter would have an econome l ~ f e  of 20 years, wfuch IS the operahue llre of diesel 
Iocomt~ves accordrng to MPS, and of shunters wlth hydrad~c gear 0 5  - 20 years), depending 
on the engrne power ratlng (eg 20 years for locomhves wth electnc gear is 25 years, so tht? 
20 year assumptton m the analysis seems reasonable 
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sty Casts The costs of e1echcity needed to coal rrm was calculated by 
mult~plymg the total tram Wometers repred for each segment by the avenge kwh per tram 
krlmetee on W S  of 331.928 by EBRD consuitants e s w t e  of the wmZd pnce ddemc~ty d 
US$O 06 per kwh For the zecord, MPS' w s t s  reported an average l~~him hour to be 
1,162 18 and 1,004 189 kwh per locmotnre tram hour 

IheseI Fuel Casts The costs of amel fuel needed to m the shunters (dl yatd ttatns ate 
dresel powered) was calculated by rnultqdytng total shunter tram hfometersby theaverage diesel 
consmpbon per tram ktIometer of 9 9 lrters at the world pnct of 'US@ 21 peg liter whrcb 
translated mto costs of US$B 2 7 h  (29 85 liters @ US$O 21 per 11ter) This takes mtzl 
bom~derat~on the fact that 59 4 kg of &eel Tuel are commed per EO,QOQ gross ttrm, with the 
average calculated gross we@t of one coal tram bemg 4372 tons, and die resultant consumption 
of dresel; fuel per one gross tram labmeter being 29 85 liters based an m e r t r r r g  Iulograms to 
liters 

Crew Costs Casts were calculated ass- annual crew costs of US$16,000 per pegson, 
whtch ~s about 8 times present rates m order to Bpproxmate world pme levels The 
marltrpllcatlon factor came from a oomparisonofmanpoww pmducbv~ty ofb/rpS to US rarlways 
that showed US radways were :e ieast 2 f trmw mtxe productive (m terms of tkm per 
empIoyee) P L s m g  an aftex t~ income of US czws of US$4a,000 per crew member 
(average stday m the US IS &out US$60,000r for treys] abd &vi&ng by 2 5 yxfded a fwel of 
WT6,OM) per petson, 

Locomotive Eklatlnt-? Costs were assumed to lie ,a$% of capital msts per bcomofive- 

Wagon ~ t ~ c e ,  Costs vere calculated usmg EBRD w~sd-' est~mate of the 
econom~ cost of wagon dntenance of RUI60 m 1990 ruble pncm I f s i  and exchange rate 
of Rbb = US1 7, &ese cost& were brought: to dollar values 

Track Rebb&tation Tmck tebabfliratm expepdrtures for the entire network were assumed 
to be as estimated by I3BR.D mmultants &I IZ~OM) lon of a t  replatemem ger year at the tate 
of RbX80.W per h 4 1990 pnces These were trimslated iato doltam at the rate of Rbl = 
USSX 7 which was wed m the EBRD rail sector dwey report The expenditures ne%essaryt 
were apportlontbi over the coal traffic on a ratlo of caaX tba trr- total tkm m 1992, assmmg ilp. 

econormc 11fe of the rauE replacements of 8 years 

Capital Investment Based on an assessment of! M'PS caprtal needs fur frerght traffic by 
EBRD consultants, it was esmted  that MPS should spend about US$500 rlllllion per year for 
five years on expendimes related fa track maintenance macIunery, MfS systems, mcluding 
wagon trackmg, tdecommmcaborrs, etc. The figute was assumed to bear a cost of wpitd of 
15% and to be deprectated ova a ten year life h was also assumed that these expendrtares 
w d d  be appartaoned over the Coal Qaffit on a fatlb of cod tlan to total tkm m 1992 
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Transport Costs, Stgnalllng and Telecomm~~~lcafion Costs, Admmstratxve Costs and 
Track Mmtenance Costs 

These costs were all handled m the same manner The costs were taken as rt percentage of 
total rafway aperatmg expenses (meamg that it was assumed that none of these costs wwid 
be borne by the passenger servsces) accordmg to MPS's u r n  analysis of thar percentage costs 
by category of expense These costs were then adjusted upward to Increase therr labor 
component to a more reasonable level HI terms of economrc prlces It was assumed that the labor 
portion of each was equal to 29% (on; the grounds that labor represented 29% of dl 
expenditures) and that these labor costs shauld be Increased by 8 times to bring them to world 
prlce levels The resulnng costs were apportioned over the coal ttaffic on a ratlo of coal tkra 
to total tkm m 1992 

The model was dso run using dl of the assumpham above but lncreaslng rhe pnces of roilrng 
stock klly to world pnce levels rather than usrng the EBRD consultants' estunates This meant 
that mam Itne iocomotrves were assumed to cost US$3 0 nullton, shunter iocomotives US$1 08 
mrlhon and wagons US$60,000 

OPERATIONA& STA~STICS SUPPORTING ABOVE ASSUMPTIONS 

lndtcator 

Average wagon turnaround tlme In days 
Wagon downtlme under one fre~ght operation hours 
Downtime of a wagon at one techn~cal stat~on hours 
Average dally wagon product~v~ty, ntkm 
Proport~on of trme a wagon In translt IS empty 
Average daily distance traveled by a loco tn km 
Average dally locomot~ve product~vtty gtkm (000 s) 
Frelght tram sector traff~c speed all tractlon, krnlh 
Fretght tratn technical traff~c speed, all tract~on, km/h 
Average fre~ght tram gross traff~c we~ght all tractlon t 
Average dally dtstance traveled by a wagon, In km 
% unitlblock trains 
% of task performed by electric tract~on 

-- - -- - - 

&!EST AVAILABLE COPY 4 1 
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PART II COAL W S P O R T  ON THE Ih'DUSllUAL, LINES 

MPS moves coal along Russia's ralway network but, for the most part, is not responsible for 
loading coal at the m e  sites or unloading it at power plants, district heating plants, steel nulls or 
other sites belonging to the end users of coal Nor does MPS transport coal from mnes to washeria 
or coal-concentratmg factories (CCF's) These activities are carried out by transport enterpnses that 
operate on Russia's extensive network of mdustrial lmes 

The almost sole source of revenues for the PTU's ~s coal transport A m o r  addition for PTU's 
IS providmg transport services to other, non-coal, enterprises w i t h  the network (see para 2 7), these 
services are provided by contract, using negotiated tarlffs (such tariffs are usually much higher than 
those for coal, since they include the mamtenance and partly capital costs of the non-coal, i e 
underused, track sidlng lmes) 

Organzzanon of Indusmal (Coal) Lrnes The former MIII~S~I-y of Coal Industry @bugleprom) used 
to include the Directorate of Industrial Transport whch controlled the operations of coal transport 
w t s  of coal enteqrises, the PTU's The Dlrectorate was responsible for fulfilling coal transport 
plans mdustry-wide and had broad authonty to control the work of mdividual PTUs, rangmg from 
settmg up normative techcal standards (whch often differ significantly from those of MPS) and 
operatmg regulations for new equipment and momtormg occupational safety to stopping the coal 
traffic and finng transport umt managers 

Upon the abolishment of Minugleprom and most of the other sectoral mrmstnes m late 1991, its 
functions were taken over by the newly established state enterpnse "Coal of Russia", which was agan 
reorgmzed in Aprll 1993 into the state enterpnse "Russian Coal Company" (RosUgol) The 
reformed Transport Dvectorate of RosUgol has remned its predecessor's functions of techmcal and 
operational safety standards, mdustrd statistics, and (optionally) new equ~pment procurement and coal 
marketmglsales It is not, however, any longer responsible for fuliillmg the coal transport plans - 
this responsibility IS now decentralued among mdlvidual coal enterpmes 

PTUs have become autonomous jomt-stock compmes with the majonty share of theu stocks usually 
belongmg to the Board of Directors of a local coal enterpnse Relatlonshlps between the Transport 
Dxrectorate of RosUgol and lndividual PTUs are now based on contracts that coal enterpnses 
voluntarily opt to sign with RosUgol for the provision of specific services The size of the contract 
IS deterrmned individually, most commonly dependmg on a c e m n  percentage of the coal 
amalgamation's revenues from coal sales (e g Production Amalgamation KrasnoyarskUgol pays 
0 27% of its annual revenues as a contract to RosUgol) Actually, only one coal transport u111t (PTU 
Uslnskoye m Kuzbass) has chosen not to sign any contract with RosUgol and to become a totally 
independent coal transport company (though, accordmg to RosUgol specialists, its performance has 
dropped sigmficantly ever since, because ~t could not afford repairmg and replacing its fleet at free- 
market pnces, wbch are much hlgher than the mdustry-wide prices negotiated between suppliers and 
RosUgol) 

Another responsibility of RosUgol's Transport Dlrectorate is to develop industry-wide specifications 
for the purchases and capital repar of specialized rollmg stock (locomotives, track m t e n a n c e  
equipment, etc ) In general, they Qffer from those of the MPS d i n e  fleet For mstance, due to 
lower traffic speeds, maximum allowable vertical profile of track for coal mdustry ~s up to 60% 
gra&ent (like at Korhno coal m e  near Chelyabmk), as opposed to 25% gradent for MPS lines 
Smlarly, in coal industrial transport maxlmurn axle loads are 32 tons per axle (22 tons in MPS), and 
rmnrmal track curvature radus is 80 m (350 m m MPS) 

PTU/MPS Interactions and P l m n g  Interactions between lndividual coal enterprises and MPS 
junction stations are governed by a contract for transportahon semces signed every 5 years between 
the PTU and the adjoimng MPS railway adrimstration In the vast rnajonty of cases any individual 
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PTU IS geographically confined to deal w~th onlv one reg~onal ra~lway, such a monopoly belng the 
cause of many serlous problems for PTU's Several coal production amalgamat~ons seem to be happy 
exceptlons from h s  rule (see TulaUgol of the Moscow Basln (Moscow and October Ulways), 
GukovUgol of the Rostov Oblast (North Caucasus and Donetsk Rarlways), ChelyabznskUgol (South 
Urals and Tselmya hlways), VostszbUgol (East S~ber~a and Trans-BarkaI Railways), Dal 'vostUgol 
(Trans-Batkal and Far East Radways) and PnmorskUgol (Far East and Bakal-Amur Rrulways) 
Though tt mght be worth talang a closer look at these examples to compare the~r experlence of 
operauonal and financ~al lnteractlon at the h l w a y  Adrrrrmstrat~on - Amalgamation Dlrect~on level, 
even m these arnaIgarnattons each lndivldual coal enterpnse and each transport umt deals w~th only 
one rarlway (rallway chvlslon) 

Wagon planrung starts as a upward process Every year ~ndlvidual coal enterpnses assess the~r 
exlstmg/projected coal product~on capac~tles AND contracts with customers to d e t e m e  thelr dally 
demand for wagons, whlch 1s then summed up by the PTU that submts ~ t s  total dally request (with 
breakdown by month and by lO-day penod, as well as by destmatlon) to ~ t s  MPS counterpart The 
rsulway revlses the PTU request, theoretically ~t must accept ~t "as IS", slnce coal IS a top-pnonty 
central~zed ftelght, but m practlce ra~lways almost always cut down the PTU requests ~ustlfy~ng this 
by "underdevelopment of statlon capac~t~es" Then these revlsed requests are mcluded into the 
riulway's draft annual operatmg plan to be approved by the federal Mmstry of Radways After the 
MPS approval h s  rrulway operating plan becomes the basls for stgmg 5-year Jolnt Technological 
Process agreements w~th PTU's These MPS plans refer only to the "centralized fre~ght traffic 
plans," as opposed to the "local freight traffic" plans that reg~onal radways have the nght to develop 
mdependently 

RosUgol IS also collecting the PTU wagon requests on a monthly bas~s and submts them duectly 
to the MPS for operative adjustments of rafways' monthly plans, ~f needed In case of force majeure 
cond~t~ons (such as major technolog~cal fsulures, forbiddmg weather, etc ) the pmes  have to prov~de 
a 3day advance notlce to alter the wagon supply schedule Rouhne momtoring of loaded coal (by coal 
amalgamation and by radway) IS done by RosUgol m the form of the M y  statisms report Form 4- 
OP that spec~fies the scheduled and actual amount of coal loaded m tons and m wagons and how much 
coal was behlnd schedule because of the canter (dway)  and because of the sh~pper (PTU) 

0perahona.I Aspects 

Technolog~cally, coal s loaded by PTU's for sbpment ~n rrul wagons m two different ways 

(1) d u n g  the extraction process duectly from the mouth of rmnelp~t through the use of 
specralrzed transporter equipment arranged In coal-loadzng complexes (CLC's), 

(2) from "coal warehouses" (CWH's) - specla1 coal storage pits near major coal 
enterpnses through the use of coal-crushers, conveyor systems, etc 

Both CLC's and CWH's are owned by PTU's These should not be confused w~th the system of 
m c l p a l  and/or dstnct coal warehouses, whch are local commerc~al entitles that dlstr~bute coal for 
decentralued heatlng and through operate under the supervlslon of the Coal Marketing and Sales 
Duectorate of RosUgol Also, the term "coal terrmnal" IS not usually applled to coal- lohg 
complexes (CLC's) of coal enterprises, but rather to specialized coal unloadmg and transfer fac~l~tres 
at sea ports and other fre~ght transfer locat~ons (equipped w~th wagon-t~pplers) 

Traffic Flows on the PTU's 

On average, 11 5% of total coal tons moved along the PTU Ilnes does not leave the ~ndustrral 
network and ends up In nearby power plants The heavlest internal coal flows are In the Khabarovsk 
Kray m the Far East (where the Luchegorsky Mne sends annually 4-6 m~ll~on tons of ~ t s  coal dlrectly 
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to the nearby Pnmorskaya GRES Power Plant without uslng the MPS routes) and in VorkutaUgol that 
feeds its coal directly to the Vorkutinskaya TES Power Plant Other unportant Internal flows are in 
the Kansk-Achmsk coal field (KATEK) in Eastern Siberia 

Components of Freaght Traffic on the RosUgol Zndusmal Lanes m 1993 
- -- 

Total traffic, 4% 
of whch 

m MPS wagons - all fre~ght 11 399  1 
total I + r l  

coal only 
~n own 
wagons 

coal only 

Total Estimated Volume ca 400-450 rmlI~on tons 

A very substantlal mternal flow w i t h  the mdustrial lines is unprocessed coal (together wth rock) 
between the mouth of a m e  and a coal-concentrating factory (CCF) Accordmg to RosUgol experts, 
thts category of traffic accounts for about 50% of total freight traffic along the PTU lmes It IS all 
carrled by the PTU fleet of locomot~ves and wagons Exhlb~t 14 gives a breakdown of freight traffic 
on RosUgol mduustrd lmes by type of traffic 

Most typically, CCF's are located near coal rmnes, so that a wagon of coal rock does not leave the 
PTU rarl network Major m e s  and pits have their own CCF's, a cluster of smaller m e s  is usually 
served by a central CCF of the coal amalgamation, also located w~thm the PTU network Shll, there 
are a few dlstant coal enterprises that have to use the MPS routes to deliver coal from the mouth of 
a m e  to the nearest CCF In such cases, these flows of coal rock have to be mcluded m the MPS 
dady operatmg reports, wen though the wagons are owned by the PTU and no loadmgl~u~loadmg of 
coal takes place on the MPS lines 

Apart from t h ~ ~  technological necessity to use the M P S  routes to cany coal to a CCF, there used 
to be rather substantlal &me flows of unconcentrated coal from Kuzbass and Vorkuta to Donbass - 
to utillze the frequently underused capacities of the Production Amalgamation "Yuzh-Koks" - huge 

coal-concentratmg and coke-chermcal factones m the Ukraine It was an economcally affordable 
practlce under the negligble rall transport tanffs and central pl- system of the former Sov~et 
Umon But with today's gnowmg transport (and export) tariffs these flows have become virtually 
negligible 

Coal IS not the only commodity carned by the ~ndustrtal transport In many areas (especially, m 
such one-mduustry towns as Vorkuta m the Pechora Basm, Sharypovo, Prokopyevsk, IClselevsk and 
Mezhdurechensk m the Kuzbass) the PTU infrastructure prov~des the overall transport servlces for 
the whole range of vltally Important bulk and general cargoes, such as food, construction materials, 
tlrnber and metals These add~tional freight flows account for up to 10% of total mdustrlal rail traffic 
Some of these noncoal clients located w~thln the PTU network also h re  PTU wagons for their own 
purposes 
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Roughly 5-10% of the PTU's shuntrng locomotrves fleet IS entrrely devoted to forrmng umt t ram 
(thls proportion bemg lower for major open prts, such as m the KATEK, and much hgher for small 
and cfispersed rmnes, such as m TulaUgol of the Moscow Coal Basm) 

Rad transport operations can be constrmed by cllmattc condrtrons m a number of coal-mmmg 
areas For example, there have been Sd-day halts m PTU operations m Vorkuta because of heavy 
snowstorms (occasronal 6-meter snowpack IS not unusual there) Tracks can be frozen out In the 
Kharanor h h e s  (Chlta Oblast) or m Neryungri (South Yakutian Basm), or flooded by a monsoon 
ramstorm m the Prunorsluy and Khabarovsk Krays 

Track Charactemixcs 

All mdustnal ra11 network (except for the Sakhalm Island) has standard-gauge track - 1524 mrn 
About 15% of track-lulometers are electrified Double-track lrnes are burlt only for large-capacity 
m e s  and prts (14% of total route-lalometers) The chorce of type of track 1s done at the very 
beg~ntung of the m e  development, based on the expected coal product~on rates and r e w e d  
transport capacities, so that no upgradmg from smgle-track to double-track be needed any further 

Operaung and track maintenance costs for mdustnal rall transport are covered m 2 drfferent ways 
dependmg on the o r g m b o n  of the coal enterpnse 

(1) for the transport umts that are structural parts of the coal enterpnse (whch IS often the case 
wrth large open coal plts), theu operating and m e n a n c e  costs are mcluded m the total ex-mme cost 
of coal, 

(2) for the PTU's (whch m most cases are autonomous cornparues w~thm coal amalgamattons and 
concerns) thelr operational and m e n a n c e  costs are covered from the coal enterprise's revenues per 
ton-Ian of freight (coal, mert cargo and dump rock) carrxed 

Investment Aspects 

The RosUgoI Company serves as a "mted customer" for all d v i d u a l  coal enterprxses m terms 
of equlpment purchases (bemg able to negotute lower pnces wth manufacturers for wholesale 
orders) But caprtal costs m mdusmal transport have always been covered accordmg to the "leftover" 
pnncrple - coal productron per se was and st111 1s top pnonty Wlth the current lack of fundmg 
purchases of new specrallzed fleet have become virtually unaffordable 

Wrth the d~ssoluuon of the CMEA and the Sovret Umon equrpment from many tradrhonal 
manufacturers have become unavnlable Huge mvestments were made m the Ukrune m past to start 
the productron of speaally-des~gned ra~I swrtches for mdustrral lines (shorter modificahons) Spec~fic 
types of equrpment Olke 105-ton dump-cars 2BC105, formerly produced only m Poland) have not 
been purchased for already 3 years Now that s d a r  eqwpment has started to be manufactured m 
Kallnlngrad (dump-cars) and m Chelyablnsk (switches), no o m  can afford buylng rt 

S d a r l y ,  the most developed mdustr~al locomotrve repw capacrtles were located m Makeyevka 
(Ukrame) and Karaganda (Kazakhstan) A major supplter of rndusmal electnc locomot~ves m Russra 
IS located in Lyudinovo (Kaluga Oblast) 

New conswctlon of tracks 1s virtually stopped (wrth one noticeable exceptron of a new coal field 
m Kuzbass) The present declme m coal traffic, associated wrth the low paylng capacrty of customers, 
would temporarily allow for providtng coal transport servlces on the exlstrng assets w~thout major 
mvestments But m general the tecbcal performance of ~ndustrral r a l  transport IS degradmg, so ~f 
rt were not for the present severe financial constrarnts, the demand for spec~fic types of new 
equlpment would have been extremely hrgh 
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In RosUgol's vlew, ~t would be strategically more profitable to lnvest mto a srgmficant expansron 
of the coal wagon fleet and into the development of spec~al~zed coal-accumulatmg radways statlolls 
at transfer porn (to keep coal m loaded wagons), rather than to have enormous operating losses 
through the need to store coal at mmes because of the lack of wagons 
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PART IIZ The Rrulway System 

Russra's ra~lway system makes up the bulk of the world's lakgest and most mtensively operated 
system Operated as a umfied system among all the Republics, traffic dens~ty of the whole CIS system 
IS the highest m the world, m 1990 average density was 51 milllon gross tons and the heaviest 
sectlons camed over 250 rmllron gross tons annually and operated 300 tram daly The Russian 
trunk-lme radway system consists of 85,869 of radway line operated as an Intergrated system by 
19 autonomous regronal ralway admmstratrons under the drection of the Muustry of Radways 
W S )  MPS was establrshed by Presidential decree m February 1992 as the legal successor to the 
former All-Umon or Sovret Radways (SZD) Its responsibllrt~es are Imted to the ownershp and 
operation of ralways w i t h  the Russian Federatron, two of whch were created srnce the break-up, 
m Sakhalm and Kalmgrad The 19 ralways witlvn Russia represent roughly 60 percent of the 
former SZD Each of the 19 Russian regional ralways is a "geographic monopoly," contiguous to 
another, thus there IS no competltlon for traffic among Russia's regional radways In addit~on to the 
prmcipal system, there are some 151,000 krn of "mdustr~al" radway lrnes m the former Soviet Union 
belonging to rndrvidual enterprises Exhbrt 16 lists the former Russlan ralways by name and shows 
theu relative mportance 1x1 tenns of percentage of the total system's traffic levels Exhlb~t 17 
contiuns the mam mhcators of operaung performance for the Russran rallways as a group 

Rail TrqfIk Levels 

Frezght TrQffic MPS' freight traffic, wbch amounted to 1 63 bdlion tons on the broad gauge 
network m 1992, makes up the for-hue, or common camer, pomon of ra l  frelght trac Industr~al 
mlways that haul theu own frerght camed 5 789 blll~on tons, or almost three tunes the common 
carrler tonnage, m 1991 (though typrcally over very short distances) 

Exhrb~t 16 Coverage and Performance of Russla's Reg~onal Riulways, 1990 - 1992 

RUSSIA I 1990 I 1 1992 1991 I 1992 

Pertnu PCIcrnt Percat Pclccnt Purcru 
%I& of Rwlo Ton-Km of R w a  Ton-Km of RUpn Ton-Km of R w ~ a  Pur-Km of Rurus 
Rulwry Name h e K m  Tom1 (nullton) Total (m~llrod Tod (rnllbn) Toul (ml~on) Tea 

Oclober 10 186 11 64 160 982 6 38 147 793 635 119003 6 05 32 256 12 74 
muun~nd 759 0 87 2 213 0 10 2 125 0 11 1 154 046 
MOKOW 9360 10 69 1783M 7 07 159508 6 86 130 143 6 62 67 955 26 84 
Gork~y 5 672 648  191 926 7 61 176 309 7 58 152 791 777 19 167 7 57 
Northcm 6 027 6 88 170 977 6 78 I52 943 658 136 594 695 11994 4 74 
North C.UCUIIJ 6486 7 41 142 884 5 66 123 207 533  86MO 440 16,347 646 
h a -  4 444 508  1449% 574 142117 6 11 113 065 5 75 13 343 5 27 
Volsa 4 098 4 68 74 292 294 70051 301 61375 312 6664 2 63 
Kulbuhn 4 835 552 178457 707 166116 7 14 140 570 7 15 13 965 552  
Svurllovsk 7 070 8 08 186 610 728 170227 7 32 152 465 7 75 IS 988 6 31 
~ o u m  U& 4 937 5 64 258 374 1024 237.288 1020 200 930 1022 10 9% 4 32 
Wco Srbuu 4 181 4 78 232 994 924 206601 888 180769 9 19 12 361 4 1  
Kcmnovo 1916 2 19 68 065 2 70 62 425 2 68 55 442 2 82 3 789 l SO 

3 167 362  112317 445 105318 453 8938.5 4 55 5 662 224 
La S~bcnr 2 665 3 04 132 389 5 25 124 385 5 35 106200 540  6,518 2 n  
Tnar B u W  3 436 3 92 163 171 6 47 156 4% 6 73 135 928 691 5587 2 21 
Far & 3 379 3 86 93 037 3 69 84 851 365 71604 2 47 

Amur 3 853 440 36 231 1 44 35 970 1 55 30005 153 64 1 576 0 62 
0 
S ~ U  l a  I 22 2 063 O W  1 489 o 08 sn on 

87,543 LOO 00 2,522 915 100 00 2 325 881 100 00 1 966 399 100 00 253 200 100 00 
TOTAL 

-"I .......,........"." .". .".. ........I"... ,..I .... ............""-- .." ...- L...."... ..'. - - ...- I ...,. .. ....* I".... .............................. 
Source 'I"lr& 
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Exhlblt 17 Maur Indcators of Operatusg Performance of the Radway Network of Russia in 
19914992 

Avg wagon say at one loadmghloadmg opentrw houri 

Avg gross welght o 
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With some exceptions, ra1 carrles at least 
60 percent, and often more than 80 percent, 
of all commohty tonnage transported m the 
country (Exbbit 18) Petroleum travels 
prmardy by plpellne agndtural gram and 
mlllng products account for much of the 
truclung tonnage, smce trucks provide the 
first journey from farm to collecting polnt 
On a percent of tkm bass, raf's dormnance 
1s even greater because the average length of 
haul for rall is almost 1,000 km, whereas 
the average length of haul for truchg 1s 
barely 30 krn Only for od products IS ra~l's 
tkm share less than ~ t s  tonnage share 

Coal ~s the ralway's s~ngle greatest 
commo&ty m terms of tkm but second to 
constructlon matenals m terms of tonnage 
(Efibd 19) Russla's radways camed 319 
mlllon tons of coal m 1991, a decllne of 
7% over 1991 In percentage te rn ,  coal 
represented 20 2% of all frelght camed 
compared to 21 8% for constructlon 
matenals 

Passenger Traffzc 
MPS also the world's 
largest passenger camer, 
wth over 15 percent of 
the world's rad pass-lan 
m three separate markets 

Interaty passenger 
sernces, for whlch MPS 
had one of the longest 
average tnp lengths m the 
world and was the largest 
carrler m passenger 
volume 

Commuter semces, 
wfuch m the past Included 
operation of metro 
subways, now operated 
by their respective 
mwc~pallt~es 

Exh~b~t 18 Rad Traffic Composition 

Frelght Tonnage % 
Commodltres 

All Frelght 100 0 100 0 

Black Coal and Coke 

Od 

Chemlcal and Mineral I Fertll1zers 1 1 I I 
Other Frelght 

Iron and Manganese Ores 

Ferrous Metals 

Tmber 

Construction Materials 

Cement 

Gram and Fiour 

Total Freight Dispatched 
(broad gauge), mln tons 

4 9 

4 5 

5 7 

22 6 

3 2 

3 6 

Exhib~t 19 Frelght Traffic on Russra's Railways By Commodity 

C o b  

011 Products 

Iron and Manganese Ores 

F e r n  Metals 

Tunber 

Constructron Matewls 

Cement 

($am and Flour 

5 5 

4 5  

5 9 

21 8 

3 0 

3 9 

71 In&cator 

b 

Chemrcal and Mineral Fertlllzers 68 8 51 6 
I 

I Moved m Contamers I! 26 5 1 17 5 66 0 ]I 

1991 

Same As % of Total Frerght 1 4  1 1  
I I 

Moved in Unrt Trams 96 

Frelght Traffic Bln tkm 

Ava Statlc Wanon Load tons 54 18 54 34 100 3 

1992 1992 as % of  
1991 
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The IndustnaZ Rudway Network 

Besides the MPS ral system, some 151,000 km of industrial railways exist throughout the CIS, 
malung the entire CIS track length about 300,000 km, more than the paved highway network m 
Russ~a Many mdustrial lines are internal to the mdustries they serve, the two largest networks servmg 
the metallurg~cal and coal mdustrles Others are shuttle hnes between raw rnaterlals, plants, or rnam 
rallway lmes The mdustrial ra~lways throughout the CIS hauled some 11 4 b~llion tons m 1990, but 
the average length of haul was only 7 krn 

Witlun Russia, industrial railway transport enterprises moved 393 6 mll~on tons of freight m 1992 
and loaded/unloaded 191 6 nullion tons of freight Annual revenues from freight traffic operations 
were Rb6,712 rmllion, from loading/unloadmg operations - Rb2,083 mlll~on, and Rb3,153 mlllllon - 
from other activities Freight traffic costs were Rb5,399 mlhon, loadmg/unloading costs - Rb1,690 

rmll~on, and other costs - Rb955 mlllon Umt traffic cost was Rb29 53/10 tkrn, and freight handlmg 
cost was Rb3 82lton According to MPS figures, the overall 1992 profits of mdustrlal ralway 
enterprises were Rb2,357 rmllion, out of wh~ch Rb1,313 nullion - from freight operations 

The coal-related mdustrial Imes form an Integral llnk between the coal enterprises and MPS They 
expect to carry about 6 5 bill~on net t o n n e h  in 1993 (19% less than the record 8 billion tkm m 
1989) As of January 1, 1993, the total length of track was 6,271 km In addt~on to transporting 
coal and dump rock, th~s  network carries sizable amounts of other goods such as construction 
materials, tlmber, metals and food 

Rrul Traffic zn Declzne 

h l  uaffic m Russia and throughout the CIS has fallen prec~pltously from its 1988 peak Between 
1988 and 1991, freight volumes are about 26 percent lower, and passenger traffic has declmned by 17 
percent From 1991 to 1992 for Russia alone, freight tkm fell an adQtlonal 15 4% Tonnage Ievels 
by commo&ty are shown m Exh~b~t 4 The overall economc decllne has resulted in the decrease of 
freight traffic, mcluding that of coal But the levels of decllne vary for d~fferent ralways, Qrections 
and segments For example, while at a number of segments of the North Caucasus Railway it 
dropped by 30-40%, a smlar  decrease was about 10%-20% for the ralways of the Central and 
Northern parts of Euorpean Russia and only 515% for the rallways of S~beria and the Far East 
These declmes reflect the drop m overall economic activlty In Russia, but also presage a chang~ng 
economc role 

In broad terms, the shift to a market econonmy m Russia 1s expected to have a s~gmficant negatlve 
rmpact on the relative amount and composition of rad traffic The expected decllne m the rail freight 
share is attributable both to the general economc condit~ons and to long-term changes m the amounts 
and types of traffk carried Ths  1s the clear lesson of the Western economes, a m  1s the strongly 
emerglng trend in the restructurmg CEE economes 

Changes m rad traffic will fust come from the rat~onallzation of spatial Qstribution of Industry m 
accordance with econormc prmclples Major regions of the coal mdustry, for example, may become 
uneconomc once market pnces are applied for mputs (especially energy and labor) It 1s also expected 
that more oil and petroleum products are ldcely to be transported by p~pelme as the Industry becomes 
profit-oriented and greater technological mvestments are made In 1991 about 35% of petroleum 
tonnage travelled by rail whereas the comparable figure m the U S is only 2% 

Another part of the change will be an lnev~table shft from rail to road transport for shorter haul 
traffic, far more rail traffic 1s carried over relatively short d~stance m Russia (nearly 18% of tonnage 
moves less than 100 km) than elsewhere, lncludlng Chlna or the United States Finally, recent Bank 
reports have suggested that Russian agriculture, if restructured along the lines of market-based 
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agricultural systems, would greatly shift the location and amounts of grain production, and of 
resultmg gram transport 

Other forces will eventually have even more mpact on rail demand that these shfts The growth 
of competltlon from an lncreaslngly private and efficient truclung sector, combmed with Increased 
shlpper chotce based on the qual~ty as well as quant~ty of service offered, will further erode r d  
transport 

Thus, the transition to a market economy will lead to drastic changes m the role of the rulway and 
wlll requue changes in policy, orgaruzation and labor force A total change m management culture 
wlll be needed as MPS and the regional railways as currently constituted slmply will not function 
adequately m a market context because they will not have the proper incentives to repond to e~ther 
customer or government pressure The consequences of this rnalfunctiomng could be severe, resultmg 
In 

(I) poor transport service with its attendant economic cost, 
(11) predatory behavior on the part of the railway as it attempts to defend ~ t s  shrinlclng market 

position, and 
(UI) as was the case in the U S and Japan (and 1s currently the case m nearly all western 

European ewnormes), huge and unsustunable defic~ts wh~ch pose a serrous macroeconormc 
challenge for the overall economy 

F u r a n d  and Operatang Peflormance 

Declines In traffic levels and mcreasmg costs have rap~dly cut mto MPS' once steady profits 
Desp~te its virtual monopoly on Internal surface traffic, MPS has been caught m an mflat~onary splral 
well known to railways elsewhere costs go up rap~dly, but government pressures, regulatory 
mtervenuons, or market forces constmn prlce Increases As a result, financtal perfonnance 
detenorates On a consolidated FSU basis, rad freight services, wluch had always earned a steady 
profit of about 6 bill~on rubles (constant 1991 pnces) fell to zero m 1991 and were only RbO 73 
blll~on In 1992 (constant 1991 prices) 

Passenger eamngs, whlch used to average about Rbl bllton, collapsed m 1990, fell to a loss of 
Rb2 6 b~llion 1x1 1991, and are contmumg to detenorate steeply The 1993 federal budget estmted 
MPS' 1992 passenger losses at Rb53 blll~on and forecast losses of Rb451 brllion for 1993 The 
suburban commuter rul business lose money, but are operated for soc~al or other reasons In 1992 
the federal budget was amended to provrde subsidles to cover the operating losses of commuter 
servtces, but generally it IS expected that profits generated by the rall fre~ght business w~l l  be d~verted 
to keepmg the suburban services operabonal Accordtng to data obtamed by the rmsslon (Exhlbtts 
20 and 21), actual passenger losses in 1992 totalled Rb82 6 billion whle fretght operations earned 
Rb97 5 bllllon 
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Exhib~t 20 Transport Cost Analys~s of Russ~an Railways 1992 Data 

Frdght Tranrpon 
Electrtc 
Diesel 
All Types 

Pusengar Tnruport 
Electrtc 
Dtesal 

Toni IntercltyPassenger 
Suburban 

Electrlc 
O~asel 

Ail Types 

Ton Km % Total Transport % Total Cast tn 
m b~lltons Ra~lway Cons tn 000 Rba RDllway Costs Kopeks110 Ton Km 

Average cost per 1 0  ton lun = 214Rb 
Average tarlff per 10 ton km = 300 Rb 

3 
TOTAL FREIGHT EXPENSES = Rb368 0 b~ l l~on TOTAL PASSENGER EXPENSES = Rb105 9 b~ l l~on 
FREIGHT OPERATING PROFIT - Rb97 5 btli~on PASSENGER LOSSES = Rb82 6 b~ l l~on 

FREIGHT OPERATING RATIO = 79% Y OF PAS- 

TOTAL RAILWAY REVENUES Rb488 8 b~llion 
TOTAL RAILWAY EXPENSES - Rb474 9 blltton 
PROFIT - Rb97 5 b~ l l~on 
OPERATING RATIO = 97% 

MPS 1991 MPS 1992 
Element of Expmdlture in % in % 000 Rubles 

Labor Wage Fund 
Electric Energy 
Fuel (D~esell 
Matar~als 
Dapreaatlon lamomration) 
Other axpendrtures 
mcludlng 

Repstr Fund 
Soc~al Insurance 

Kemerovo RR 1992 m % and 000 Rubles 

TOTAL 100% 100% 474 917 665 100% 16 291 287 
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Exhtb~t 21 Russ~an Ra~lways Flnanc~al Results by Type of Tractlon 

1992 Electrlc Dlesel Overall 
Ra~lway Cost of Cost of Cost of Rank Revenues Expenses ProhtlLoss 

Transport Transport Transport Pax & Frelght Pax & Fre~ght Pax & Frelght 
Rb/lO tkm Rb/lO tkm RbllO tkm rn~lllon rubles m~lllon rubles mllllon rubles 

October 
Kallnlngrad 
Moscow 
Gork~y 
Northern 
North Caucuses 
South East 
Volga 
Kulbyshev 
Sverdlovsk 
Southern Urals 
West Slberla 
Kemerovo 
Krasnoyarsk 
East Slber~a 
Trans-Bal kal 
Far East 
Sakhalln 
BAM 

Network Average 
of wh~ch, fre~ght revenues 

4641 92 
of thls, addltlonal revenues 

generated by negotiated tarlffs 
8036 

Source Novoslb~rsk Rallway Englneerlng lnstltute and TsNllTEl MPS 
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The operatmg ratio for 
freight operations was 0 79% 
whlle the ratio of revenues to 
expenses (cost recovery) for 
passenger services was only 
22% The operating ratio for 
the railway as a whole was 
97%, slightly better than the 
99% ratio m 1991 but well 

Exhib~t 22 FSU/Russian Rail Revenues, constant 1988 Rubles 
I il 

Passenger Revenue per 
Revenues passenger tun 

off the 32% ratio earned m 1988 Overall, therefore, the ralway made a profit of Rb12 8 bllhon, 
or about US$47 mlhon, hardly sufficient to finance capital investments or even the cost of borrowing 
capital at levels needed by the rulway system or to unprove track mamtenance The decline m 
mcome after adjusting for mflation makes the situation worse, as shown m Exhibit 22 

But while WS' financial results from railway operations are deteriorating, profits are st111 belng 
earned from other MPS enterprises TotaI profits from the railways and other MPS enterprises were 
RB60 0 bilhon, as ralway profits were Rb12 8 billion, profits from other enterprises apparently 
amounted to Rb47 9 b~ilion Adjusted for inflation of 17 55 tunes, the profit of other enterprises was 
equivalent to Rb2 7 bil11on in 1991 rubles, compared to freight e m g s  m 1991 of about Rbl 0 
blllion Tlus means eamngs from ancillary actlvlties in 1991 were 2 7 tunes railway e m n g s ,  w u e  
in 1992 they were 4 4 times railway e m n g s  An indication of problems to come can be seen m the 
rsulway's assessment of asset utilization m 1992 as compared to 1991 Although re-evaluahon of the 
rsulway's fixed assets may be largely responsible for much of the declme, compmson with the GDP 
deflator from 1991-1992 of 17 55 tunes seems to mdicate a real decllne m asset productivity In 
terms of tlan, 1992's level of 2tkm per 1 ruble of fixed assets for freight traffic represented a 
decrease of 17 t~mes over 1991, slightly less than the GDP deflator 

The financial problems are already lead~ng to the well-known railway practlce of deferring track 
and equipment mamtenance, calllng mto question the validlty of the financial performance of even 
the last few years, and creatmg a deepemg problem for the future In 1992, despite a 15 4% declme 
m traffic, delayed freight del~veries have mcreased, and non-productive expenses of rallways were 
13 2 trmes more than in 1991 Losses from spo~led or mssing cargq were 10 tlmes greater than m 
1991 After years of stability and a comfortable existence, MPS has reasons for concern as it looks 
at the future 

Cost of Labor and Decltnzng Producnvzty Aside from loss of traffic, the outstandmg cause of the 
fall m performance throughout the system was the rapid Increase in expenses compared with the lack 
of increases m rates The 1992 operational costs of ralways were Rb473 9 billion, Rb447 5 billion 
hlgher than the 1991 level Accordmg to MPS analysis, the main reason for this sharp Increase was 
the growth of material prices and labor salaries As shown in Exhibit 21, however, it would appear 
that the largest source of mcrease m the rislng cost of fuel and electric energy The percentage of 
radway costs related to electrlc energy rncreased from 8 1 % in 1991 to 11 8% m 1992 

Notwithstanding the Increase in prices for fuel, rolllng stock, spare parts, ruls, and sleepers, the 
cost of labor 1s provmg to be an additional burden On the basis of the 1992 Tariff Agreement 
between the Russlan government, MPS, and the Central C o m t t e e  of the rall sector's trade u o n ,  
transport workers' incomes came under a quarterly indexing scheme beginrung April 1992 The fiscal 
Impact of thls agreement will be felt m 1993, when wages are expected to be two and one half tunes 
those pa~d m December 1992 Thls development compounds the effect of sigmficant levels of 
redundant labor on the W S  payroll (besides non-transport employees), perhaps as much as 30-50 
percent Equitable schemes must be developed and implemented ~f unnecessary employees are to be 
shifted to more productive activities Wage indexlng makes the task of improving the railways' 
financial positlon that much more difficult and restricts management's options 
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According to MPS data, network-wide labor productivity of traffic-related personnel was 1,994 9 
thousand tkm m 1992, this represents a 13 1 % decline compared to a decline in volume of 12 8% 
However, productivity in 1991 was already well below 1989 levels since employment levels have not 
been reduced despite declines in traffic of 25% from 1988 to 1991 MPS had envlsoned the cutting 
of 50,000 personnel during 1992 as part of a program of cost reduction but in fact the operational 
staff grew by some 4,600 employees (a 0 4% increase) Labor product~vity declined from 22 96 
d i o n  tkrn per employee in 1991 to 19 95 mllion tkm per employee m 1992, a decline of 13% 

Overstaffing and Improved Productrnty The railway system employs some of 2 22 mllion 
people, 1 64 mllion in transport, the remainder in ancillary activities such as clmcs, schools, 
manufacturmg and so forth World Bank analysis shows railway labor productivity to be less than half 
that of U S railways, the most comparable in size and traffic levels to the Russian system While 
it would probably be uneconomical for Russia to attain equivalent productivity, it should be possible 
for MPS to operate its freight service with at least 20 percent (roughly 200,000) fewer employees 
Since transport employment levels fell by more than 10 percent from 1990 to 1992, this may not 
prove so difficult 

These problems are compounded by the attitude of the work force operating discipline for train 
movements has deteriorated, with four tlrnes the number of violations in 1992 as opposed to 1991 
Absenteeism mcreased m 1992 by 12 percent over 1991, and m some divisions of the rulway reached 
30 percent Intoxication on the job has also apparently been a slgmficant problem, but little 
admimstrative action has been taken to curtail its incidence 

MPS' Investment Plans The financial difficulties of the railways are becomng so serious that 
increased assistance is bemg requested from the government The budget includes support to 
operations as well as outlays for mvestrnents MPS FY93 budget request included outlays to fulfill 
the terms of the wage Tariff Agreement as well as an allocation of Rb204 4 billion to cover losses 
incurred on passenger transport A request was also made to have the RbT40 4 btllion debt amassed 
by MPS for the purchase of rolling stock Imports may be forgiven and absorbed by the budget An 
additional RblOO billion was requested to be made aviulable at preferential rates to replenish current 
assets of enterprises m the industry There has been a substantial decline in the production and 
dellvery of radway equipment MPS requested capital investment budget totalling US$490 mllion for 
the purchase of 30 reefer cars, some desel locomotives, 600 passenger cars, and other equipment 
from Germany, US$79 mllion for the purchase of electric locomotives from the Czech republic, and 
US$200 &lion for the purchase of a computenzed passenger reservations and ticketing system Many 
of these funds will be made available through centralued bank credits An additional US400 rmllion 
purchase of Frenchdesigned two storey passenger cars is planned to be financed by allocation of raw 
matenals and materials for export It is expected these wdl generate US$250 nullion more foreign 
exchange for the production of two-story passenger cars for suburban commuter services 

According to MOF, however, the approved federal mvestrnent budget for 1993 includes only Rb109 
billlon investment support to MPS Of this, Rb59 billion was allocated to rolling stock and Rb50 
bdlion for construction In additlon to budgeted support for equipment and rolling stock purchases, 
the MPS rnvestment plan mcludes major cap~tal construction projects auned at network capacity 
expansion and further electrification of exlstlng llnes Completion of the AYaM spur lmlung Yakutia 
to BAM is belng contemplated Construction of an extremely costly hlgh-speed rrul llnk between St 
Petersburg and Moscow is underway 

While the totaI construction cost of BAM will probably never be fully known, it was huge, one 
estimate is US$30 billion Operation of BAM is so uneconomcal that it has caused MPS' entire rate 
and tariff structure to be distorted About 8 percent of each railway's revenues is said to support 
BAM This means that all freight customers, mcluding coal, are carrymg theburden of this 
uneconomic investment As financial resources worsen, regional railways will increasingly resist the 
requirement to cross-subsidize MPS' losing operations In the future, BAM should be set up as an 
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independent carner, receivmg support from 
whchever level of government (defense or otherwise) 
believes BAM's servlces justify their cost 

Exhbits 23, 24, and 25 show the detnls of MPS's 
operating costs Fuel and electricity costs are 
begmmng to mcrease at rates faster than inflation and 
the result IS pressulvlg the ralways to rase tariffs 
An analysls of MPS expenditures for 1991 and 1992 
mdicates that fuel and electricity costs have been 
lncreasmg at a more rap~d mcreases than labor and 
other 111put prlces In fact as a percentage of total 
costs for the radways, electnc energy has Increased 

from 8 1 % 

Exhibit 23 Stmclure 
costs. bv 

11 SUBSECTOR 

Locomohves I L  
(I Wagons 

)I Passenger uaffic 

Signals communlcatlons 
and computers 

Fretght and commerc~al 

of operatron 
ubsector (%) 

L G 7 - Z  

Exhlbit24 S t r u c t u r e  o f  1 1 8 % , 

from 3 7 %  
t o  7 5 %  
whlle labor 
actually decreased as a percent of costs from 33 8% to 
27 8% The increasmg costs are belng passed on by the 
ralways to its customers in the form of higher rates 

The nslng costs of wages are also sources of fmancial 
pressure, although the ralways seem reluctant to tackle 
problems of overstaffing Instead, officials seems convmced 

Depreclahon that traffic levels will rebound and that there is little need to 

Other expenses downsize Despite a declme of 13 % m network-wide labor 
productivity and a planned cost cuttmg program to reduce 
personnel by 50,000 m 1992, in fact personnel have been - rep= fund added This 1s unfortunate as stud~es show that railway 
productivity was about 2 5 tlmes less than that of the Umted 
States even before the declme in traffic The financial burden 

1-1-1 of overstaffing has been made worse by the fact that r a l  
wages are now indexed to the consumer price Index whch 

m turn has led to an agreement to mcrease 
ra l  rates on a monthly basis Exh~bit 25 TrafJic costs, by type of tractaon 

(Kooecks) 
Accordmg to MPS analysis, the cost of 

coal transport is about 13 %-14% less than 
network-wide average operatmail costs 
smce most coal moves in umt trams, the 
bulk of coal moves along electrified route 
with an average cost of 163 5 Kopeks per 
10 tarlff ton-lulometers, 16% lower than 
the network-wide operational cost of 
187 1 kopeks, and smce coal loadmg and 
unloading operations are predomnantly 
done on the industrial lines Accordmgly, 
the rallway cost of transporting coal in 

I1 Type of traffic 

Type of trachon Passenger I 
Electnc locomohves I I ;;n 1 4 0 6 4 7 1  1 
D~escl locornot~ves 617 840 

Elecmc tralns 284 971 
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1992 was 16 kopecks per tkm Slnce the average tariff paid by coal customers m 1992 was 16 9 
kopeks per tkm, it would appear that the railways made a "profits" of only 5% on coal transport m 
1992 

As thts analysis is based on average transport costs, it does not really help m assessing the degree 
to whlch the rates or costs reflect the costs of hauling coal in the long term At best the analysis 
demonstrates that the rwlway's profit margm is rather slun, on the other hand, it did not need much 
profit in the past as many capital investments were funded from the budget To address these 
questions, as described in more detail m Part Il 

Freight tariffs are set on the basis of the network-wide cost of traffic The current tanffs are 
calculated by the same formulas for the entire MPS network, as well as for wtually all other national 
rallways over the territory of the former USSR There is no variation by type of commodity except 
to the extent that different types of commodities use different wagon types and weigh different 
amounts Transportation of coal m the MPS general-purpose wagons is priced by Tariff Scheme W1, 
and in the frelght-owner's or rented wagons - by Tariff Scheme N02 The rates vary by distance 
Russian railways do not use separate tar~ffs for transporting cargo in umt trans Current tariffs are 
based on the average cost of transportation by wagons, wagon groups and m t  trams Loading and 
unloadmg operations provided by freight-owners are not charged by the railway and their costs are 
not lncluded in the tarrff 

The u~ut  of transportation "product" (10 net ton-lulometers) IS the basis for calculating m f f s  
Usually, urut transportation cost decreases with longer hauls To this end, slnce 1974 the tarlff IS 
composed of two components (origddestination operations and traffic operations) so that the total 
tariff is lower for longer hauls Proper freight traffic costs (without ancillary operational costs) are 
subdivided through calculations into trafic and OID components The O/D component consists of 
all costs of traffic-related wagon and cargo hanlmg operations are origin and destination statlons 
These O/D operatlons can lnclude OID operatons can mclude acceptance and transmttal of carog, 
assembling and disassembhg trains, acceptance and dlspatch of loaded trains, exarmnatlon and 
routine repair of MPS wagons and contamers before loading, capital repair and depreciation costs of 
MPS wagons and contwners for their tune spent under OID operations All other costs are related 
with the traffic component 

In order to deterrmne tariffs and fees, the total cost ~s divided into proper freight traffic costs (that 
are recovered through the collection of carrier fees according to Part 2 of Tariff Instruction No 1 and 
ancillary operational costs (that are recovered through the collection of fees for cargo storage, 
weighting, shuntmg of wagons by a railway locomotive on an uldustrial lme, rolling wagons onloff 
the ferry, provlslon of cargo slings and tighteners, advance notive of the cllent about arriving cargo) 
Bargaining on tariffs that are set by the State Committee for Price Policy is not allowed 

Currently rallways may negotiate wlth frelght-owners about fees and duties for all ancillary 
operations and services, except for the freight carrier tanffs, cargo protection fees and mandatory 
rallway loading/unloadmng operatlons that are controlled by the Russian Comrmttee for Prlce Pollcy 
and revised as a rule together wlth m f f s  

Among services charged by negotiated tarlffs (fees, duties) are transportation of freight in "closed 
loop" (round-tnp) unit trans with fixed arrivalldeparture times, transportation with speeded-up 
delivery, orgaruzatlon of cargo handling at stations not equipped for freight operations, transportation 
of express cargoes and other freight not Included in the monthly plan, fre~ght forwarding, and frelght 
transportatlon in owneurented wagons with express return of wagons to the loadingfunloadmng statlon, 
etc More recently, negotiated fees are being introduced for premum services, such as providing 
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wagons or contamers on demand, feedmg wagons (containers) for loadinglunloadmng at the tlme 
specified by freight-owner, i e by day of the week, tune of day or night, etc 

Tariff variations mclude 

Tariffs for transporting cargo m owned or rented wagons and contamers are lower than for 
MPS wagons, smce they do not Include their mamtenance, repar and depreciation costs 
Transporting coal m the owned box-car would on average be 13 % cheaper, and for short hauls 
(under 200 km) - up to 20% cheaper At the same tune, empty back hauls of the owned wagons 
are charged by a separate fee, since these wagons (unlike the MPS worlung fleet of box-cars) are 
not subject to centralized dispatchmg Empty hauls of owned wagons are normally equal to 
loaded hauls and are approxlrnately 2 5-3 tlrnes higher than those of the MPS wagon fleet For 
this reason, for haul d~stances over 200 km the total round-trip (loaded + empty) tariffs for 
owned wagons become hlgher than for MPS wagons - by 20% for average haul distances and by 
27% for a 6,000-km haul At the same tune, transportation m owned wagons can be much more 
attractwe than in MPS wagons, if arrangements are made to load them m the back haul drection 

r Feeding wagons along the mdustrial lme by an MPS locomotive is charged at the rates that 
are considerably lower than fees for the s~rmlar work on the MPS-owned line (28 5 % cheaper - 
accordmg to Tmff Instruction NO1, Part 1, Section 36, Tables 8 and 9) The reason ~s that the 
fees for industr~al lmes do not mclude their maintenance, repair and depreciation costs 

Ad/mtment of Tanfifor Infzanon The base tanff books were established m 1989 SInce then , 
there has been significant inflation and Government has approved the application of infaltion- 
adjLIStXIent coefficients for rail freight transport The effective dates and level of coefficient to fre~ght 
tariffs IS shown m Exh~b~t 26 

For CIS destinat~ons 

Exhibit 26 Znflaizon-adjustment coefficzents for rarl fraght transport tanffs 

The coefficents above were unplemented to enable the railway to recover through revenues, the 
rapid increases m costs expenenced by the railway Given MPS' enormous passenger losses, 
however, it is possible that MPS is trying to recover more cost increases than justified through freight 
rate Increase To assess this possibiIity, the mission compared freight rates to World Bank figures 
for GDP deflators 

Destination El 
Russia El 

GDP Deflator Year to Year 

Coefficient Effective Date 

1018192 

:::6 

1/1/93 

162 2 

265 2 

412 1/93 
4110193 

356 8 

583 4 

8/1/93 
8/5/93 

785 

1,283 

9/1/93 

1,005 

1,642 
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For the penod 1989 - 1992, the GDP Inflator for 1992 over 1989 was 35 28 tunes By 
cornpanson, durrng thu same penod, rad rates increased 81 1 tunes 

Since the increase of 81 1 tlmes, which was in effect at the end of Decemberl992, r d  rates have 
been Increased an additional 12 39 tunes, or 1239% The rmssion has no comparable GDP deflator 
so mstead, comparison was made to the consumer price index Accordmg to World Bank figures, 
the consumer price mdex for 1993, xi as follows 

1992 = 100 
1st Quarter 1993 = 357 
2nd Quarter 1993 = 635 
3rd Quarter 1993 = 1155 
4th Quarter 1993 = 1705 

Average for 1993 = 963 

G i ~ e n  these rates, it would seem that rsul rates are nncreaslng faster than d a b o n  nn 1993 as 
well. 

Startmg from August 1993, Government has dec~ded to replace direct revisions of freight tanffs 
with a system of automatic inflation From hereon, ra l  rates will be mcreased on the first date of 
each month by a system of indexation that ties the mcrease to the official index of wholesale and 
consumer pnces for the part period, reduced by a specla1 formula If so, h s  would mean that 
mcreases m future wdl not exceed offiual d a b o n  rates and will p a d d y  fall b e h d  the 
growth of pnces m t h  country 

Organazatwn, Inshtutronai and Managenal Issues 

MPS IS an rndependent rmnistry, reportmg directly to the Council of Mmters MPS has its own 
budget and policies and is responsible for coordxnatmg all radway operations as well as for 
detemmng rail policy, the legal framework govermng railway operations, and the p l w n g  and 
allocation of investments lncludlng construction of new radways W S  itself is a coordinating body 
with a staff of about 2,300 About 2 24 mlllion railway employees, of whom aboutt 1 6 rmlllon are 
actually engaged m railway operations, work for the regional rulways, which typically enjoy great 
independence from the center 

As a coordinating agency, MPS (a) defines general system policies and techcal standards, @) sets 
tar~ffs, (c) collects and apportions revenues among the regional railways, (d) schedules t ram system- 
wide (up to one year In advance!) (e) coordinates investment planning among the regional rarlways 
(f) allocates centrally controlled mvestment funds, and (g) generally serves as the Interface between 
central government and the rallway system M P S  1s also the slngle buyer of rolling stock, track 
machinery, and other equipment for the mdividual railways, on a contractual basis with the railways 
f m c i n g  therr own purchases 

At the tlme of its creation there was considerable discussion of having MPS become an operatmg 
entity reportmg to the Mlnlstry of Transport (MOT) On the grounds that the railway system was 
too Important to the country to be made subse~lent to another m~nistry, or put on a level with other 
transport modes, MPS argued that ~ t s  mmstry status should be continued Although MPS' view 
ultlrnately preva~led and it does not report to or through MOT, the responsibility of coordinating rarl 
policles wlthln the overall government transport policy context rests with MOT MOT'S ability to 
carry out thls coordination is severely lunited because M P S  has no incentwe to share information 
openly about its operations or problems 
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Organzzatzon for a Market Economy MPS' organization was geared to carry out a centralized plan 
m a disciplined, quasi-mlitary manner The general qual~ty of SZD's tecbcal management was 
entirely adequate to thls task On a technical basis, M P S  has earned the respect of radways 
worldwide, but current orgmzational structure is not suited to providing the flexible, efficient, and 
reliable service requlred in a market economy Because traffic was assigned to it, MPS needed no 
marketing organization and only lmted concern with customer serwce to rnaxlrmze its business Thls 
will not suffice m a market economy 

Each MPS enterprise has control over its local resources and IS des~gnated a profit center wlth ~ t s  
own revenue and income statement Each regional rnlway (a) owns and controls its own 
locomotives and (to a lesser extent) passenger coaches, (b) controls a major portion of its capital 
plamng and spendmg, and (c) controls loadlng of wagons while on its property While MPS is 
charged with asslgnmg traffic and developmg system-wide schedules, each railway controls its own 
operation and is less subject to control from the center than is the case m most other railway 
networks 

The system actually operates as a fragmented set of md~vidual, geographc fiefdoms, each focusing 
on its own interests and none fully aware or concerned about the Interests of the system It is also 
fair to ask whether MPS actually represents the Interests of the national transport network, the 
regional ralways, or its own Interests as a control bureaucracy Despite the best efforts of central 
planners and orgmzers, the MPS system actually does a rather questionable job of delivering reliable 
and effective service to the customer M P S  has only lamted ability to control train operations within 
a given ralway, to track wagons, contamers, or mt tram throughout the system, or to offer effechve 
and reliable service to hgher paying customers The fact that the entire system was centralized lnto 
a slngle monopoly has also made MPS difficult to control politically 

The designation of each regional railway m MPS as a profit center is a form of decentralized 
railway o r g m h o n  that has vamshed from the world's market-based ralways Besides an unusual 
degree of operating autonomy, this system of reg~onal profit centers has fostered a system of 
behavioral mcentives that cause regional ralways to act agalnst the interests of the rallway system as 
a whole Examples of these questionable mcenhves include 

Locomonve Unlzzatzon Since locomotives are owned by regional depots, no locomotive can 
travel farther than its depot boundary The practlce of changing locomotives reduces locomotive 
utihzation, adds unnecessary switchng costs, and extends travel tunes 

Traflc Handlmg Revenues are divided among regronal railways on the basis of an MPS 
formula tied to relative work performed By mampulating t h ~ ~  formula, each ralway can maxlmtze 
its profitability at the expense of the system as a whole Regional ralways try to Influence the 
calculation of work on whch the revenue is divided The solicitation and handling of individual types 
of traffic 1s also distorted, because the revenues received are not necessmly related to the costs 
mcurred from handling such traffic 

Paroch~al Focus Regional railways inevitably focus on their own traffic, and have llrmted 
incentive to provide adequate service to traffic which originates or termmates off lrne Because they 
cannot control the service provided by others, they may not profit at all from their efforts 

Caprral Expendztures Each regional railway shapes capital plamng according to its own 
interest, and not that of the system or shippers originating or terminating out of the region Although 
MPS tries hard to coordinate investment plans, the system leads to poor asset utilization and higher- 
than-necessary capital expenditures Moreover, as financial problems worsen, keeping each railway 
responsible for its own capital expenditures could lead to the same reluctance to operate a pooled 
wagon fleet as now being experienced among the republics 
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Effect of the Break-Up of the USSR Because of its highly integrated operations, few institutions were 
more heavily affected by the break-up of the USSR and the subsequent troubled relations among CIS 
states than was Russia's railway system The breakup has had a number of adverse effects on rill1 
operations, as well as on managerial areas such as rate settmg, revenue divisions, and wagon 
management Given so many uncertamties over the future of the CIS and the form of radway 
management structures, there are no Immediate prospects for resolution 

Trajjic Levels and Patterns Drsrupted Exlstmg traffic patterns, based on traditional sources 
of supply and consurnptlon, have been greatly disrupted Much traffic that used to flow as a result 
of the larger planned economy no longer flows, and traffic will never return to the patterns of the 
Past 

New Borders Delaying Transit Rmes Although tram are still scheduled centrally, border 
formalities have increased and trains continue to be stopped to change crews and locomotives 
These disrupt~ons to schedule are costly, both to the raxlways mvolved and to the service needs of 
the sh~pper 

Inter-Railway Interchanges An enormous amount of what once was single-lme traffic must 
now transit two or more systems, each with its inevitable delay and processing tune Although only 
about 17 percent of Russia's traffic originates or terrmnates outside Russia, over 40 percent of 
Kazakhstan's originated traffic, and about half of Belarus' orignated trafilc, terrmnates elsewhere 
About 60 percent of the traffic temnating m the Baltics, and 75 percent of the traffic terminatmg 
m Moldova actually origmates m another state The weakest polnts of all railway networks are 
always at the borders, and the CIS has created a large number of Interchange pornts where none 
previously exlsted 

Frezght Wagon Management The division of rolllng stock among republics has put an end to 
centralized wagon control and maintenance as well as to the former free flow of wagons throughout 
the system Thls breakdown will have a major effect on asset utilization and maintenance costs 
The difficulties of comng to grips wlth this issue were demonstrated at the February 1993 meetmg 
of the CIS Railway Transport Council in Almaty, where reportedly the most heated debate centered 
on charges for using freight cars and a system for settling those charges between radway 
admimstrations The ra~lways at the councll meeting could not even reach agreement on the system 
for distributing expenses for development of such a system 

Even without these problems, Russia's wagon control system is a barrier to efficient operations 
Compared with North American and European practice where wagons and locomotives can be 
located and dispatched continuously and in real tune, Russian wagon and locomotive management 
is well behnd Creating an up-to-date management system requires new computers and software 
which, while complex to specify for use in the Russian environment, would not be particularly 
d~fficult to ~mplement Such a system, however, is also likely to require several generations of 
advanced cornmumcations facilities and a different approach to wagon ownership and marntenance 
than now exists 

Dlsruptron m Equipment Supplies Sources of equipment and spares crltical for MPS, whlch 
used to be available w i h n  the ruble zone, are now only avalable for hard currencres Freight 
diesel locomotives came prunarlly from Ukramne, passenger coaches from the former GDR, electrlc 
suburban passenger coaches from Latvia, and electric passenger locomotives from the former 
Czechoslovalua Although declines in traffic currently enable railways to cannibalize surplus 
equipment in the near term to cover shortages, the disruptions are highly threatening for the longer 
term Out of necessity the situation is prompting development of local sources of supply within 
each republic 
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Other Problems 

Physzcal Infrastructure There is considerable evidence that the physical state of the MPS 
Infrastructure is deterioratmg as financial and operatmg problems Increase In a study done for 
EBRD, consultants rated the need to address deferred track mamtenance as the most serlous problem 
faclng MPS World Bank mssions have noted the deterioration m track quality The number of 
lalometers of track subject to slow orders where the normal speed has been reduced because of poor 
track conditions has increased slnce 1986, reflectmg inadequate replacement of ralls and sleepers and 
madequate clemng of ballast Decreasmg funds and the fall in purchasing power are causlng serious 
deferral of maintenance and investment The rate of locomotive replacement fell between 1989 to 
1990, and all evidence points to further declines m 1991 and early 1992 The average age of diesel 
locomotives has been increasing a clear sign of an mpending problem 

Ennronmental Problems Serious environmental concerns withm the Russian railway system are 
evident, Including asbestos in ballast and fuel spillages On roughly 5,000 km of lme, ballast contam 
between 0 5 and 1 percent asbestos Studies mdicate that thls does not, in most cases, pose a serlous 
health hazard, but the issue warrants independent examnation and assessment 

Because fuel has always been cheap, a problem that will presumably be corrected through price 
~eforms, careless spillage and overfilling has been rampant at locomotive fuelllng fac~lltles These 
facilities now have serious groundwater pollution problems A sunilar problem may also exist at 
locomotive maintenance facilities through dumping and spillage of lubricatmg and mulatlng 011s 
Another environmental problem is that Russian passenger t ram do not have retention tollets 
Although thu practice IS acceptable m rural areas where train density is not hlgh, lt is an increasing 
problem m more populated areas, and where passenger tram density is high 

Obsolescent Technology Russian rallway equipment is justifiably known for bemg robust it works, 
under some of the most severe conditions ln the world, although much of lt is relatively Inefficient 
to operate and expensive to m n t a n  Gwen the trymg cucumstances MPS will face m the commg 
years, mprovements in ralroad technology could make a srgnificant contribution to reduclng costs, 
providing better services, and dealing effectively vvlth growing truck competition Moreover, much 
Rusnan rallway equipment is obsolete 

Russian diesel locomotives use about 30 percent more fuel than their counterparts m the Umted 
States, even though the typical locomotive service cycle in Russia should permt maximum fuel 
efficiency If locomotives were brought up to world class levels, Russia could save up to 1 blllion 
gallons m diesel fuel, or US$1 billion equivalent m annual savmgs, at US$1 per gallon 

The MPS telecornrnumcation system IS inadequate even for normal voice communlcatlon Data 
transmssion for a Russia or CIS-wide wagon location and control system like that used in the Umted 
States and Europe does not exist 

MPS' management information system (MIS) is not adequate for a railway operation m a market 
economy, even if the set of data appropriate to such purposes is available and collected The MIS 
currently employed by MPS IS designed for public accountability and, most unportant in the FSU, 
for reporting progress against an annually approved centralized plan Computer equipment available 
to MPS is several generations out of date by western standards, and lacks the capacity and speed 
necessary to handle unportant problems such as real-tlme wagon traclung or system-wide passenger 
reservations Most ~mportant for the immediate future, existlng MIS capabilities do not enable the 
ralways to detemne revenue and costs by line of business, consequently inhibiting assessment of 
real profitability for types of traffic or the value of cost-cuttlng operating proposals MPS is in no 
position to undertake the strategic p l m n g  necessary to manage its transition to the structure of r a l  
system needed in a market-based economy 
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Equipment avalable for track maintenance, especially clearung track ballast, uses excesslve 
track tune, does not perform to modern standards, and is not sufficiently mobile 

In sum, although quite well managed m an operational sense, MPS is not well orgaruzed to respond 
to customers demands or market-delivery competition Moreover, MPS has been weakened by 
changes m the level and structure of economc achvlty m Russia and the CIS If the natural resistance 
to change can be confronted and overcome, techcal and managerial improvement 1s possible 
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Key to Sample Dady Report of Volumes of Coal Loaded by RosUgol on September 21, 1993 
(Wlfh Cumulafive Monthly Total) 
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SOCLAL PROTECTION IN COAL MINING AREAS' 

Employment Irnpl~cat~ons of Restructuring the Russran Coal Industry 

1 Thls report focuses on the mcreaslngly difficult economlc and social situation of Coal industry 
employees and their famllies m Russla All studies of Russia's coal sector indicate very high levels of 
overmannlng and labor hoardlng Radlcal changes m mlnmng practices and the organization of above 
ground colliery actlvines are necessary to raise productivity levels towards those found in market 
economes This is a process that, however soon ~t is begun, wdl contlnue over a number of years 
More irnmedlately, the legacy of central plannlng and the current high dependence on subsidies (an 
important source of cash to cover the material costs of the mmes) mean that coal production by individual 
collieries currently fluctuates much more over the year than m market economies Thls results in large- 
scale labor hoarding to meet peak production levels Commerc~allzatlon of the minlng companies and 
a runnlng down of subsidies should help reduce thls labor hoardmg 

2 The implication is that virtually all mlnes can expect to shed slzeable amounts of labor in the 
years ahead It IS not just a questlon of uneconomc mtnes being forced to close For the Russian coal 
industry to have an economcally vlable long run future, many mines with the high labor productlvlty 
levels wdl need to reduce thex employment levels,m many cases substantially 

3 Flndmgs from the field mssions demonstrate that, while there is no overt unemployment in the 
coal mdustry, there are sign~ficant levels of labor under-util~zation in all the regions visited In spite of 
fallmg production, the coal Industry IS not sheddmg labor Indeed, m Vorkuta, the overall level of 
employment in the mmes has actually rlsen over the past two years, despite adverse economic trends 
Thls paradoxrcal situation can be traced to the employment rnaxlmumg objectives of the Association, and, 
of course to contmulng government subsidies 

' This Annex has been prepared by Mary Caniung and fonns part of a jotnt RomgoY World Bank report It draws on the work of two 
World Bank mssione which vlslted Vorkuta, Chelyabmsk,Kemerovo and Mollcow m September, 1993 ( Jem Klugman, Tanya Proskuryakova 
of the World Bank, Paul Hare, Andrew Newell and Jon Stem, coruultanta) In Waohqton, Natalla Koliad~na supplied the fiscal and 
employment data m Ssotron III We are gmtsful fix the a~rsrot~~~co of Rolugol, and of the Coal Aseocmhom of Vorkuta, Chelyabmsk, and 
Kemerovo PIER, through Mchael Bematam and h ~ s  team of Rusrun tsrurchera provided much valuable data on Kemerovo Oblast 



Personnel of 
lndustnal 
Enterprises 

Personnel of 
Non lndustnal 
Enterpnseu 

Table 1. 1!W2 Employment Figures for the Russ~an Coal Industry 

914 331 

701 896 

For 'oral 
Ptduction 

For Cwl 
M u c t b n  

lJlncludes kindewarten houum~ agricultural and other personnel 

Of whlch 
W5rksrs for 
Extraot~on 
of Coal 

Under- 
ground 
Mines 

Under 223 S6U 
gwund 



4 There IS a built-in incentlve for the mines and their workers to go on unpad leave instead of 
belng lad  off Mine Directors hoard labor in thls manner and workers keep their employment record 
book on which pensions are based Unpa~d leave is reflected m the workbook as income earning and the 
worker IS still entltled to unemployment benefits at the minimum wage level as well as other benefits 
The misslon was unable to get accurate figures of those on unpad leave but m the Kuzbass the numbers 
were sad to be substant~al The local branch of NPG (Independent Mlne Workers' Un~on) are quotmg 
the example of Belovo Mme w~th a workforce of 2,100 which was operating for most of the summer of 
1993 w~th 400 actually workmg 

5 A particular problem is the low level of labor product~vrty above ground ~n the coll~eries and the 
minlng support services Around 70 % of coal Industry employees are overground workers In the Russian 
coal industry as agamt the 30%-40% that would be expected ~n a market economy glven the observed 
share of deep and open cast mining 

6 In the long run, high levels of output and employment In the Russian coal industry wlll only exist 
if over the coming years productivity (and labor productlvlty) m the mlnes is greatly increased Unless 
productiv~ty greatly increases, the cost of coal product~on wlll l~kely lead to coal loslng its market In the 
long run to gas and other fuels on a large scale The only way to prevent this contraction would be high 
and rislng levels of subsidy to coal prlces 

7 It is generally expected that by the year 2000,the demand for coal could fall by 50% compared 
w~th 1990 This could Imply employment reduct~ons of the order of 400,000 The key issue is that there 
will need to be major reductions m mlning employment over the next 10-15 years under any reallstlc 
projection of the demand for coal The scale of adjustment requued to obtam an economcally viable 
mdustry operaung w~thout large scale subsidy cannot feas~bly be made by changes m productiv~ty and 
wages alone 

8 This general plcture IS confirmed by the studies that have been done by the Study Misslons to 
Chelyabinsk, Kemerovo and Vorkuta as well as the IEEC project currently bemg carrled out in Rostov- 
on-Don For example, m Rostov there are now more mne workers producmg less coal than m 1980 
Surface workers at the rmnes have mcreased by 38 % and underground workers by 9% between 1989 and 
md 1993 Non-me workers have mcreased their numbers by 19% and labor product~v~ty has fallen 
nearly 20% between 1980 and 1992 These indepth local area studies confirm the general plcture of 
labor hoardmg, overmannmg, low productiv~ty and h~gh costs which results 1x1 an acute dependence on 
continuing h~gh levels of subs~dy to malntain employment at anythlng llke current levels 

9 One of the most worrying issues IS the lack of preparedness by almost all local Coal Association 
management to deal with the consequences of any restructurmg of the coal Industry Our studles have 
shown a lack of awareness among regional managers or local coal associaQon managers of the extremely 
fragde economc outlook for coal m the medium to long term let alone any appreciation of the 
requirement to reduce employment Dver the next few years if the mdustry is to prov~de stable levels of 
employment m the future In all of the areas studied, the me are st111 recrultlng and local vocational 
schools controlled by the mlnes are st111 preparing young people for a job m m e  related activities and 
not much else 



10 In all the regions visited, Management's solution to the industry's transition dilemmas is to find 
new reserves and move miners to work m new mines For instance in Kemerovo, Rosugol has stated 
that 6 out of 13 mines in Kemerovo Oblast should be closed in the near future The team could find little 
planning or preparation among the local Coal Association management teams to meet the consequences 
of such extensive mine closure In Vorkuta,the Coal Association believes that workers displaced by a 
couple of mine closures will be reabsorbed in other mnes This belief can be traced to the almost total 
ignorance of the destination of output and of likely trends in demand for its output - explicable in the 
context of continuing subsid~zation and the structure of incentives facing the Association The 
management of ChelyabinskUgol believe that demand for then- output will remain roughly at current 
levels in the medium term, up to the turn of the century and some way beyond No major changes in 
employment levels are foreseen for the next ten to twelve years and they are quite clear that there is no 
need to put special measures in place as the mnes will be safe from mass redundancies 

11 There are also differences between the attitude of Rosugol and of the local cod associations 
towards potential unemployment This is well illustrated by the situation in Rostov where RostovUgol's 
general dn-ector has given the assurance that no miner need change his profession and stated that no mines 
would be closing This scenario is at variance with Rosugol's estimate of a closure of 3-4 mines in 
Rostov with a loss of approximately 5,400 colliery jobs and the IEEC (British) estimate that 10 mnes 
mght close with a loss of 14,000 Furthermore,if average productivity was raised in Rostov, the British 
estimate that with the scenario of 10 mne closures, 18,000 jobs might be lost 

12 There are two Miners' Unions the Official Umon and the Independent Umon Of Miners (NPG) 
NPG have been quite proactive in theu approach to the threat of mine closures and have organized 
surveys of personnel at several m m  slated for closure The Fund for Social Guarantees for the 
Miners has also played a role in raising awareness among coal Association employees and their farmlies 
of the socioeconomic effects of industry restructuring and has been mvolved in the various mine surveys 

13 There are differmg perceptions in Oblast and Raon administrations about the llkellhood of labor 
shedding m the coal mdustry In Rostov and Chelyabinsk it appears that the municipalities have 
recognized that there is a potential emergmg unemployment problem The Employment Services in 
Chelyabinsk and Korklno are well aware of the consequences of the proposed mine closures and do not 
share the optlrnistic view of ChelyabinskUgol Management In fact they are anticipatmg the introduction 
of unpaid leave and short-time work among miners m Chelyabmsk in the near future In Vorkuta even 
the mumcipal authorities appear to share the Association's optimisbc view of the future and believe that 
the main task is to open new mines 

14 The results of the Study Missions show clearly that the problems for social protection are very 
different in different mlnlng areas For instance, the problems m Vorkuta which depends for its economic 
life on the coal mines would be very different from Chelyabinsk where it could be expected that 
eventually there wlll be economic diversity In areas where alternative employment prospects realistically 
exist in the locality or in neighboring areas, the employment effects from m e  closures and workforce 

Idenhficatlon and Assessment of the Principal lasues involved m Soclal Protechon at Dmtrova Mlne (1993), Queetronnarre at 
YagunovskayaMrne @ec 1993), Anzhemkaya Mrne Personnel Structure Survey, Kemerovo, 1994 In all of these surveyslquestronnartes the 
~smes of lmpendlng lay offs, unemployment and retrarmng are explored wlth the employeee of the mnes 



reductions should be able to be handled without imposing impossible burdens on the Employment Service 
and local government - provided that they have the time, the financial resources and the management 
capability to organue their response 

15 Rapid employment reductions in the mmes would have a dramatic effect on unemployment levels 
in mining areas For instance, the immediate direct impact effect of a 20% reduction m Association 
employment in Korkino (Chelyabinsk Oblast) would be to rase unemployment by 8 percentage points 
To this should be added multiplier effects, although, because of the integrated nature of the Association's 
activities and the range of other industries m the area, these were thought likely to be smaller than for 
a comparable West European coal mining area In Vorkuta, realistic projections of the demand for coal 
suggest direct employment reductions in the mines of at least 25% and possibly 50% Because of the 
remote location and high dependence on mining in Vorkuta, the multiplier effects would be rather larger 
than in Korkino, resulting in potentld unemployment rates for the area of the order of 30% 

16 Reductions in the output and employment levels on the potentlal Vorkuta scale would present 
massive problems for the economc viability and social fabric of m m g  areas, particularly if they were 
to take place at all quickly The Study Mission postulated that the Vorkuta reductions be phased in over 
5 years for the central projection Even so, there would still remain serious questions over the long run 
economic viability of the area Large scale and long term assistance would be requlred if the area is to 
survive and, even with such assistance, the burden on social protection agencies will be enormous (See 
Section VI for a discussion of the factors affecting the appropriate speed of adjustment) 

17 Fortunately, the potentlal scale of the problems m Vorkuta IS not typical of mining areas In 
Rostov-on-Don and in Chelyabinsk, the role of coal in the local economy was much smaller This not 
only reduces the impact on the local unemployment rate of mining employment reductions, it also - and 
more importantly- means that the prospects for economic regeneration in the area are much better In 
particular, the greater levels of industrial and employment diversification m these areas mean that 
unemployed ex-mne workers are more llkely to find new employment In addition, there is more scope 
for new Industry to move into the area and for ex-mining employees and others to bulld up economcally 
viable small businesses The evidence from Rostov-on-Don and, to a lesser extent Chelyabinsk is 
encouraging in this respect 

18 Of course, the more that it is possible for people to absorb and adjust to the economic shock 
arising from major reductions in coal mining employment in their areas, the lower is the burden on social 
provision There IS less danger that oblast, rayon and local Employment Service facilities will be 
overwhelmed by the challenge Further, not only is the scale of required assistance lower, the type of 
assistance required IS different In Rostov-on-Don, much more of the Employment Service activities can 
usefully be given as help in finding andlor traming for existing job vacancies in other industries The 
scope for useful counselling and trming in setting up and running small businesses is also considerable 
The possibilities exlst for current mlning workers to try alternative employments, for instance by working 
in a nearby town or by taking on a second part-time job The potential for this type of response is much 
smaller in areas like Vorkuta 

19 Th~s brings out an important general conclusion The degree to which rmning areas wlll requlre 
large scale and long term assistance from social protection agencies to cope with the shock of rrrrmng 
employment reductions on the potential scale expected varies cons~derably by area The key feature is 



the nature of the local labor market and the dependence of the area on coal For areas where this 
dependence is moderate rather than overwhelming, the problems should be manageable The fieldwork 
for this study indicates that there are many mining areas where the potentla1 alternative employment 
opportunities are sufficient to allow the social protection agencies to design and implement an appropriate 
response provlded the changes are properly anticipated and the mining employment reductions are phased 
in over a period of a few years rather than a period of a few months However, it is necessary for the 
Federal Government, Ugol, oblast and rayon officials to begin as soon as possible to make detailed 
apprasals of the appropriate scale and type of assistance in each mining area The World Bank and other 
international agencies should be able to provlde useful assistance to the Russian authorities in the design 
and implementation of these detailed studies of local need if that were requ~red 

20 The most important argument for mantaining subsidies to coal mines on employment grounds 
is the heavy dependence on mning and the physical isolation of areas like Vorkuta Another less 
important case (but one frequently argued and mentioned to the Study Missions) 1s the possibility that the 
economic viability of other local industries and the mamtenance of theu employment may depend on the 
contmuation, at least in the short term on the maintenance of local supplies of coal Clams are 
frequently made for such producbon mterdependencies and the clams can often be shown to be incorrect 
Further, in the long term, there are virtually always alternative fuel supplies or methods of reducing the 
transport costs of fuels to the area Nevertheless, there can be circumstances where early closure of the 
coal mine could lead to dramatic mcreases In the production costs of other local industry and consequent 
employment losses The social protection issues as well as the economic costs of these must be carefully 
considered where areas make claims for such interdependencies If the clams are correct, they can 
provide an mportant argument, in the short to medium term, for keeping open uneconomc mmes with 
appropriate subsidy arrangements until alternative and economic sources of coal energy can be made 
avalable to the area 

21 The Study Missions have come across two instances of clams for such produrnon 
mterdependencies The first was the dependence of the local power stations m Chelyablnsk on the type 
of coal wried locally The second was the dependence of efficient Northern steel nulls on coking coal 
from Vorkuta It is not clear that these claims are correct and the alternative supply possibdities should 
be exarmned For instance, it may not be costly to convert the Chelyablnsk power stations to natural gas 
given the p r o m t y  of the gas pipeline Similarly, the northern steel mills may be sufficiently profitable 
to be able to pay the full economc cost of the specific Vorkuta coking coals Nevertheless, the key pomt 
remams that it is essential to examine the total employment effect m minmg areas to estlmate the 
economc and social mpact of mlne closures and not just the effect on mimg employment alone 

22 It is the view of the World Bank that no mines should be closed untd a social safety net is m 
place to deal with the effects of closure on m e  employees, their families and on the local labor market 
The process by which the necessary employment reductions are handled by the Associations, mme 
managers and the various social protection agencies (including the pace of adjustment) is as important as 
the overall scale of adjustment This statement is true for the mines where ill-prepared and badly 
managed labor reduction programs can easily lead to a low productivity labor force either because of a 
bad ageiskill mix and/or because of demoralization The same statement applies to the Federal, reglonal 
and local government agencies responsible for social programs in the mining areas In this latter case, 
dl-prepared and badly managed programs will Impede and delay economic regeneration, threaten 
unnecessary problems of long duration unemployment in the area and jwpardlze the social fabrrc 



The Level of Soclal Provls~on prov~ded by Coal Assoc~at~ons 

23 Although not unknown, it 1s unusual for firms in market economies to be the major source of 
provision of housing and health services or child care They may provide some of the funding (for 
instance, paying a share of the costs of health insurance) but they do not provide the services, for the 
most part,that 1s left to hospitals and private sector or local author~ty spec~ahst providers 

24 In Russia, however a job has meant much more than work for wages The job is the means 
to a house, penslon, clubs, sports, paid vacations,pre-school education, day care, loans These 
benefits are extensive and enough to support families for some tlme without payment of money wages 
which, in current circumstances, are frequently paid at least 2 months late 

25 A World Bank Survey of Newly-Privatued Russian Enterpnses, conducted In Moscow Oblast 
and Vladmr Oblast in October 1993 showed that 89% of enterprises offered social services to their 
employees These social services represented the typical mix of housing and assoc~ated utilities, 
health and child care fac~lities, vacation, transportation and farming With privatuation, the 
ownership of some facilities had shifted to munic~pal governments, while in many cases, provision of 
the services themselves remained the responsibility of the enterprise The same type of provision of 
social services by Coal Assoc~ations was found by the Study Missions to the mining areas In 
Chelyabmsk, housing accounted for 37 % of the Association's social expenditure, up from 19 % In 
1992 In Vorkuta, housing represented 73 % of the Association's social expenditure and around 60% 
of the population lived in Assoc~ation accommodat~on 

26 Table 2, shows the component costs of expenditures of a typical m e  in the Kuzbass Note 
that in-kind benefit as a percentage of wages Increased from 38% in 1991 and 1992 to 42% in 1993 

' In Western Europe these soctal benefits are very largely provtded by local authont~es (frequently wlth a user fee whlch meets most or all 
of the cost) or purchased m the market However, tn vvhlally all Western economes firms pmv~de a small proportton of these benefit6 often 
at e~ther a subs~dlzed pnce or free Typtcally these In lund benefits are recelved only by a small proportton of the labor force Housrng IS 

often provtded at low cost or free to specla1 groups such as the pollce or agricultural laborers A pamcular example of such benefits IS the 
provlston of free coal to coal mnem, thetr famltes and to retued coal mners m the Umted Kmgdom 

'Newly-Pnvahzed Russtan Enterpnses A Survey Lella Webster et a1 World Bank,December, 1993 Thls Survey produced the followtng 
~nformatlon re the provlslon of soc~al servlces by enterprises m two oblasts 89% of firms sampled offer eoctal servlces to then employees, 
87% provlde housing, 60% prov~de health chtld care and education assistance nearly half provlde vacatlon factl~t~es about 33% prov~de 
uhlmes, transport, and f a m n g  plots 



Table 2 Dstnbuhon of Expen&tures of Volkhov Mne (Kuzbass) 1991-1993 

Source M~chael Bernstam Research 

27 Demls of the composition of the Chelyabinsk Association's social expenditures are given in 

Table 3 below One particularly noteworthy point is the very high percentage (34% in 1993) spent on 
a variety of mscellaneous services, such as subsidles to canteens and lundergartens, allowances for 
holidays and meals 

- 

1993 

35 % 

15% 

9 % 

41 % 

Table 3. Chelyab~nskUgol Sacral Sector Expen&tures 

1992 

45 4% 

17% 

13 9% 

24 1% 

Money Wage 

Soc~al m kmd 

Investment 

Inputs 

1992 1993 
(1st halt) 

Expend~ture Shares (8) 
Pre-Schools 5 4 4 5 
Socd and Cultural Fac~litles 3 1 5 3 
Housing end Publlc Utrl~ttes 19 4 37 3 
Fuel for Pens~onere 4 2 2 5  
Peraomel Trailung 0 1 10 
Comtxuction 16 6 4 8 
Other Expend~tutes (*) 49 8 34 1 
Agricultural Subadlee 2 2  4 3 

Total expenditure ~n Rb mln 858 2 1390 6 

Spending as a percentage of 
Associat~on Revenues 7 3 9 3 

1991 

38 5% 

14 5% 

17 2% 

29 8% 

* Other expend~tures include meal allowances, canteen subadlea, vacatlon grants and hndergarten subtadtes 

Source ChelyabimkUgol 

28 The dependence of mming areas on enterprise provision of social services is shown for 
Kemerovo in Table 4 below Besides the financial dependence on the enterprises, they also accounted 
for 59 % of construction activity in the area 



Table 4 Fund~ng Sources for Socral Provision In Kemerovo 1992 (%I 

*Percentage of people living m housing facilities financed by each institubon 

Source Kemerovo Oblast Adrmmstrabon 

Non-Budget 
Funds 

2% 

Type of Prov~aon 

Housing* 

Hduoat~on 

Kmdergartens 

Health Care 

Road Budding 

29 Provision of a high volume and a wide range of social benefits by the Associations has a 
number of adverse consequences It is an important distraction from the business of running a 
commercial company and uses up scarce managerial resources It imposes slzeable costs on 
financially hard-pressed enterprises In Vorkuta, non-productive outlays represented around 5% of 
total costs Perhaps most importantly, the firm ends up by paying for benefits to its ex-employees and 
others who are now working for other firms Thus, in a 1992 sample of Moscow firms, nearly 40% 
of tenants m the houses owned and rented out by the firms were not current employees of the firms 

30 Although there are these obvious disadvantages,the provision of these social benefits by the 
firms also provides certam advantages to both the firm and its employees For the firm, it provides a 
way of attracting new recruits and rewarding workers who are particularly valuable to ~t This is 
particularly important when unemployment is virtually non-existent and firms are keen to recruit, as 
was generally the case up to 1990 Even in September 1993, in all the mining areas visited by the 
Study Missions the number of job vacancies exceeded the number of unemployed and the structure of 
money wages was compressed For employees, employer provision provides a predictable way of 
obtaming access to these scarce and valued benefits 

Federal Budget 

2 % 

22 % 

3 1 It 1s not sensible for the Mining Assoc~atlons to carry the management responsibilities and 
costs of this social provision beyond some essential minimum necessary for their commercial 
purposes However, there are no policies governing the transfer of social provisions to local 
government and there remaun the complex matters of the transfer of social subsidies from the coal 
assoc~ations and the provision of funds to municipalities to maintain servlces So, in many cases, 
(Vorkuta for example) municipalities have refused to assume responsibility for social services because 
they lack the funds to run them 

Oblast Budget 

25 % 

19% 

78 % 

Ra~on Budget 

17% 

75 % 

29 % 

77 % 

Enterprises 

83 % 

71 % 



32 The difficult problem of miners' housing encompasses5 all the financial and institutional 
problems of divesting the other social benefits, only on a much greater scale Rapid rates of inflation 
mean that the rents have fallen considerably in real terms over the last few years Previous World 
Bank research suggests that rents in mid-1992 covered, on average, only 3-5 % of housing 
maintenance expenditure Conversely, they constituted only around 0 5 % of the expenditures of 
urban working households This is leading to acute problems of maintenance in a housing stock 
which is generally not of good quality to begin with Expenditure on housing maintenance by 
enterprises appears, not surprisingly, to be falling sharply both in Russia as a whole and in mining 
areas 

33 The October 1993 Survey of Newly-Privat~zed Enterprises has some very interesting findings in 
relation to the provision of housing by Enterprises The survey finds that this issue is the "most 
critical and knotty problem in the area of social services" 87% of sample firms provided housing for 
their employees, 57% still owned housing, 28% transferred to municipal governments and 14% 
transferred directly to employees "But, regardless of ownership, the financial burden of maintaining 
housing facilities and providing utilities remained with the enterprisesu6 

Source (Michael Bernstam Research) 

34 The ownership by miners of their houses 1s not a legal issue There are several new laws in the 
Russian Federation which will provide the necessary legal framework for a housing market (1 e the 
Law of the Russian Federation on the Basic principles of Federal Housing Policy, passed in 
December 1992, and the recently drafted Condominium Law ) The maintenance of the housing stock 
which has become increasingly run down in recent years and the continued provision of the utilities 
infrastructure will however be major problems in the process of coal enterprise divestitures of social 
services 

Table 5 Expenhtures on Houslng Stock Ma~ntenance 
The Kuzbass 1992-1993 

1992 1993 

'Rosugol estimates national housing costs and the total number of apartments that they own based on the following calculations 35 mlllon 
s meters of houslng owned by Rosugol, dlvlded by the standard 55 s meters per person, give 800,000 apartmentshouses houstng approximately 
2 mdlion people 

A footnote tn the Newly Pnvatlzed Enterpnses Survey reads Where houstng stock had been pnvatlzed employees apparently purchased 
them flats at a set rate per meter of floor space and the enterpnse continued to pay for all maintenance and replacement costs for the buildings 
and utll~tles Several managers reported that efforts to get employees to pay a hlgher share of houstng costs had faded w~th employees 
considering access to substdlzed or free houslng a bas~c soc~al nght 

24 2% 

38 5% 

11 1% 

24 2% 

2% 

Federal 

Enterpnse 

Muructpal 

Pnvate 

Condo 

0 

62 7% 

11 1% 

24 2% 

2% 



35 Therefore, what appears to be happening at the moment in Russia in general and, in the context 
of this report, in the Coal Associations in particular, is that an impasse has developed Tenants may 
own their houses and apartments, but these resources are in poor condition and neither the 
municipality nor the enterprise can afford to pay for even the most essential repairs Reports from 
various Bank coal mssions together with information from the Coal Associations remforce the view 
that mamtenance of enterprise housing is now almost non-existent The general problems associated 
with the low quality of the housing stock are particularly evident in mining areas In Korkino, 
mining induced subsidence has caused considerable damage to a number of apartment blocks In 
Kemerovo, where 83 % of the population live in enterprise housing, of whom 37% lived in Mme 
Association housing, families live over long-wall tunnels and methane gas fields Not surprisingly, in 
these areas the municipalities were refusing to take over responsibdity for the housing stock unless 
and until the enterprises had carried out much of the necessary mamtenance work 

KEMEROVO OBLAST MME HOUSING S E m Z W N T S  

Moet m m  hve m m g  settlements, created whtm the rn were fh t  deveIcrpd between 50 and 90 years ago 
Them hm been httle rf my rna.mtenance or upgradmg ctf the fm&tties or mfrmstmature mce 

Tbsse Sibwen Settlements we mlated and we self oontaured The homes are smgle family, wood-he dweUmgu 
w~th outdour saucetion facht~es Many do not have mnxung water There 1s h m t d  rf any mfrastm&re, the mads 
am muddy, Iteat 11 by cod staves, and elecfn~al w m s  hang off Ereas and drp to the gmnd Samc of the hwsing 1s 
atuated on the meahwe gw fields tuld there am accounts of cellam fded w~th the gas Utbr beg ate budt over 
Xang-W& where the hsk of s~bsiden~s ss w~%tdemble 

'Located m settlemerrta am 9 the food4&01~9, medical fmhfies, s c h d ~ ,  s p a  clubs, and thew me alao some farms 
whrch gmw faod w p & y  f9r the narwe 

In srrme settlementir new houamg umts Lave bean bullt Thme am tmlihonal aptment busldmp Them ur a housmg 
shorbtge and &s newer fypa af housmg 1s fmly rare and m hgb demand smce they feature utdoor plumbmg 

Bemra~sww of ltsltte~s hsve gmwlt up m these settleme- The= extended f d e a  and w a e s '  f& hve with 
or neat thein Leavrng the settlement would be dBcuIt f o ~  most rmnets, as nunem tradltiondy hwe a strong sense 
of trrad~tion and oownmq 

36 Seen m this perspective, it 1s clear that unravellmg the current Impasse on housing in Russia 
must involve divestiture to current tenants, to municipalities and to others (condominium and tenants' 
associations) with a policy for diverting subsidies for maintenance It wdl be more difficult to 
privatize the apartment blocks which make up the bulk of the accornmodat~on (and is probably 
impossible for the barracks accommodation) because of the acute co-ordination problems associated 
with the provision of common services in general and maintenance in particular One possibility 
worth further examination would be to split management reqponsibilitm from ownership 
responsibilities In this way, for some of the housing, ownership might be retsuned by the 
mumcipallty or enterprise, but the management responsibilities might be assigned to a private 
company or a non-profit making association The role of non-governmental housing agencies should 
also be considered They may have particular attractions in mming areas with their traditionally high 
levels of social solidarity Finally, to address the urgent maintenance problems, serlous consideration 



should be given to the formation of tenants' and owners associations where responsibility for public 
area and exterior maintenance programs could be developed using resources from the Employment 
Fund earmarked for public works programs and community development programs 

37 It is clear that adjustment to mining redundancies will be easier the greater the mobility of 
labor This means that the development of a market in rented housing is a priority Similarly, for 
municipal housing, it will be important to encourage the maximum development of exchange 
arrangements for people llving in different mumcipalities The attractiveness of owner occupation in 
this perspective increases as housing markets expand and mortgage institutions develop That raises 
questions of financial sector reform that will need to be considered in other studies 

38 Rapid and large-scale progress m thls area will be difficult It wlll depend on the resolution 
of a number of issues that are outside the control of the mining areas These include the fiscal 
problems of municipalities, subsidy arrangements, financial sector reforms, social securlty reform and 
others The existence of these major structural difficulties does not, however, mean that no progress 
can be made It points to promoting a w~de  range of small-scale and local options for divestment and 
contracting out of soclal services particularly m housing, but also for the other employer provided 
social benefits 

39 TanfAgreements There are two Tariff Agreements for the 2 mining unions in the Coal 
Industry The purpose of these agreements is to establish a minimum wage for the miners and to fix 
hours, conditions, holiday entitlements, sick pay, compensation etc The Tariff Agreements also 
specify the particular conditions and benefits for the Communities of the Far North and the separate 
and differing conditions for a l ~ s t  of Oblasts and Krais which broadly include Siberia and Primorsk 
and Khabarovsk As far as we can establish the only difference between these two Tariff Agreements 
is that the NPG (the Independent Miners' Un~on) negotiated an Agreement in March 1993 which 
extends for three years, while the Official Miners' Union Agreement lasts for one year only 

' The Tanff Agreement sets nummum wage levels for the lowest pa~d worker A number of ~ndexes are used to calculate final wages 
Wages are detemned by type of work and by quallficahons as well as by sh~ft, as of January 1994, the mrumum was 65,000 rlmonth based 
on a 30 hour work week Deta~led cond~t~ons related to slgrung onloff at the workplace, transport, rest penods of 10 mnutes m each hour are 
factored ~n as are ~ndlces relat~ng to work plan performances and norms Wages In 1993 were also ~ndexed to mmmum wage levels In general 
and to the growth of the consumer pnce ~ndex Finally, there IS ~ndexat~on relahng to locahon wlth Vorkuta and the Northern Commurut~es 
g~ven a cl~rnate Indexahon of 2 4 



SEVERANCE PAY IN RUSSIA 

h l e  40 3 of the Russtan Labor Code of September 25,1992, stipulates the follawmlg cond&atlg and para mete^^ of 
swemce pay 

Comuensatlon for lavoff from existma entarnnses 

(@ Severance pay ;= one average monthly wage 

(b) Additional severanoe pay = aye- monthly wage for s penad no longer than two manths after 
layoff 

(a) Additional severance pay for a thud month may q p I y  Por thm the aurhamatlon of the 
Employment Officer 1s neceamq and the unemployed p e m  must have apphed for a job at the 
Employment Office w l t b  two weeks of layoff 

(d) The dsv~dual must have had an umntemptsd pmod of employment of threu months pnor to 
layoff 

Cornensation for layoff due to badmwcy or enternme mstructumg 

(a) ~ev-ce pay = one average wage 

(b) T h m  month compensation ( three month a v e w  wages) whde  re^^ w% tb Employment 
Office and mtnreIy l&g for work 

(c) Iln urntempted empioyment mod of at least t h  month 

(d) Ocher compensation can be pmvided accoadlng ta specfi laws and regukrons 

40 The NPG have effectively negotiated special treatment for their members by shpulating that 
funds be allocated from the Federal Budget to facilitate mlne closure and provide for Infrastructure 
maintenance, and for job creation Special measures which wlll be the joint responsibility of the 
Federal Employment Services and the Ministry of Fuel and Energy Include a one year notification of 
layoffs by Management to the Employment Services, the reduction or outright termination of 
recruitment of new employees, short-time working hours for employees, procedures for transferring 
workers to other mines, specla1 tralnlng and employment programs, a retirement policy of 2 years 
prior to the pension age, with the retirement pension to be pald from the funds of the mine during the 
pre-penslon per~od, special retraining allowances paid by the Coal Association to bring miners up to 
the level of the average mining wage, continued right to housmg and to ma~ntenance of housmg, rlght 
of mmners's children to use pre school facilities untll they reach school age 



41 Health and Safety Issues There are serlous problems related to health and safety throughout 
the Russlan coal industry An analysis of the injury rate for the entire industry in 1992 makes grim 
reading deaths and injuries were widespread and attributable to a range of causes rock falls, 
malfunctioning equipment, unsafe mine transport systems, methane gas, fires, suffocation and 
poisoning The report for 1992 blames madequate technological upgrading together with poor 
maintenance of mme shafts and of aging equipment as the main causes of accidents Allled to the 
accident reports are those detaling rising levels of disease - an increase of approxmately 50% being 
reported in 1992, over the 1990 incidence of pneumonia, bronchitis and "vibration disease " 

Table 6 Inc~dence of Injunes at Vorkutaugo18 

a This tnformahon was supplied by the Independent Mlne Workers' Uruon (NPG) With regard to the decrease tn fatnlltles, the overall 
figures are somewhat dtfferent at Vorkutaugol the fataltty rate for the four years, 1989 199218 as follows In 1989 there were 13 deaths ln nune 
related accidents, m 1990 there were 22, tn 1991 there were 17 and the figure for 1992 overall was 11 

# of tnjunes 

non-fatal tnjunes 

fatalthes 

acctdents at 
underground mnes 

at open p ~ t  mnes 

Jan June 1991 

666 

660 

6 

517 

119 

Jan June 1992 

719 

716 

3 

610 

107 

vanance 

+ 53 

+ 56 

3 

+ 93 

-12 

% 

7 9% 

8 5% 

-200 % 

10% 

10 % 



Adequacy of Pol~cres and Institutrons at Oblast and h o n  Level 

42 A discussion of the social services provided by enterprlses should not overlook the fact that 
most of these services are in fact financed indirectly by subsidies from the federal budget Another 
factor to be considered is that enterprises enjoy a tax exemption, determined by the government, for 
part of their profits If social assets were to be divested from enterprises to local government a 
problem would exist as such a divestiture would have to be accompanied by the simultaneous 
reallocation of financial resources from enterprises to the budgets of local admmstrations 
Furthermore, the Mmstry of Finance has no clear idea of the share of subsidies spent by enterprises 
on social provision 

43 There is a Presidential Decree "On the System of Minimal Social Guarantees", December 
1993 which covers the provision of (a) the minimum wage, (b) minimum old-age pension, (c) the 
provision of social insurance benefits, to include unemployment benefit, sick pay, maternity leave, 
childrens7 allowance, welfare benefit, and (d) a minimum package of free health care, and access to 
education and culture The financing of these benefits will come from both federal and regional 
budgetary funds the Pension Fund, the Social Insurance Fund, the Fund for Medical Insurance, the 
Employment Fund and other funds which are designed for the social protection of the population 

44 The financing of these benefits is to be a jolnt responsibility of the federal government and 
reglonal governments It was intended that the 1994 budget should address the financing of this law 
on minimum social guarantees However a mechanism for financing soclal provision has yet to be 
established and there is no clarity about responsibility sharing between federal government, local 
governments and enterprises for the divestiture of social services Durmg 1993, the Mlmstry of 
Fmance shifted the responsibility for financing social provisions to the regional level Meanwhile, 
extra-budgetary funds are experiencing problems with the redistribution of resources between the 
regions This issue could create problems for the coal regions when closures of the coal mines might 
result in both regional budget and Extra-Budgetary shortfalls 

45 There are now legal provisions which allow the transfer of kindergartens, some other educational 
facilities and urban servlces to the municipalities Local Governments are becoming the passive 
recipients of social services divested from enterprises without the provision of funds to maintam and 
dellver these services An added problem is the decreasing taxation base which follows from 
enterprise restructuring Even to cope with the provision of the most basic of services is in many 
case beyond the resources of many municipalities and is poslng major problems The central issue 
appears to be a lack of funds at the raion level, the lesser abillty of municipalit~es to obtzun subsidies 
from Federal and oblast governments than enterprlses, the lower earnings levels of social provision 
staff in municipalities relative to people doing the same job in the enterprises, and last (but by no 
means least), resistance to paying higher prices for the services 

*Accord~ng to the new Const~tut~on, the decisions of the Federal Government are not mandatory for Regional Government, if such dec~mons 
are not also supported by appropnate financing 



46 In spite of the lack of funds, kindergartens in many places v~sited by the Coal Missions had 
already become (or were in the process of becoming) the responsibility of the municipality (Vorkuta, 
Chelyabinsk) and in places some housing had too, most notably in Rostov In Chelyabinsk Oblast, the 
municipalities, in addition to kmndergartens, had taken over responsibility for most of the water 
supply, garbage disposal and partial responsibility for the vocational schools 

47 The Study missions examined the capacity of Oblast and Raion Social Protection and 
Employment Services (program, staff, offices, and equipment) to cope with rising numbers of 
unemployed This analysis would reflect the situation were any large industry to restructure in these 
areas, although some observations are part~cularly relevant to the requirements of those laid off from 
the m e s  The general conclusions from the four regions visited are that the existing resources 
would be unable to cope with any substantial increase in unemployment 

48 The groups who would be most at risk in the event of any coal restructuring would be mine 
pensioners, young people who might have found jobs in the mnes and women who continue to make 
up the largest proportion of the unemployed and who are being laid off first from surface and 
ancillary jobs in Coal Associations It is expected that this list will also be expanded to include the 
long term unemployed who have exhausted Unemployment Benefit (of whom there are very few at 
the moment)1° There is, as yet, no fiscal framework to address the needs of these groups generally 
in the Russian Federation, practical programs are not yet well developed and the financial resources 
to execute them wdl be madequate given the present arrangements for the extrabudgetary funds 

49 Social Assistance Benefits Cash benefit packages consist in the main of pension benefits, 
family allowances and unemployment benefits Sick pay, maternity benefits and family allowance to 
"working" mothers with chddren under 18 months are pad from the Social Insurance Fund 
These benefits are administered by the enterprises All these benefits, except the birth grant are 
related to actual wages (100%) The Birth Grant is equal to five minimum monthly wages As most 
social benefits are financed on the regional level, the profitability of the enterprises and the slze of the 
wagebill are important for the financmg of social assistance benefits For the coal regions both of 
these factors might have a negatlve impact on the financing of soclal benefits Given that 23 5% '" 
of the Coal Industry enterprises are unprofitable, both the amount of the profit tax and payroll 
contributions are questionable 

50 In the Coal Regions visited by the World Bank Missions, the concept of a publicly provided 
social safety net is a novel and as yet largely undeveloped service Only over the past 18 months have 
local authorities begun to finance and deliver in-kind and cash assistance to the needy The staff 

lo Those unemployed who have exhausted benefits after 12 months are eltgible for "Matenal Asststance Thts 1s a scheme whereby the 
miumum wage can be patd, together wtth a lump sum of two mrumum wages tn case of hardshlp This asststance is enttrely at the dtscretlon 
of the Employment Servtce Officer and appltes only to those who have registered as unemployed and have slgned on regularly at the Employment 
Office The asststance lasts for six months Because unemployment IS such a new phenomenon tn Russia tt IS difficult to find out how h s  
scheme IS workmg at local levels 

" For a descnphon of Soctal Assistance Benefits and a dlscusston of poltcy tssues and optrons see Russla Soctal Protechon dunng 
Transdon and Beyond World Bank February, 1994 

"State Tax Servtce Report for the first quarter of 1993 



involved appeared to have done a commendable job with limited resources for organizing and 
financing programs However, the Missions found that at local level the Social Protection 
administration is uncomfortable with their lack of finance to cope with at risk persons other than those 
who are targeted inside the existing system (and at current levels) while the Employment Services are 
concerned that budget to pay benefits may run out at oblast level thus requiring fiscal transfers 

51 Penszons Underground miners are eligible for old-age pension benefits at the age of 50 years 
for men and 45 years for women, if they have had at least 10 (7 5) years of underground service after 
20 (15) years of total service These pensions are paid by the Pension Fund Non underground 
miners are eligible for pensions at age 55 (men) and 50 (women), if their service period at the mine 
was at least 12 5 (10) years, and if they have total service period of 25 (20) years Pension benefit is 
defined as 55% of wage and it is raised by 1 % for every full year of service beyond the requlred 
service period For those who work in the Northern Regions, pensions are subject to the northern 
coefficient increase 

52 The share of the worlung old-age pensioners m coal regions is higher than the average m 
Russia 

Russian Federation 23 0% 
Kom AR 26 1% 
Rostov Oblast 23 5 %  
Kemerovo oblast 24 9 %  
Chelyabinsk Oblast 27 2% 

53 Inflation and the increasing costs of all the normal benefits that are continued for pensioners 
mean that many miners choose to continue working and draw then pension and their salary Rosugol 
estimates that approximately 27% of all coal employees are of pensionable age Only Kemerovo 
oblast has a share of pensioners receiving maxlrnum pensions at a higher than average Russian level - 
53 % compared to 22 8 % Other regions are far behind this threshold Thus, only 9 % of Komi 
Republic pensioners get maximum pensions, for Rostov oblast the figure is 10 9% and for 
Chelyabinsk only 2 8% The reason for this could be that pensioners who are more financially secure 
are moving to more hospitable climatic reglons 

54 Unemployment Benefits are paid to those who are registered with the Employment Service, 
recipients are eligible for benefits for a period 12 months Individuals working in the Northern 
Territories are entitled to special provisions if they become redundant which include a payment of 
average wage for six months after layoff and one month's extra severance pay High inflation has 
meant that in 1993 the replacement rate for unemployment benefit was 11 3 % During the three 
month period between being laid off and receiving benefits it 1s calculated that the real value of 
benefits to an unemployed individual can decrease from 75% to 30% of average wage This 
unsatisfactory situation may improve somewhat in 1994 as a new decree on the mechanism for 
calculating the average wage which promotes retrospective indexation of average wages takes effect 



Table 7 Employment Fund Budget 
(R billion) 

Year 1992 Q 1 1993 SIX m ,93 Nlne m ,93 

Payroll contnbutlons 
Local budgets 
Federal budget 
Other revenues 
Voluntary contnbutlons 

TOTAL REVENUES 36 01 47 24 146 82 324 52 

Tra~mng/retralrnng 
Public works 
Unemployment benefits 
Early penslons 
R&R 
Transfers to the FES 
Job creatlon 
Others 
Operahonal costs 
TOTAL EXPENDITURES 

55 Employment Fund The Employment Fund is financed by payroll contributions from all 
enterprises In January 1993 contributions increased from 1 % to 2% Contributions are collected at the 
rsuon level Of each Rb 100 collected, the raion keep Rb 45 and transfers Rb 55 upwards The Oblast 
keeps Rb 45 and transfers Rb 10 to the Federal Employment Services According to the latest 
unemployment data, as registered unemployment is so low ( i e 0 3% in Rostov Oblast to 1 25% in 
Komi) the provision of benefits together with active programs such as t r a m g  and public works amount 
of approximately 25 % of the Regional Employment Fund In fact, in two cases out of the four regions 
under discussion, the provision of benefits and programs amount to less than the cost of operating the 
Regional Employment Service Hence the surpluses of the reglonal Employment Funds are substantial 
31 6% in Rostov , 53 2 % in Komi, 73 9 % Chelyabinsk, and 87 0% in Kemerovo The corresponding 
figure for the Federal Employment Fund is 5 1 6 % 

Table 8 Structure of the Revenues & Expenditures of the Employment Fund 
(Percent) 

% ~n Total Year 1992 Ql, 1993 SIX m 93 NlneM 93 

REVENUES 
Payroll contnbutlons 97 20 96 96 96 37 95 27 
Local budgets 0 34 0 06 0 59 0 07 
Federal budget 0 15 0 29 0 30 0 29 
Other revenues 1 77 2 68 2 70 4 32 
Voluntary contnbutlons 0 55 0 01 0 03 0 04 
TOTAL REVENUES 100 00 100 00 100 00 100 00 

EXPENDITURES 
Tralrnng/retralmng 
Publlc works 
Unemployment benefits 
Early penslons 
R&D 
Transfers to the FES 
Job creatlon 
Others 
Operational costs 
TOTAL MPENDlTURES 



56 However, even without any growth In unemployment ~f all those currently out of work were 
registered and if benefits were upgraded to the subs~stence minimum, calculations show that in 
Chelyabinsk Oblast payment of these benefits would increase expenditure to R 0 72 billion and reduce 
the surplus m the Employment Fund by 20% on average At present, unemployment benefits in mining 
reglons are about 41-47% of the average Russian subsistence minimum Overall, an increase in the 
unemployment rate of between 3 and 5% would result in the wiping out of the regional Employment 
Funds 

Table 9 Employment Funds of the Man Coal Reg~ons 
(R billions) 

REVENUES Total Payroll contnbutton Others Payroll contnbutton Others Surplus (+) def ( ) 

% 

Kom AR 
Rostov oblast 
Chelyabmsk oblast 
Kememvo oblast 

57 As has already been discussed there have bee? no lay offs in the mines In Kemerovo, the 
Employment Services have calculated that the Fund would move into deficit in one month if there is one 
mine closure although data were not available to support this claim However,it is possible easily to 
calculate the rate of unemployment in each area at which the Employment Fund would move into deficit 
For example,in Vorkuta the Employment Fund was in surplus as of August 1993 The Mission calculated 
that 1,100 unemployed mners (equivalent to the closure of the smallest mine) would totally deplete the 
Fund's monthly revenue Calculations in Chelyabinsk showed that the Employment Fund would move 
into deficit if the unemployment rate exceeds 3 84% 

Table 10 Expend~ture of the Employment 
Funds of the Mam Coal Reg~ons 

EXPENDlTURES Total Tr lretrarn Publtc works Unempl benef Early ret Transf to fed budg Job creat Oper costs 

Kom AR 2 74 0 06 002 0 38 0 01 0 57 0 80 0 45 
Rostov oblast 5 93 0 07 0 01 0 24 0 04 0 52 383 119 
Chelyrbrnsk oblast 240 0 07 0 03 0 52 0 05 0 11 035 123 
Kememvo oblast 1 26 002 0 00 0 29 0 05 0 19 001 068 

MPENDUURE STRUCTURE Total Tr Iretram Publ~c works Unempl benef Early ret Transf to fed budg Job creat Oper costs 
% % % % % % % % 

Konu AR 100 2 19 0 88 13 87 0 29 20 84 2920 1642 
Rostov oblast 100 1 15 0 19 3 96 0 66 8 79 64 59 20 07 
Cheiyabinsk oblant 100 3 08 121 21 58 1 92 4 38 14 75 51 25 
Kamemvo oblast 100 151 000 23 17 4 13 14 76 071  5373 



58 These calculations ignore administrative13 costs and also assume that all the revenues of the 
Fund are devoted to the payment of benefits and that no other programs (Training or Public Works) are 
being financed by the Fund It is of concern that the financing of Unemployment Benefit will eventually 
squeeze out pro-active employment policies and programs 

59 Employment Semces In Russia, the payment of unemployment benefits and the delivery of 
placement services, counselling and other proactive employment programs is the responsibility of the 
Federal Employment Service which has a core staff of about 150 persons with approximately 21,500 staff 
in local employment offices throughout the Federation At the current official rate of about 1% 
unemployment,14 this gives a cl~ent staff ratio in the Employment Services of 1 3 If however, there 
were to be any significant increase in unemployment, it is reasonable to assume that the Employment 
Services would be seriously stretched 

Table 11 Ratlo of Staff to Unemployed m 
Employment Serv~ces m Selected Countries, 1988 Ratlo 

Austna 
Gennany 
Poland 
Portugal 
Sweden 
Russra @ec 1992) 

@ec 1994) 
U ~ t e d  fingdom 

Staff eshmates f a  Rus8m were bused OII 518 000 repbred unemployed and 21 500 field staff as of December 1992 December 1994 eabmam 
an based on a proJecbm of 5 d o n  msmployed 

60 The office of the Employment Service in Vorkuta may well be overwhelmed by any significant 
increase in the number of jobless applying for income support At present low levels of unemployment, 
the staff-unemployed ratio is approximately 1 40 and would quickly fall to at least 1 200 under future 
scenarios Much the same comments can be made about Chelyabinsk Oblast where the staff-unemployed 
ratio is 1 37 at the moment and where office space is cramped Chelyabinsk is developing a computer 
network of its own at the moment which will aid with the registration and payment of benefits There 
is some staff discomfort with the complicated system of registration and of computing benefits, which 
the Employment Service feels does not always best serve the needs of the unemployed The other 
concern of the Chelyabinsk Employment Servlce is that there are many workers in the coal industry who 

" If adnuntstrat~ve expenses are Ignored, the unemployment rate whrch uses up the current revenue of the Fund IS equal to t/(t+r) where 
t 1s the proportional rate of the payroll tax used to create the fund and r 1s the ratro of the average unemployment benefit to the average wage 
Thus, d t equals 2 % and r equals 5056, then the fund 1s m deficrt d the unemployment rate exceeds 3 84% 

"There IS growlng evldencethat the offic~al rate of unemployment based on approximately 800,000 regrstered unemployed (December 1993) 
1s a senous undereshmatronof the actual srtuatlon In January 1994 around 3 rmllron persons were estlmated to be out of work but not reg~stered 
wlth the Employment Serv~ces, and an addltlonal4 mlllon persons were estlmated to be on mandatory leave wlthout pay 



are over pension age, and these workers are likely to be among the early casualties of the expected layoff 
program Although those on pension will not quallfy for unemployment benefit, the Employment Service 
anticipates that retired coal workers will come to them looking for employment and requlrlng counselling, 
thus eating into meager staff resources and space 

61 In Kemerovo there appears to be adequate staffing for the current situation, but, when 
unemployment increases or staff become more skilled in providing in-depth services, the current staffing 
patterns will need to be adjusted Most of the offices are staffed below the ratio allowed per population 
(1 200) One office has a ratio of 16 clrents per staff per day All expressed problems In hiring qual~fied 
staff glven the extremely low salaries The office staff are predominately women 

62 In addition to the payment of benefits, the Employment Services should be m a positlon to offer 
a range of counsellmg, job search, training an8 speclal employment schemes (public works programs) 
in addition to specially targeted mass lay off programs for the minmng communities In all cases, the 
Study Mlssions found inadequate capacity to fund, administer and Implement such measures at local level 

63 Publzc Works Generally, there is a low take-up of public works programs whlch are confined 
to urban clean-ups and to some seasonal agricultural jobs There are two major reasons for this, one 
being the very low allowance which is paid to individuals on these programs and the other, the type of 
work which is repetitive and lacking soc~al esteem The financing of public works programs in the maln 
coal regions varles from 0 - 1 25% of the total expend~tures of the Regional Employment Funds 

64 Training facilities which are available to mine workers through e~ther the Coal Assoc~ations or 
the local authorities are generally obsolete and inadequate for today's skill requirements The facilities 
and courses are focused on the manual skills needed in the rmnes of the 1930s The training centers are 
built next to the specific industry Individual enterprises select and pay for the students to be tramned, then 
hire dlrectly from these training centers 

65 Traznzng Programs The Study Missions found that a common concern is that people are tralned 
and educated in narrow specialties whlch do not meet the needs of the developmg labor market Newer, 
modern technologies and theories are unavalable or are not taught There are no occupational data to 
drive tralning decis~ons All training selections for the unemployed are based on either personal wishes 
or employment stafflpersonal intuitions of the employment opportumtles (e g In Kemerovo only 7% 
of the current unemployed are selecting to be trained, the rest elect to receive benefits and continue to 
be unemployed ) 

66 Job Creation schemes and Training for Small Business development are mixed together and are 
either non-existent or in a primitive state of development There are possibil~ties for the unemployed to 
receive support for starting small businesses through the capitalization of the 12 months of unemployment 
benefits However, the take-up on these schemes seems very small in the Regions visited and there IS 

a need to link this opportunity with a structured program for Entrepreneurs organized by the private 
sector The Job Creation Schemes are in many cases not creating new jobs, but are instead prov~dlng 
another form of enterprise support 

67 To illustrate the issue of the effects of enterprise divestiture on local finances, the Mlsslon 
analyzed the Munic~pal Budget in Korkino, a coal mining town of 72,000 inhabitants, sltuated 



approximately 30 kilometers from Chelyabinsk About 70% of the employment in Korkino is mining 
related Korkino Municipality is responsible for 18 schools, 28 kindergartens, 3 hospitals, 2 orphanages, 
as well as public utilities, parks, gardens and some housing The Municipality has moved lnto deficit 
over the last year, due to the twin effects of inflation and recession 

Table 12 Muruc~pal Budget for Korluno 

1992 1993 
(1st Half) 

% % 
Revenues 

Profit Tax 35 7 48 5 
Personal Income Tax 32 6 27 0 
Natural Resource Charge 18 4 
Land Tax 6 0 
Other Revenues 3 1 8 7 
Subs~d~es @alanc~ng ~tem) 4 2 15 8 

TOTAL 100% 100% 

Expendltures 
Subs~d~es to Enterpnses 37 3 27 2 
Educat~on 22 2 26 6 
Culture 1 1  1 2  
Health Care 26 4 33 4 
Social Protection 0 4  0 4  
Chemobyl Benefits 0 1 
Chddren's Benefits 5 9 3 6 
Other Expenditures 6 6 7 6 

TOTAL 100% 100% 

Total (Millions of Rubles) 692 0 1900 0 

Source Korluno Local Authority 

68 The housing issue in Korkino remam complex 20 % of housing belongs to the Municipality and 
they barely have the financial capacity to mmtain t h ~ s  stock at present The remaining 80% is Coal 
Enterprise Housing and the Municipality cannot assume responsibility for the fiscal burden of maintaining 
it The average age of housing is 50 years and most of the enterprise housing is around this age, having 
been built for the workers of the Korkinskii mine There are faults in many of the blocks because of shifts 
in the foundations due to mining operations Consequently, the Municipality has refused to assume 
responsibility for this housing 



Polrcy Issues Coal Assocratrons 

69 There are many Coal Association pol~cy issues related to restructuring and its impl~cations wh~ch 
are being considered elsewhere The following items relate solely to social protection aspects 

70 In order to remain commercially v~able and observe a hard budget constraint, all mines (whether 
slated for closure or not) should plan to divest themselves of the provision of social services and should 
concentrate instead on their core business act~vities As part of this process, Rosugol and the ~ndividual 
Coal Assoc~at~ons should now recognue that they are not the appropriate organuation(s) to administer 
the social subsidies Coal Associat~ons should now proceed to plan for the divestment of all social 
servlces which they currently provide This d~vestment should be phased in consultation with Oblast and 
Local Authorities Ancillary services should also be phased out It may be necessary to treat Isolated one 
company towns such as Vorkuta d~fferently, in that the provision of soc~al services is so inextricably tied 
up with the Coal Association and w~th the entire fabr~c of the town, that spec~al provision should be made 
for these cases until such tlme as resources and poss~ble relocation provisions can be provlded by the 
Russ~an Government 

71 The plans to retrench the workforce, divest social and welfare facilities and restructure the 
economlc operations of mining and ancillary operations should be tackled comprehensively if there is to 
be a coherent corporate approach which will enable government to reduce subsidies In this context it 
may not be necessary to transfer all of the social services which are currently provided by the Coal 
Associations to the municipalities, some could be privatued (1 e recreation facilities and cafeterias) 
while others could be phased out ent~rely However, there are key services without which the soclal 
safety net could not be said to function adequately and it is these wh~ch should be identified and 
transferred to munic~pal provls~on (health and child care facil~ties as well as urban servlces) 

72 The development of realist~c business plans for each coal association will mean that strategies for 
recru~ting new workers to the industry will also have to be developed 27ze present polzcy of hznng new 
workers zs not conszstent wzth overall demand projecnons for coal and wzth the Minzstry of Fuel and 
Energy plans for restructuring the zndustry It wlll be necessary to cease recruzment completely at those 
mznes whzch are slated for closure and to rewew hznng pracnces In all other mines 

73 Management should des~gn suitable labor shedding programs to take into account the future needs 
of the Coal Enterprises in relation to skill mix and correct profiles for the firm In part~cular, 
management should identify the key underground skllls related to production and reduce as many of the 
surface jobs as possible 

74 Workers who have reached pensionable age, 50 years, should be required to retire ~f the sk~ll  m u  
needed to run the mine can be reta~ned wlthout them In addlt~on to the retirement of workers of 50 or 
older, the industry may wlsh to introduce an early retirement scheme for speclfic categortes of workers 
satisfying certan age and length of service qualifications For example, all workers aged 40 or more 
w~th at least 20 years of service in the industry might be eligible for early retirement under the scheme 



Early retirement should not be regarded as a right but should only be granted when it is in the Interests 
of the mining mdustry 

75 From meetings with Management and Unions in all the areas visited,it is clear to the Mission 
members, that, unless a Union-Management debate begins in an atmosphere of trust and cooperation 
before difficult decisions have to be taken and then consequences felt, a serious industrial relations 
problem could arise Consequently, a very strong recommendation emerges to install a program of 
ManagementIUnion T r a m g  at the earliest possible opportunity which would address topics such as 
collective b a r g m g ,  negotiating etc Umons in particular require help as they must be made to 
understand the hard budget constraint and the burden on the government budget of coal sector subsidies 
The Unions should be developed as partners in the debate about the future of the Coal industry in Russia 



Pol~cy Issues Federal and Oblast 

76 In the event of a restructuring of the Coal industry,Federal and Local Government will need to 
design and finance measures and programs to deal quickly with the social and political consequences of 
labor shedding The Government should establish a Fund to finance lump sum retuement for displaced 
coal miners and should finance special labor market adjustment programs to meet the needs of the cod 
mining areas as soon as possible 

77 If the Government mplements the program for coal restructurmg and its consequent mine 
closures, it will be necessary to shed large numbers of workers It 1s possible that as many as 400,000 
to 600,000 are surplus to the needs of the mines over ttme The tming and sue of redundancies would 
depend on the Government's decision regarding the pace of mne closures A program of rapid m e  
closures, say 30 to 40 per year, would result in layoffs of 50,000 to 100,000 per year Since most of 
the redundancies in the first two or three years are likely to come from m e  closures, rather than scaling 
back production at operating mines, a precondition for such a program wlll be establishing the necessary 
capabilities for assisting redundant workers m a large number of cornmumties 

78 Not all of the workers affected by m e  closures will become redundant, as many of them are and 
will be employed m ancillary industries and social services Others may elect to take early retuement 
Usually, early retirement costs would be borne by the Employment Fund, at a normally higher cost than 
unemployment compensation, and consequently this policy does not save resources If the cost 1s the 
same as the equivalent m regular unemployment compensation, then the only effect is cosmetic - i e 
individuals will not show up as unemployed However, from the Tariff Agreement between the NPG and 
the Ministry of Fuel and Energy and Rosugol, it would appear that Unlon has negotiated a special 
package which would mean that the Coal Associations would pay early retirement benefits to NPG 
members for two years before the normal pension benefits kick in l5 

79 On efficiency and equity grounds, any social safety net measures assocrated with restructurmg 
should not be confined to miners per se but should extend to all the ancillary workers, Inside and outside 
the association, whose continuing employment depends upon the existence of the m e ,  as well as to 
people who become unemployed from the "knock on" effects of cuts in the coal industry The latter may 
certainly be as adversely affected by restructuring as the miners, and probably have far more limited 
means to protect themselves against income shocks because they earn much less than mineworkers 

80 Soaal Asszstance Institution support could take several forms - includmg guidelines to assist in 
the development of targeting mechanisms and the use of the concept of the subsistence mnimum, staff 
training and the recruitment of sufficient staff and appropriate skills to deal with the increased pressures 

" Thls issue of early rehrement goes agalnst the pohcy of raaslng normal retlrement ages whlch one would normally wlsh to encourage 
However it can be defended as recogtllzlng the probable there are unllkely to be new opportumtles in the same occupatlon, the soclal return 
on retralmng 1s 11kely to be low, slnce regular retlrement 1s not far off, and actlve labor market pollc~es can focus on more urgent Issues From 
the coal Industry polnt of vlew, the maln difficulty 1s that some of the more expenenced and essent~al workers wlll leave the workforce on the 
basls of them age Meanwhile some of those who stay may be capable of belng retrained andlor startlng small businesses The need for careful 
manpower plamng m the indlv~dual nunes has already been stressed 



associated with structural adjustment In the short term, consideration should be given to developing 
community family service programs in the mining towns as it is accepted that the family and community 
costs of mine closures are very high in social terms 

8 1 Fznannng Sonal Asnstance Programs Assistance to the poor has no assured source of financing 
Fiscal support from municipal or federal sources will be required to provide a stable source of funding 

for programs of social assistance The Bank has proposed that municipalities receive transfers on 
conditional grant basis (ex ante), cost reimbursement (ex post) or some form of matching grants to create 
incentives for cost containment at the local level l6 

82 Employment Semces The continued development of a network of flexlble staff resources and 
the strengthening of delivery systems is part of the ongoing work of the Federal and Oblast Employment 
Services In addition, these services should now concentrate on the introduction of a range of policies 
and programs to deal with the specific problems of the mining towns Examples of appropriate policies 
and programs are suggested in the following paragraphs 

83 Mass Layoff Programs A policy will be needed to respond to mass layoffs in mining towns 
In consultation with the Unions, a program should be put in place, following the pattern of advance notice 
and rapid response mechanisms which have been developed in other countries 

(1) Advance Nonce Effective advance notice procedures are intended to ensure that the coal 
association employees to be l ad  off, the coal association itself, the community affected, 
and the local authorities receive useful information sufficiently in advance of the actual 
lay-off to allow for early intervention The assumption is that job-threatened individuals 
will be assisted earlier through selected interventions which range from the establishment 
of an employer-employee committee through an industrial adjustment approach to the set- 
up of an in-plant employment service linked to the local employment office Experience 
in other countries clearly shows that adequate advance notice procedures in the case of 
mass layoffs provides a useful first step in facilitating the smooth adjustment of affected 
workers to their changed circumstances Countries which have had no experience of 
dealing with a mass layoff situation until very recently (e g Hungary) are now 
developmg legislation which stipulates that employer-employee adjustment committees 
must be formed to deal with the problem of large scale unemployment in a community 

(11) Rapld Response Mechanism Advance notice alone, as described in the previous 
paragraph,does not guarantee that adjustment planning will take place Indeed, advance 
notice in the absence of a rapid response mechanism may do nothing more than give 
workers more time to become anxious about their future A well developed industrial 
adjustment program is predicated on a rapid response mechanism using a jomt 
consultative approach Trained advisors are sent on request to firms as soon as notice 
of layoff is received to facilitate an agreement between the enterprise, the workers and 
the Employment Service and in crisis areas, the local community Group registration 
of workers for benefits, information on measures available, and crisis counselling is 

j6 For a full dlscuss~on of these and related Issues, see Russia Soclal Protection Dunng Transltron and Beyond (Feb 1994) 



arranged if necessary Each affected worker's qualifications, special slulls, experience, 
interest in retraining or relocation is obtained Job development activities, both through 
the formal and informal job network are vigorously undertaken and linkages are 
established with local authorities to stimulate economic development activities Workers 
not immediately placed are counselled before the application of more costly measures and 
if appropriate, urged to consider training, retraining or small business initiatives Thus 
much of the adjustment planning is be done while workers still have a firm attachment 
to their work place 

84 Temporary Work Programs Retraining, wages, experience and rebullding the infrastructure are 
potential positive results from a well planned program of public works These programs would begin the 
phase to a market economy by providing short term security and work to unskilled workers As currently 
organized in the Russian Federation, so-called public works programs suffer from very low allowances 
and from equally low public esteem One policy requirement therefore wlll be to increase the allowances 
payable to individuals on these programs and improve the training content for individuals and the social 
value of these programs to the community It is strongly suggested also that the name public works be 
dropped and replaced by a title which is less negative e g " Special Employment Programs " 

85 Speczflc Applzcatzons of Speczal Employment Programs to Mznzng Areas It is suggested that these 
programs try to solve some of the housing and environmental problems which will arise in the mining 
towns and environs Hence the recommendation is that people who have been laid off should be deployed 
on envlronment clean up programs and on housing and urban renewal programs and that these programs 
be funded by special subsidies which would be diverted to raion Employment Services There are 
Rehabilitation Funds which have been earmarked for Environmental cleanup and which are available to 
the Association and to the Raion Local Authority which could be used for Special Employment Schemes 
too l7 

86 Traznzng Polzcy Vocational Training is a very widely used measure which has several obvious 
attractions as an immediate option in dealing with the potentially large numbers who might be shed from 
the Coal Associations However it is a very expensive option unless programs are properly targeted to 
those workers who are most hkely to benefit One of the major economic arguments against extensive 
training in periods of high unemployment, is the risk in training individuals for a market where they will 
find it difficult or impossible to get a job even with their newly acquired skills However,in the Russian 
Federation, it will be necessary to reorient the labor force in the specific skills wh~ch are needed in the 
transition to a market economy All levels of the labor force will require attitudinal and motivational type 
training to deal with the requirements of the changing workplace Unless this becomes a policy for ex 
coal association employees, the workforce will have d~fficulties coping with the demands of transition 
In fact to neglect well-targeted, selective traning in the process of restructuring the Russian Coal Industry 
would probably be the more costly option m the longer term 

I' Suggestions from the World Bank Mission that examned the envlronment Impact of coal restructuring are that lmhal publlc works type 
projects would provlde meamngful employment for mners displaced dunng mne closures Small buslness opportumties could come from (I) 
reclamahon work on the abandoned operahons and (11) development of separate reclamation compames to contract with the coal concerns to 
remove and store the tops011 grade spoll plle slopes replace topsoil and revegetate the area 



87 There is a need to address the skill mismatch in the labor market through a series of flexible, well 
designed traning and retraining programs Two groups need to be targeted especially in formulating 
training policy women and young people 

88 The position of young people in mining towns may soon become even more acute as the industry 
which was a traditional source of employment downsizes In this respect there are some actions which 
raion and oblast authorities could take which might begin to address this problem m e  jirst 2s to stop 
(or least drastically reduce) the education and traznzng of people for work m the mznes This will take 
time, as it is very difficult speedily to adjust educational and training programs Staff and facilities 
require time and money in order to cope with change However, it is important to sensitize local 
communities to the idea that jobs in mining will not be there in the future and that young people 
especially must begin to think of other means of employment The present system of narrow and 
overspecialued Vocational Education and Traming should be restructured to allow young people a 
broader preparation for entry to a changing labor market 

89 The high proportion of women who are unemployed is already a source of worry to the Federal 
and Oblast Employment Services There is a need for a policy and a coherent strategy which would take 
into account the particular requirements of women who have become unemployed in mining communit~es 

90 Experience in other countries shows that miners often manage to get other jobs but that the sk~lls 
and attitude of the ancillary overground workers may not be so robust A policy will be requ~red for 
retraining older workers who have been displaced from the Coal Associations These workers may have 
limited general education complemented by narrow skill training They will be faced with job changes, 
changing management practices and increasing technology and ultimately perhaps with structural 
unemployment Consideration should therefore be given to retraining policies wh~ch can include 
expenditure on job counselling and assessment as well as remedial general education, management 
traimng and traditional vocational training The focus here also should be on effective screening and job 
counselling Initial results in Hungary for instance show that high drop out rates experienced on 
retraining courses were cut through improved counselling Improved screening and delivery of training 
is now result~ng in up to 60% placement in communities with unemployment in the range of 15% 

91 In the very short term, as there are vacancies in the labor market for people with construction 
trade training, tralning courses should address the issue not just of the transition to the market economy 
by providing attitudinal and motivational type training, but should also continue to plug one major gap 
which exists In the labor market and offer construction trades training The development of a pool of 
well-trained construction workers would also enhance labor mobility 

92 Entrepreneurshzp Development Small Business Advice and Training for entrepreneurs should 
be organized and run by Chambers of Commerce or Municipalities Ex coal association workers should 
be supported in these activities through the Employment Services (1 e by allowing would-be 
entrepreneurs to capitalize their unemployment benefits and avail themselves of free training schemes and 
financial advice ) In relat~on to the so -called Job Creat~on Schemes,it seemed to the Missions that 
significant amounts of the Employment Fund are being expended on activities which are difficult to define 
as actually creatlng new jobs Further data collection needs to be undertaken to establish exactly how 
much new job creation is achieved by these programs, together with durations and sustainabillty 



93 Fznanczng these Polzczes The question of how Oblast authorities and the other agencles would 
finance expenditures that would allow the structured handlmg of the social consequences of m g  
industry redundancies has to be considered within the context of the fiscal arrangements between the 
various levels of government in the Russian Federation 

94 In the context of mine area closures, the key issues that need to be addressed are 

(1) the proper assignment between Federal, oblast and raon authorities of different categories 
of expenditure This is the essential pre-conditlon for assigning responsibilities on its 
financing 

(11) the provision of an adequate revenue base that corresponds to the potential expenditure 
commitments over tlme of the Oblasts and rmons as well as the Employment Fund and 
the Federal Employment Services 

(111) rules on whether or not deficit financing is permitted and, if so, how it is to be properly 
controlled 

95 When handling the social consequences of mine closures, the critical issues created by the current 
fiscal framework m the Russian Federation are therefore 

the potential deficits of riuons within oblasts and oblasts within the Federation for coal 
minmg intensive areas arising from the need for extra social protection expenditure and 
the contraction of tax revenues generated by mine closures, 

the potential exhaustion of the Employment Fund at the oblast level, 

the financing of proactive policies in general and Federal Employment Services in 
partrcular 

In addition, there is also the important structural question of the necessary changes m oblast and raion 
finances if they are to take on an increased responsibility for the provision of housing, lundergartens and 
other soclal expenditures that are currently provided by enterprises Ensurmg adequate alternative grant 
and/or subsidy arrangements is an essential pre-condition for successful divestment of these services by 
the enterprises 

96 Employment Fund The capacity and uses of the Employment Fund have already been discussed 
in Section I11 The key policy issues which need to be decided by the Federal Government are (I) the 
level of benefits payable, and (11) separating the funding of active employment programs from the 
Employment Fund 

(I) Calculations show that when unemployment rises, the capaclty of the Fund to pay 
Benefits will be quickly exhausted, (paras 54-57) One optlon which would delay 
depleting the Fund would be to put all recipients on flat rate benefits linked to the 
subsistence minlmum, rather than the present complicated process of benefit payment 
related to previous earnings This would have the advantage of being easier to admiluster 
and would free Employment Service staff for more valuable activities However, given 
the present minlmum subsistence levels (the national average in August 1993 was R 
20,000) miners who are used to much higher salaries would not accept such a drop in 
their income 

(11) Another option u to top up the Employment Fund with special Federal transfers which 
would either (a) mcrease the Benefit level or @) extend special concessions to individuals 



in mimng areas which have suffered from m e  closures This option rases the question 
of equity if other sectors begm to restructure, will other powerful groupings get special 
transfers too and if so, how much? Or, to put the question the other way are the mners 
only to be a special case9 

(111) The last possib~lity of ensuring that the Fund has the capacity to pay benefits at existtng 
levels is to increase the payroll tax 

(iv) The other issue is that the Employment Fund life could be extended by financing of 
proacttve policies from central budget funds The World Bank has been recommending 
for some time that the Employment Fund should be restricted to the payment of 
unemployment compensation only 

97 The initial observations of Russlan Government mcials to these suggestions are (1) they have 
tried to Introduce flat rate benefits but have run up a g m t  political pressure from powerful Interest 
groups, especially the m e r s ,  (11) mntroducing a speclal rate or package through the Employment Fund 
for areas affected by mine closures is not equitable, and (111) m a country where official unemployment 
rates are still around 1 96, there is no possibility of increasing the payroll Employment Fund tax (In fact, 
recently there was pressure to reduce this tax) This argument is also used agamt financing active 
employment policies from central budget funds as the Employment Fund is perceived to have large 
surpluses at the moment 



An Employment Strategy for Coal Illimng Areas 

98 For a large number of reasons, in all developed market economies, national governments provide 
asslstance of various kinds to areas suffering major redundancies because market responses on  the^ own 
are insufficient This IS true even for the USA, where labor market responses are more powerful than 
in Western Europe The asslstance given can be policies delivered by central governments, but tends to 
be primarily services provided by speclalist labor assistance and training agencies and by regional and 
local authorities Where they are provided by the specialist agencies or local government, the costs are 
usually met in large part or fully by central government out of its general tax revenues The costs of this 
assistance are typically not met out of unemployment insurance funds 

99 The degree to which unaded market based responses would eliminate unemployment caused by 
major redundancies in Russian coal mining areas without incurring unacceptable social costs is very 
limited All the available evidence, from the Study Missions and a variety of other sources, makes it 
clear that labor flexibility in Russla IS considerably less than in West European economies Neither labor 
markets nor housing markets are well-developed or have strong lnformatlon networks Fmancial markets 
do not yet provlde ready access to medium or long term credits for new busmesses or purchasers of 
housing 

100 That IS not to suggest that Russian labor markets are non-existent in the economic sense There 
is substantial labor turnover, at least within local labor markets Previous research mdicates that, within 
Russian industry as a whole around 15 % of employees change their job each year, although very largely 
within the same local labor market Very similar turnover rates were found for the mining workforce 
in Chelyabinsk There is even evidence of relative wage differentials emerging over the last 1-2 years 
between different regions of Russia even after taking account of differences in regional price trends But, 
the labor market flexibility observed is nowhere near enough to enable even the best placed mning areas 
to cope with major redundancies without considerable government assistance 

101 There IS evidence from the Study Missions that Oblast, raion and union representatives see the 
need for Government assistance to mining areas in the event of mining employment reductions and 
colliery closures They see thls as providing an essential social guarantee The Bank would agree with 
this view Indeed, a major concern resulting from our work IS the need for these oblast and raon 
organizations, working together with the Federal Employment Services, to develop strategies for coping 
with major reductions in mining employment This will require substantial increases in the financial and 
human resources devoted to pollcy design, implementation and delivery of soclal programs focussed on 
creating and maintaining an adequate social safety net 

102 The key factor affecting the requlred scale of asslstance m any area IS whether or not lt 1s 
reasonable to expect a relatively strong demand for labor of various types in the local area and m 
neighboring areas following the redundancies in the coal sector There is already a substantlal demand 
for assistance to econom~cally hard-pressed areas, mining and non-mining areas, and it will become even 
larger should they suffer major increases in unemployment Conversely, there is an acute shortage of 



resources to meet these demands Oblasts and rayons have serious financial problems, as shown by the 
fact that the fiscal deficit in Chelyabinsk for 1993 is running at over twice its projected level There are 
similar shortages in managerial and administrative resources Given an mcreasing demand and a limited 
supply of resources, it is vital to use the available supply of resources as effectively as possible That 
means minimizing unnecessary expenditure and concentrating resources where they are most needed 

103 The mining areas visited by the Study Missions present diverse social and economic conditions 
At one end of the spectrum is Shakhty Municipality in the Rostov coalfield IEEC found that, in 
Shakhty, only 21 % of workers are employed in the coal mdustry A further 21 % are employed in other 
industries, 26% in market oriented services (e g transport, construction and distribution) and 25% m 
other services (e g education, health, insurance etc) There also appears to be a reasonable amount of 
job mobility in the area Most mterestingly, IEEC report that 6,000 people registered as one-person 
businesses in Shakhty during the first 6 months of 1993 This represents almost 5% of current 
employment 

104 At the other end of the spectrum is Vorkuta where 73% of industrial employment is m coal 
mining, representing 44% of total employment The results of the Study Mission bring out clearly the 
very llmited range of alternative employment opportunities not just m Vorkuta, but also in neighboring 
areas However, the labor market is not stagnant even in Vorkuta There is some labor turnover and 
about 30 - 50 small businesses and co-operatives are being registered each month Nevertheless, it is 
very clear that mine closures m Vorkuta would result in very few people finding new jobs without 
assistance following any sueable employment reduction m the mines This is in contrast to the position 
in Shakhty where it seems likely that many people might well be able to do so provided they were given 
ord nary job-finding assistance 

105 The position in Korkino was found to be between that of Shakhty and Vorkuta 39% of 
employment was in the coal industry and there were limited alternative employment opportunities in the 
town Itself However, the Study Mission found that the Chelyabinsk Oblast was qulte diversified m ~ t s  
industrial structure so that many mining communities had alternative employment prospects within 
reasonable daily travel distance 

106 Considering the scale of appropriate assistance to the different areas studled, Shakhty with a 
diversified industrial structure as well as an actively functioning labor market seems to be the area where 
quite a high proportion of people becoming unemployed over a reasonable period could find new 
employment without considerable and expensive assistance Conversely, the much more limited 
alternative employment opportunities in Vorkuta mean that a larger and more comprehensive program 
of employment assistance and local development would be justified there Chelyabinsk is in an 
intermediate position 

107 With the information currently available, it is not possible at this stage to make clear 
recommendations on the appropriate scale of government assistance even in the areas visited by the Study 
missions, and it is certainly not possible for other areas Attention needs to be focussed for each mining 
area on the key relevant factors 

employment possibilities in local and neighboring areas, 



geographical location and transport links, 

opportunities for new businesses, 

housing markets 

The range of anti-unemployment programs that should be considered in any social assistance package to 
mining areas includes a variety of options 

108 It is possible that for Shakhty, provided mining redundancies are phased in over a reasonable 
period of time, no more is needed than to provide slightly augmented job finding and counselling 
assistance at relatively low budgetary cost It is more likely, even for Shakhty, that more would be 
needed The other measures that would be most relevant for Shakhty are training and small enterprise 
programs, plus perhaps some local development programs In Shakhty, it would be most appropriate to 
target these development programs on the early expansion of existing industries in the area and the 
attraction of new firms On the basis of the information currently available from the IEEC Study, it is 
possible that there would not be a need in Shakhty for major public works programs to absorb 
unemployment, nor for assistance in migrating away from the area, let alone for employment-related 
subsidies to the mines 

109 Korkino is in a similar but less favorable position than Shakhty (Other parts of the Rostov 
coalfield are also in a less favorable position than Shakhty) In Korkino, the Study Mission found that 
there were probably good employment opportunities in neighbormg towns, including the city of 
Chelyabinsk But, it was suggested that improvements to transport facilities (for instance, additional bus 
services) or assistance with travel costs might be necessary to enable unemployed people in Korkino to 
take up these employment opportunities This would be an important potential additional element in 
Korkino besides job counselling, training for new jobs and so on The evidence from the Chelyablnsk 
study was that alternative employment prospects were more limited in Korluno than in Shakhty That 
would suggest a greater potential need for public works programs, although probably not the need for 
employment-related subsidies to the mmes 

110 The position in Vorkuta is very different The potential for useful job finding assistance is very 
limited as is the scope for trzuning for other jobs in the area It would, of course, be possible to train 
people "for stock" (1 e for job opportumties that might emerge at some unknown point in the future) but 
this is not an attractive policy To absorb minmg redundancies and the associated "knock-on" 
unemployment in Vorkuta, the most relevant policies are public works policies, assistance with mgration 
to other areas and possibly some subsidles to the mmes to maintain employment above the level that could 
be commercially justified 

11 1 The Study Mission to Vorkuta found that there were already proposals be~ng discussed to promote 
migration out of the area, but they contamed sufficiently extravagant re-housing promises as to be 
unaffordable Conversely, more recent data show net inward migration to Vorkuta Retirement 
pensioners were movlng to the area in spite of its harsh climate so that they could receive addit~ons to 
their pensions because of the special cost of living additions This is a good example of how interactions 
between social programs can produce unintended and undesirable effects 

112 Methods used to finance small businesses and new enterprises wlll require close study The IEEC 
Study found that, m Shakhty, new enterprises were being supported by tax breaks, subsidized rents and 
loan guarantees These are inefficient ways of supporting small enterprises In addition, they reduce 
local revenue receipts and the tax base at a time when local authorities have serious financial problems 



Loan guarantees in particular hlde the real cost of support, whlch can be hlgh Both for small buslness 
and other programs, policy effectlveness requires that asslstance 1s provided by expllcit grants or loans 
rather than by tax breaks or indirect subsldles and certainly not by loan guarantees 

113 Proper costlng of assistance would need to estlmate carefully the costs of providing these services 
in the various dlfferent m m g  areas Considering just training, it is clear that speclfic programs have 
very dlfferent costs attached depending on their length, their sophistication, the numbers being trained, 
the numbers in each training group etc Programs may be designed on a more generous or less generous 
basis Given any overall budget for these programs, the unit cost will determine how many people can 
be given asslstance within an Oblast 

114 Accordingly, with the asslstance of USAID, the World Bank is organuing further stud~es in a 
limlted number of coal mining regions These studies will, inter alia, clarify some of the complex issues 
which might arise in reallocating and/or reducing mine subsidies for social servlces The studies wlll also 
Include work on costing a range of proactive employment programs and include an analys~s of the llkely 
impact of various scales of intervention both at the reglonal and at the local level 
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Annex to the Russ~a Coal Sector Study 

Envlronmental Issues In the Russ~an Coal Sector 

Summary and Recommendat~ons 

1 This annex is based on the findings of the Coal Sector misslon to Russia in September-October 
1993 and draws upon work carried out by previous Bank missions and by International Mining 
Consultants Ltd (IMC) under a contract with the UK Know-How Fund Members of the mission vislted 
surface and underground mmng operations in the Donbass, Kansk-Ach~nsk, Kuzbass, and Urals mnlng 
basins while previous mssions and IMC have also visited the Moscow and Vorkuta basins The annex 
covers the environmental impact of mlnlng operations but not occupational health and safety issues which 
are a major area of concern and are dealt with elsewhere in the report 

2 Poor m u g  practices, bad management and past neglect mean that the coal industry has left 
a substantial residue of environmental damage in all mining regions W~th  respect to current mning 
operations, there is a large variation between the best env~ronmental practices in Kansk-Achinsk, which 
are not far behind current international practices, and the worse aspects of env~ronmental neglect ~n some 
of the older mining basins 

3 Environmental pltlolrt~es Spozl heaps, abandoned mzne workzngs and rzvers polluted by mzne 
water dzscharges wzth hzgh levels of suspended solzds are unszghtly and hzghly vzszble symbols of the 
zmpact of coal mznzng on the envzronment However, zn terms of human health or other measures of the 
cost of envzronmental damage they rank well below other, less obvzous, enwronmentalproblems zn Russza 
Even m mining areas it is the burning of coal in open fires or boilers without adequate controls on 
emissions of smoke and dust which give rise to the most urgent concerns Elsewhere, pollution from 
heavy industry -- especially Iron and steel, non-ferrous metallurgy, chemcals and petroleum refimng -- 
dominate the environmental agenda 

4 There are locallzed problems in a few mlning areas whrch pose specific threats to human health 
or to Important ecosystems but which could be dealt with at a relatively small cost The man  ones are 

* ac~d mne dramage and related water pollut~on m &sel (Urals) and Inta (Vorkuta), 

* spoll heap f'iies m Rostov, and 

* fugt~ve dust from waste dumps located near to towns 

These issues should be glven h~gh  priority in addressing the industry's environmental performance A 
summary of the range of env~ronmental problems identified by the mssion is given in Table 1 (at the end 
of this Summary) 



5 Incenbvesand structural change Many of the industry's environmental problems are closely 
linked to the management philosophy which shaped its operations for more than 50 years Mines are 
required to extract all 'recoverable' coal with little regard for the economc efficiency or environmental 
impact of this regulation As a consequence, environmental measures focus on remedying the damage 
caused by mining operations -- the equivalent of 'end-of-pipe' controls in industry -- rather than on 
reorganizing production to avoid or rmnimize damage in the first place There are strong lznks between 
zmproved economzc efiaency and better envzronmental peformance, so that most of the changes zn 
mznzng practzces recommended elsewhere zn thls report wzll contrzbute to lessenzng the envzronmental 
damage caused by mznzng operatzons 

6 The introduction of fees and fines for emissions of the main pollutants in 1991 has been an 
rmportant step because it forces mines to take account of the costs that they impose on their cornmuties 
as a result of their operations There are a number of weaknesses in the implementat~on of these 
environmental charges -- notably, the level of fees and fines is much too low while the offsets that are 
allowed for "environmental expenditures" tend to direct resources to low priority measures Nonetheless, 
the system provides the basis for achieving an appropriate balance between economic and environmental 
concerns in the future 

7 Recent progress Even within the former system, substantial progress was made over the last 
decade in addressmg the environmental problems associated with current mining activities under pressure 
from regional and local environmental authorities The pace of land reclamation has accelerated so that 
it is becoming standard practice in Kansk-Achinsk and in parts of the Kuzbass for surface m e s  to restore 
land on a hectare-for-hectare basis when extending their mmng operations The average level of 
suspended solids in water discharges from underground mines in the Kuzbass has declined from 60 mg/l 
in 1985 to 20 mg/l in 1991 Subsidence is generally being managed in a reasonable manner Thus, the 
key zssues addressed zn thls annex are (a) how to sustazn thzs recent progress as the zndustry zs pnvatzzed 
and comes under great economzc pressure, and (b) how to address the legacy of damage l$frorn past 
mznzng operatzons 

8 Regulat~on The institutional framework for environmental regulation of the industry is 
seriously deficient For understandable reasons, the Ministry of Environmental Protection and Natural 
Resources (MEPNR) does not regard mining as a pressmg environmental issue and has little capacity to 
oversee the industry Oblast and local environmental comrmttees in mmng areas devote more attention 
to the industry Their approach is media-based -- land use, air, water, and solid waste -- so that they are 
rarely able to formulate a coherent strategy to deal with the industry's environmental problems as a 
whole There is also a serious confusion between the environmental problems associated with ancillary 
facilities operated by mines -- heating plants, wastewater treatment and solid waste disposal -- on behalf 
of their communities and those specifically llnked to mining itself 

9 To resolve these problems, it will be necessary to create a specialized Inspectorate dealing with 
mining Issues under the supervision of MEPNR This body would be responsible for formulating and 



enforcing an appropriate regulatory framework for the mining sector It could also supervise the activtties 
of the Trust that is proposed to deal with the reclamation of disturbed lands left from past mining 
operations 

10 Better mmg practices Much of the environmental damage caused by the industry is the 
outcome of inappropriate incentives reinforced by poor management These characteristics are not unique 
to the mining industry, so that, as elsewhere in the tndustrial sector, the transition to a market economy 
should be accompanied by significant environmental as well as economic improvements Operations at 
many mines, especially older ones which date back to the chaotic days of early industrtalization and 
World War 11, appear to be simply a rote continuation of past practices with no concept of strategic 
planning Nobody has ever stepped back to question what such mines are producing by way of coal or 
environmental degradation and at what cost Problems such as increasing energy inputs and decreasing 
volumes of saleable coal per ton of waste generated are treated as discrete issues, whlch leads to familiar 
calls for more investment, more technology, and other means of tinkering 

11 A dzflerent approach u requzred The focus should be on better mzne management and 
pollutzon preventzon m order to make best use of the physzcal and human resources avazlable Proper 
mzne plannzng, "good housekeepzng " and other operatzonal zmprovements can dramatzcally reduce costs 
and envzronmental damage for small or neglzgzble expendztures Investment should be the last element 
zn upgradzng peiformance, not the Prst Some new equzpment and zmproved technology may be 
necessary, but they should only be zntroduced after baszc management and operatzonal zmprovements have 
been made 

12 The legacy of past damage Mines which continue to operate can be obliged to address the 
environmental impact of their current mining activities by a combination of regulation and economic 
Incentives This will, however, leave the problems of past damage in the form of disturbed lands and 
their side effects such as seepage of contaminated water from old mlnes or from spot1 heaps The burden 
of dealing with this legacy will fall on the government and will require a long term program over a period 
of 15-20 years The immediate need is to assess the extent and nature of damage in each mining basin 
m order to establish priorities for rectifying the most urgent problems and to set up a framework for 
dealing wlth other problems in a systematic manner 

13 It is proposed that a Trust should be establtshed to take over the ownership of disturbed lands 
in closed mining operations The Trust would be responsible for preventing further environmental 
damage, for restoration, and, eventually, for selling the land for other uses The main reclamation 

activities would include (a) compacting or reconstructing spoll heaps, (b) regrading surface mine 
workmngs, (c) provision of adequate dralnage to protect rivers and groundwater, and (d) revegetation 
Experience in Russia suggests that the costs of such reclamation would be of the order of $1,000-2,000 
per hectare although this does depend on the extent of major earthmoving that is requlred 



14 F~nanc~ng environmental improvement It will not be possible to finance the reclamation 
of disturbed lands from the regular resources available to the environmental authorities These consist 
primarily of the Environment Funds which receive revenues from all fees and fines However, total 
revenues are and will probably remain small relative to the scale of the general environmental problems 
that need to be tackled, while mmng-related problems should be ranked below other more urgent 
environmental concerns The costs of dealing with disturbed lands must, therefore, be met from funds 
generated within the coal industry 

15 A levy on coal production is proposed as a mechanism for funding the maintenance and 
restoration expenditures that will be undertaken by the Trust The levy should be set at a level that would 
allow the Trust to complete a program of reclamation over a period of up to 20 years After that period 
the levy could be reduced but it is likely that some lund of levy will still be necessary to fund long term 
care and mamtenance for those sites which cannot be safely transferred to other uses 



5 

TABLE 1 SUMMARY OF PRINCIPAL ENVIRONMENTAL IMPACTS IDENTIFIED 

URALS 

Acid dramage from Lsel 
may be reachmg Perm 
water supply 

Salme discharges at 
Chelabmsk but surface 
waters not sigruf~cantly 
affected 

Grav~ty dramage from 
Qsel could contlnue after 
closure 

Dust problems from haul 
roads and spoll heaps 
especially m summer 

Hlgh pamculate emssions 
from mdusmal bollers and 

domestlc use 

WATER POLLUTION 

Ongoing Mmng 

Closed mmes 

Ancdlary actlvitles 

AIR POLLUTION 

Mmmg Operations 

Ancdlary actlvitles 

Spoll heaps 

L 

VORKUTA 

Acid dramage from Inta 
goes to mbutary of 
Pechora Wver 

Runoff from spoll heaps 
wlll be a problem 

Dust from spoll is a 
localised problem 

KANSK ACEINSK 

(Water management and 
recycling bemg introduced 

Problems are m o r  and 

locahsed ) 

(Restoratlon m progress 
and demled plans bemg 
developed ) 

Dust from roads lnside and 
outside the m e  is a 

problem wh~ch is bemg 
mvestlgated 

(Mmemouth power statlon 

is the biggest local alr 

pollution source ) 

DONBASS 

Runoff from spoll heaps 
should be controlled 

Spontaneous Igmtlon of 
spoll heaps is causmg 
problems 

WZBAS 

(Discharges not meeMg 
standards but Impacts small 
compared with other 

mdustry discharges ) 

Floodmg of underground 
worlungs may Impact local 
groundwater supplies 

(Some mvestment golug 
onto upgradmg wastewater 
treatment for ~ndustry and 
housmg ) 

Use of low grade coal for 
domestlc and mdusmal use 

creates sigIllfcant 
pamculate problems 





The Environmental Impact of Coal Mmng m Russla 

16 Water qual~ty The Urals basin is the focus of the main water quality problems associated 
with mining operations In the Chelyabinsk region the issue is one of excess salinity, while further north 
Kiselugol (in Perm oblast) is discharging large volumes of highly acid (pH < 3) drainage water with high 
levels of heavy metals and natural petroleum products into a river basin upstream of the main drinking 
water intakes for Perm In the case of Chelyabinsk, the damage caused by saline water discharges seems 
to be m m a l ,  largely because groundwater inflows are low and the surface waters to which the mines 
discharge are naturally quite saline Since it is very expensive to treat large volumes of water to reduce 
salinity, the Chelyabinsk Environment Committee gives much higher priority to addressing problems of 
water pollution caused by the large concentration of out-dated heavy industrial plants in the region 

17 The mssion was unable to establish the extent of the damage caused by acid drainage from 
Kiselugol's mmng activities The coal is high sulfur (1 5 3 % )  and the mines produce relatively high 
volumes of drainage water However, were mining operations to cease it is likely that natural discharges 
from the mines, which are located in Urals above the adjacent populated plains, would still result in large 
flows of acid groundwater into neighbouring rivers The discharges flow into Kamskoe Lake which lies 
upstream of Perm on the Kama river (a tributary of the Volga) The dilution factor appears to be high 
and there are major paper and pulp plants upstream of Kamskoe Lake at Solikamsk and Beremki, so that 
the practical Impact of mine drainage from Kisel on drinking water supplies for Perm and on water 
quality in the region is probably quite m o r  Nonetheless, this is an issue which would merit more 
detailed examnation under the World Bank funded Environmental Management Project, which includes 
components dealing with policy and regulation and with water quality in the Urals region 

18 Acid mine drainage is also a problem at Intaugol which produces coal with 2 5 % sulfur content 
m the form of iron pyrites The nearby Kozhlrn river (a tributary of the Pechora river which drains into 
the Arctic) is heavily polluted, primarily with suspended solids in the effluents discharged by the mne, 
the coal washery and a power plant It was not possible to assess the impact of this pollution on fragile 
Arctic ecosystems -- the Pechora kve r  is an important Atlantic salmon fishery -- but it is unlikely that 
it has any sigmficant impact on human health beccausethe downstream basin is so thinly populated 

19 In other mining basins where acid dramage 1s not a significant problem, water quality concerns 
focus on levels of suspended solids in water discharges, especially those from coal washeries and other 
ancillary activities This concern is partly a consequence of unrealistic effluent standards on mine water 
discharges In the Kuzbass, the discharge standards vary from 4 to 10 mg/l of suspended solids By 
comparison, the European Union directives on the quality of surface waters intended for the abstraction 
of drinlung water and on the quality of fresh waters supporting fish life both specify guide values (which 
are not mandatory) of 25 mgll of suspended solids In many East European countries a level of 50 mg/l 
is sufficient for surface waters classed as suitable for recreational use and fishing Actual data on average 
levels of suspended solids in the main rivers into whch mines discharge were not available, but values 
of 20 mgll or higher are common throughout the country 



20 The average level of suspended solids in discharges from surface and underground mines in 
the Kuzbass has been gradually declining since the mid-1980s as a result of improved treatment and 
changes in working practices About one-half of the discharges meet the current effluent standards 
without treatment, while the remamder requires (but may not receive) some degree of treatment The 
average level of suspended solids was reported to be 46 mgll for discharges from surface mines (60% 
of the total) and 20 mgll for underground mines Typical treatment facilities rely upon simple filter 
ponds with the addition of chemicals flocculants in a few cases Both Borodinsky mne in Kansk-Achinsk 
and Rostovugol are treating their discharges to reduce suspended solids in their discharges to 15 mgll 
In the former case this is somewhat higher than the level in the receiving river Nonetheless, the level 
of suspended solids below the discharge averages only 5 3 mgll The Lower Don basin, which receives 
discharges from Rostovugol's mnes, is heavily polluted by agricultural run-off and industrial discharges, 
so that mmng plays a minor role in the water quality problems of the region 

21 h r  qual~ty The main urban centres in all of the mining basins typically have high levels of 
air pollution However, this is associated with the use of coal rather than with emissions linked to mining 
activities Chelyabinsk, Kemerovo, and Novokuznetsk are among the most polluted cities in Russia 
because of a combination of emissions from households which burn coal, heating and power plants and 
various major industrial sources such as metallurgical plants Rostov oblast is less heavily polluted by 
large industrial sources, but even there the two mimng associations account for less than 5 %  of total 
emissions from stationary sources and almost a third of their emissions come from communal facilities 
(heatmg and power plants) operated by the mining associations 

22 As part of the general effort to improve air quality in regions that are heavily dependent upon 
coal, rmtllng associations will need to reduce emssions of particulates from the boilers which provide heat 
and power to their mines and nearby mining communities Apart from this, the main form of air 
pollution generated by mmmg activities is dust associated with (a) the use of heavy trucks on unmade 
roads, (b) the handling of coal and of wastes, and (c) the effects of wind on spoil heaps during dry 
periods of the year In all cases the key issue is one of management It is relatively easy to suppress 
much of the dust by spraymg roads and spoil heaps with water, by better construction and maintenance 
of roads and spoil heaps, and by simple improvements in handling operations Research is underway in 
the M~mng Institutes on dust management techmques 

23 Air pollution from fires in spoil heaps are a localized problem, especially in the Rostov area 
where 30 out of 160 spoil heaps associated with Rostovugol's mines were burning at different levels of 
intensity in September 1993 These fires are a particular hazard to those living close to the spoil heaps 
because of the danger of collapses or extensive spontaneous outbursts The problem is strongly associated 
with the past practice of constructing conical spoil heaps combined with the relatively high proportion 
(up to 25%) of coal in the material sent to spoil heaps Putting out the fires is difficult and may cause 
temporary but serious water pollution because measures were not taken to control run-off or infiltration 
when the spoil heaps were constructed The longer term solution will involve much more effort at land 
reclamation to reconstruct, compact and revegetate the spoil heaps 



24 Land chsturbance and solid wastes There are widely differing perceptions of the extent of 
land disturbance caused by mining operations and the disposal of mining wastes Russia is a vast country 
and most of the mining takes place in areas which are or would be very sparsely populated m absence 
of mining operations -- East Siberia, the Far East, Kansk-Achinsk, Kuzbass, the North East and Pechora 
As a result, the mining associations have tended to act as if land has a negligible value in alternative uses, 
so that they have devoted little effort or resources to land reclamation However, continued mining 
operations are seen by local residents as a major threat to their environmental quality as more and more 
land in and around the towns or villages where they live is taken for surface mining or is used to dispose 
of mining wastes 

25 There is a considerable range of estimates of the total area of land disturbed by mining but a 
recent review concludes that 1 5-2 0 million hectares is a reasonable figure for all mining in the former 
Soviet Umon About 100,000 hectares were disturbed annually in the late 1980s and about one-third 
of this can be ascribed to coal mining, primarily at surface pits in Russia and Kazakhstan Little effort 
was devoted to land reclamation prior to 1976, but since that time it is claimed that annual reclamation 
rates have risen from 100,000 ha per year to more than 150,000 ha in 1988 -- this is for lands disturbed 
by all forms of mnmg It appears that much of this reclamation activity has focused on lands disturbed 
long ago rather than those affected by current mining activities Many reports, including those received 
by the mission from oblast environmental officials, indicate that reclamation lags well behind new land 
disturbance in the Kuzbass and probably in East Siberia On the other hand, best practice in the large 
surface mnes in Kansk-Achinsk has begun to approach standards achieved in the US, partly because the 
Environment Committee of Krasnoyarsk Krai has insisted on proper restoration as a condition for 
granting permission to extend the land covered by mining permts The same philosophy of 'hectare for 
hectare' restoration is now being adopted by the Kemorovo Environment C o m t t e e  

26 This will leave a large area of land disturbed by past surface mining or by spoil heaps from 
underground m e s  Current rates of reclamation will make little inroad on this backlog, so that a long 
term program will be needed to address this problem The costs of restoring land disturbed by surface 
mining are not high -- typical estimates were 0 6-0 8 million roubles per ha for techca l  restoration and 
a further 0 4 million roubles per ha for biological revegetation at mid-1993 prices or a total of US 
$1,000-1,200 per ha On this basis, the total cost of restoration might amount to $100-150 million m the 
Kuzbass, and less than $10 million in each of the other basins with surface mines The cost per hectare 
of dealing with spoil heaps from underground mines would be higher, but the total cost would be modest 
since the amounts of land involved are much smaller 

27 Subsidence 1s a potential problem in all underground mining areas, but it seems that ~t is being 
managed in a manner that is broadly accepted The theoretical maxlrnurn subsidence is 25m directly over 
the main coal seams, but actual movements are generally much less In some cases mining associations 

A Bond & K Piepenburg - 'Land reclamation after surface mmng in the USSR economc, political and legal 
issues', Soviet Geography, May 1990, pp 332-365 



have purchased properties in affected areas There are no general land use planning regulations which 
would prevent development in areas liable to subsidence As a result, buildings have been constructed 
directly above long-wall mimng operations in a number of basins -- cf the Social Annex paras 35 & 68 
However, the municipal authorities are aware of the problem and will not allow any further major 
construction in such areas Mapping of actual and predicted ground movements is presently under way 

Institutional Issues 

28 There is no coherent regulatory system to supervise the environmental performance of the 
mining industry In the Soviet era a plethora of technical agencies had overlapping responsibilities for 
various aspects of coal mining Many of these agencies continue to function, but they remiun narrowly 
focused and unwilling to cooperate 

29 The Ministry of Environmental Protection and Natural Resources (MEPNR) has overall 
responsibility for setting national environmental policy MEPNR is very constrained by its limited 
resources -- both human and material -- and by a fragmented, media-based structure which is ill-suited 
to dealing with the problems of industries that require an integrated, cross-media approach It has no 
established policy on mining and little institutional capacity to regulate mining activities -- only one staff 
member works on mining issues In part, this situation has arisen because MEPNR has no explicit 
legislative mandate to regulate mining activities and has, therefore, allocated its resources to other issues 
which fall clearly within its jurisdiction However, it is responsible for setting fees and fines for 
discharges of air and water pollutants which are or could be an important influence on the environmental 
performance of coal mines 

30 Regonal/Local Environment Comttees are the branches of MEPNR at oblast and district 
levels which are charged with the detailed implementation and oversight of federal environmental policies 
They are responsible for granting permits, monitoring and enforcing regulations, and levying fees and 
fines Typically, their inspectors are overstretched -- Kemerovo oblast has 64 inspectors for 1200 
enterprises -- and they suffer from a lack of monitoring equipment and technical slulls, especially in 
dealing with accidental emissions and sp~lls They have little expertise in environmental policymalung 
and plamng Historically, their efforts have focused on air and water pollution or on soil, forest and 
wildlife management They lack the technical slulls in geology, hydrology, m e  engineering, and land 
use planning that would be required to develop an integrated approach to improving the environmental 
performance of the mining industry 

3 1 The State Manufactmg and M ~ m g  Inspectorate (Gostekhnadzor) does hhavsuch expertise 
and is, by default, the mam organization responsible for overseeing the rmmng industry It has separate 
divisions for underground and surface mimng -- which used to form the separate State Mining Techmcal 
Inspectorate (Gosgortekhnadzor) -- and is orgmzed at federal, regional and local level in a manner 
sinular to MEPNR Its work focuses on techmcal issues such as ensuring that mines comply with 
engineering, construction and operating standards These include the implementation of regulations 



designed to maximize the extraction of coal reserves and to mimmze the waste of coal in preparation 
Such technical regulations discourage the emergence of mine development and operation plans based on 
economic and environmental criteria They tend to reinforce attitudes which give priority to the volume 
of output at the expense of other considerations In principle, Gostekhnadzor requires that mines have 
adequate support infrastructure and services, such as wastewater treatment capacity However, this 
requirement is often circumvented by the grant of a temporary permit, so that the enterprise may be able 
to operate for many years without completing the necessary work to obtain a full permit 

32 Gostekhnadzor inspectors confirmed that the current regulations governing the construction and 
maintenance of underground mines are much stricter than those in force when many existing mines were 
opened 40-60 years ago Little, however, has been done to require these mines to upgrade their 
operations to meet the current standards Despite the fact that Gostekhnadzor's activities have important 
implications for the environmental performance of mmes, both its representatives and other officials 
emphasized that the Inspectorate has little or no interest in environmental matters It has a narrow 
engineering focus and there is little prospect that it could or would be willing to assume responsibility 
for the environmental oversight of coal mning operations 

33 The Russlan Federabon Comnuttee for Geology and Management of Subsurface Resources 
(Roskomnedra) -- the successor body to the former State Committee on Geology (Geolkom) -- is 
responsible for setting overall policy on subsurface resource management Its regional branches carry 
out basic geological surveys, maintain maps and databases, and manage the process of (re)licensing 
existing and new mines The submission of license applications should be accompanied by an approved 
environmental mpact assessment which justifies the proposed land use and provides a technical appraisal 
of the project Licenses should then incorporate environmental guidelines, specify fees for the use of 
mineral resources, and define other conditions to be satisfied by the mine Before the license comes into 
force it must be approved by the regional/local environment committees as well as regional/local 
adrmmstrations 

34 From an environmental perspective, the licensing process has a number of mportant 
weaknesses Many mnes operate under temporary licenses before the requisite environmental, technical 
and economic analyses are completed Those responsible for enforcement of the license conditions appear 
to have few options short of curtailing or revoking the license for violations of its terms, a step few 
officials would be likely to take on environmental grounds The licensing process does not provide for 
public notification or participation, nor does it provide the possibility of an appeal once a license is 
granted Since Geolkom has traditionally been a strongly pro-development organization and its revenues 
are derived in part from severance payments, it is seen as being biased in favour of natural resource 
extraction even if this mght lead to substantial env~ronmental damage 

35 Resonal and local adrrrrmstrabons have officials responsible for environmental protection, 
natural resource management and land use planrung They are the primary agencies in dealing with land 
use issues, unless mining affects protected zones such as nature reserves or special forests which fall 



under federal supervision Their powers encompass decisions about the allocation of land for surface 
mines, buffer zones for underground mines and ventilation outlets, prospecting, and spoil banks as well 
as restoration requirements Thus, they must play a crucial role in addressing concerns about land 
disturbance and in rectifying the legacy of damage caused by past mining operations Already some 
regional and local administrations are using this lever to press mnes to increase the~r expenditure on 
restoring land which has been used for surface mining 

36 Overall, there are too many bodies with overlapping legal and ~nstitutional responsib~lities for 
environmental protection in the mning Industry Within the present system, regional and local 
environment committees working together with regional and local administrations have been most 
effective in tackling specific environmental problems -- particularly those associated with water discharges 
and land disturbance The procedures for granting operating licenses and discharge permits give the 
authorities considerable powers to enforce high standards of environmental performance on mmes, but 
in practice the range of sanctions was too lmited and the economic pressures too large for these powers 
to be exercised As result, the practice of relying upon temporary l~censes and permits grew up as a way 
of circumventmg the legal requirements 

Pay~ng for Environmental Protection 

37 Historically, spending for the environment in the coal sector has taken only a small portion of 
overall spending The Rostovugol association allocated only two percent of its outlays in 1992 to 
environmental protection efforts Moreover, much of this spending has not been spent on mitigating the 
environmental mpact of coal mirung per se, but on providing wastewater treatment for local 
communities Some coal compmes have attempted to cut back on this low level of spending on the 
environment Kuznetskugol, for example, has reduced its environmental staff to just one person in the 
central office, and plans to reduce its voluntary annual environmental reporting activities At Rostovugol, 
the deteriorating performance of pollution control devices on boilers stacks and the poor state of repair 
of one mine water treatment plant illustrated cutbacks in maintenance 

38 In general, the provision of massive government subsidies to underwrite coal company 
operations have allowed most firms to continue environmental programs at roughly their earlier levels 
For those coal companies that survive the transition to a more market-oriented economy, the pressures 
to reduce spending on the environment even more will become fierce as coal companies attempt to cut 
their costs 

39 While various problems have been discussed in this annex, the coal mining industry in Russia 
over the past quarter century has made sigmficant investments in pollution control efforts The industry 
has made significant achievements many mines have gone to great lengths, including importing 
sophisticated technology, to treat water discharges from current mining operations and associated facilities 
to levels sigmficantly cleaner than the receiving waters into which they flow All efforts should be made 
to preserve these achievements 



40 According to the Soviet system of central p l a m g ,  large industrial enterprises often provided 
basic communal services such as drinlung water supply, wastewater treatment, steam, and electricity 
Coal companies generally perceive these services as a burden (they are a large liability in terms of air 
and water pollution perrmt fees and fines), and believe that they should not have to continue providing 
them With meagre resources of their own, municipalities often are unable to assume the cost of 
managing these facilities During a transition period, a combination of mternational techmcal assistance 
and financial support from the federal budget should be provided to mmc~palities in order to assist them 
in putting these operations on a sustainable, self-supporting basis 

41 In the course of discussions, many comments were heard of the need to maintain some means 
of centralized financing for traditional environmental investments (wastewater treatment, smokestack 
scrubbers) as well as for innovative and promsing concepts (technology to recover coal from spoil banks, 
fluidized-bed power generation to burn coal refuse, methane gas recovery) While such projects may be 
worthy in principle, the coal sector, with few exceptions, does not present the highest environmental 
priority in coal-milung regions, in the short term, scarce government resources should be allocated to 
ameliorate more pressing environmental problems generated by other sectors, such as metallurgy and 
chemicals 

42 Ultimately, the environmental costs of coal production must be mternalized and reflected in 
the overall cost of coal production Accordmgly, the coal producing compames must be held liable for 
the damage they cause to the environment This means that they should not rely on external funding to 
reduce or rectify environmental damage caused by current mining operations These costs must be treated 
as part of their regular, self-financed, operating or investment expenditures That will ensure that mines 
have a real incentive to Improve their operating practices both to reduce their costs and to minimize the 
amount of environmental damage that they cause 

43 Liability for past damage is a different issue In one way or another, the costs of remedying 
such damage will fall on the government, either directly or in the form of a lower stream of income from 
the mining industry Thus, issues of fiscal and adrnimstrative convenience may playyan important role 
in determining how to finance and manage the necessary expenditures 

44 Regonal/Local Environment Funds In 1991, the Russian government instituted a federation 
w~de  polluter-pays system to support a special non-budgetary fund to be spent primarily at the regional 
and local levels exclusively for environmental purposes Contributions to the regional/local Environment 
Funds come from several sources permit fees for air and water emissions, waste disposal, and use of 
natural resources, and fines and court settlements for violation of environmental regulations Of these 
revenues, the local Fund retains 60 percent, 30 percent is sent to the regional Fund, and 10 percent is 
sent to the National Environment Fund Environment offic~als may elect to rebate a portion of firm's 
environmental payment if they are targeted at a specific environmental protection investment 



45 After two years of operation, the revenues of environment funds remain small fees and fines 
are small and rapidly depreciated by inflation and companies often delay and refuse payment or negotiate 
smaller remittances According to government and industry representatives, most expect environmental 
fees to increase in real terms in the near future which should increase the revenues of the funds 

46 Because local governments in the Soviet Union traditionally were depr~ved of an independent 
source of income, many local governments were the first to seize the initiative and turn to local 
businesses for funds to support local environmental protection programs In the coal sector, the 
environmental funds have the potential to fund labour-intensive environmental restoration projects, such 
as reshaping and revegetation of mined-out lands This could be of significance in coal rmnlng regions 
hard hit by unemployment as a result of restructuring and a contraction of the industry 

47 Even so, it is unlikely that the volume of finance coming into the environmental funds will be 
sufficient to support programs on the scale needed to absorb a sigmficant share of unemployed miners 
or to effect a significant improvement in environmental conditions In the case of Rostov oblast, for 
example, the regional plan for hlgh priority environmental projects in the period 1994-96 envisages that 
less than 10 percent of all outlays will be financed For soil conservation measures specifically this figure 
is less than 5 percent 

Improvements m Mmng Practices 

48 Many of the environmental problems that have been identified are the consequence of poor 
mining practices Present mining methods are inefficient and wasteful, improvements would result both 
in improved productivity and m a reduction of environmental damage Mine managements tend to 
highlight a lack of investment as the reason for poor productivity, but it is clear from the relatively good 
performance of the newer and better operated mines that large gains can be achieved through better 
management and operating practices 

49 The difficulties of individual mines are compounded by the lack of a framework for 
disseminating good practice with respect to the planning and operation of mines Various bodies offer 
technical advice or set standards, but no effort IS made to coordinate and balance the concerns dealt with 
by separate agencies Possible reforms to the regulatory framework at federal or regional levels are 
discussed later, but, irrespective of the details of any new system, there is a clear need for a better and 
more coherent approach to mine planning 

50 Exlst~ng mnes The crucial issue for existing mines is to change their mining operations so 
as to reduce the amount of waste that 1s generated Poor mining practices result in (a) excessively high 
ash levels that cause problems for coal users and should reduce the value of the coal at the mne  if the 
priclng structure incorporated appropriate quality differentials, (b) expenditures on coal preparation that 
may be very inefficient or even ineffective, and (c) discarding good quality coal along with other waste 
because of the lack of incentive to separate it out Other Improvements can reduce the volume of and 



costs of treatmg water discharges by reducing water inflows, separating clean water inflows, and 
implementing simple in-situ treatment systems More attention to the design and operation of gas removal 
could reduce surface hazards and allow methane to be used for gas boilers within mines Finally, coal 
storage and handling arrangements should be improved to reduce the number of times that coal is 
handled, and to mmmze problems associated with fugitive dust and water run-off 

51 In most cases the costs of reducing environmental damage by adoptmg such 'good 
housekeepmg' measures are trivial in relation to the overall costs incurred by mines All that is required 
is careful planning which takes account of environmental considerations, attention to detail, and proper 
t r a w g  of miners and their supervisors The same comments apply to managing problems caused by 
subsidence as underground workings are closed The general approach should be to induce collapse and 
subsidence at a controlled rate wherever it is important to avoid the possibility of unpredictable future 
movements -- for example, when certain forms of development are to be permitted in areas that might 
be subject to subsidence 

52 To deal with longer term environmental problems, each mine (and preparation plant) which 
remains in operation after a transitional period of up to 5 years should be required to produce and then 
begin to Implement a plan to address any environmental problems and to ensure satisfactory reclamation 
of land disturbed by m m g  operations Such a plan should be negotiated with the regional and local 
environment committees who would be responsible for monitoring its implementation The purpose of 
the plan should be to enable the mine to meet agreed environmental targets which would minimize 
continuing environmental degradation In setting the environmental targets, regional and local 
environmental officials should take account of both costs and environmental conditions in the absence of 
mimng rather than insisting on uniform standards without regard to circumstances Among the issues that 
should be addressed by these environmental plans are topsoil recovery and storage, management of 
water balance, contemporaneous reclamation, final restoration and closure, and management of overall 
wastes 

53 New mmes Recent developments in the Kansk-Achinsk basin demonstrate that planning and 
project institutes serving the industry have the knowledge and capacity to elaborate life-of-mine plans 
which mnlmize the environmental impact of mining and ensure the progressive reinstatement 
of disturbed lands As these institutes and mning enterprises have gained experience, they have begun 
to approach the standards achieved by best practice in the West at a comparable relative cost -- 3-4 
percent of total mining costs Admittedly, the geological conditions are much easier in Kansk-Achinsk 
(horizontal seams with limted overburden) than in many of the surface mines in the Kuzbass, but there 
are many lessons which should be codified and adopted as requirements for new mines 

54 At a minimum, whenever mines apply to regional and local authorities for the permits for 
mining operations required under land use regulations, they should be required to produce a plan for 
environmental rehabilitation which will proceed in parallel with mining operations These applications 
should include real environmental impact statements -- not just the general revlews supplied at present - 



- and should provide the basis for subsequent enforcement action if mines fail to fulfil their obligations 
The key document is the life-of-mine plan which should describe the coal resource to be mined, type and 
extent of operations, schedule of development, equipment to be used, and plan for closure and 
reclamation of the final workings and all disturbed areas In return for this increase in the burden of 
submitting mining applications, the permits should cover sufficient land to allow mining operations to 
proceed for a period of 5-10 years without further submissions 

Mme Closures 

55 Procedures for m e  closure This refers to the complete cessation of mining activities with 
the return of the land to other users and uses Mine transfers, that is when mning activities are shifted 
to new faces, will typically involve the maintenance of disused worlungs by the same enterprise and are 
subject to standard environmental regulations Technical and environmental proposals for closure, 
complying with guidelines approved by the proposed Mimng Inspectorate, should be prepared These 
should cover measures to ensure safety and the isolation of mine worlungs -- for example backfilling 
shafts -- as well as long tern monitoring and restoration requirements 

56 Closure will have to be carried out in accordance with the relevant technical and environmental 

standards The detailed content of such standards is not addressed here but it should be noted that there 
are various relevant documents A draft Manual of Restoration Practice has been prepared (1992) by the 
Mining Research Institute at Perm and is circulating for comment at present There are clearly technical 
problems on the biological and agricultural side of revegetation and ongoing research on th s  issue will 
need to be coordinated and collated The Appendix to this Annex outlines typical closure conditions 

57 A Mine Closure Design Xshoulcb be prepared and approved This will relate to the measures 
to be taken for the safe closure and isolation of mine workings It should probably also set out the long 
term restoration requirements and final land uses, but it is not clear whether this is normally included at 
present 

58 The basic environmental objectives in mine closure and site reclamation must be to protect the 
public health and safety, eliminate any continuing environmental degradation, minimize necessity for post- 
mining maintenance, and return the area to pre-mining or other uses acceptable to local authorities It 
appears that closure plans are presently required, although none was available for inspection by the 
mission These are prepared by mine staff with assistance from the mining association and local research 
institutes They are reviewed by regional/local Environment Committee and other officials Closure 
plans include design, stipulations, implementation procedures and serve as basis for allocation from 
special budget for closure costs Typically, plans for underground mnes provide for continued surface 
and drainage management by the mining association or another mine (typically closure of one mine is 
phased with opening of new mine nearby) Kuzbassrazrezurol expects approval soon of plans to close 
one of their underground operations 



59 Respons~hllty for m n e  closure and closed mnes Once a mine or group of mines are 
designated for closure, a Closure Design will have to be prepared and it will be the responsibility of the 
relevant milung association or other mining enterprise to ensure that the short-term provisions of the 
Closure Design are implemented This would cover, for example, matters relating to access, public 
safety, and so on The Closure Design should probably also address the structures related to the mne, 
in terms of conversion to other use or thelr securing/demolition 

60 At the completion of the initial shut down procedures, there will remain two major issues to 
be addressed completion of restoration and handover of restored land, and long term (perhaps indefinite) 
care and maintenance for the protection of public health and the environment Legal responsibility for 
the land before it is handed over, or where it is maintained indefinitely, will presumably lie with the 
mining association or its legal successors However, this issue of "ownership" may need clarification 
in order to define responsibility or culpability for action or lack of it and also to attribute losses (or 
profits) in relation to changes m the valuation of land when it is transferred to non-mining purposes 

61 One alternative would be to create some form of Trust -- funded out of the production levy 
discussed below -- which would have the financial and administrative resources to ensure proper 
restoration and environmental rehabilitation This Trust would accept the mine land, with its assets and 
liabilities, upon completion of the short term closure requirements The Trust would manage the land 
holdings and would rely on outslde funding for its restoration and maintenance activities and on 
contractors for the necessary works It would be established as a federal body but would operate through 
local representatives If such a Trust were to be established, a number of related mechanisms would be 
required One is an audit and oversight function to ensure that funds are being disbursed in a proper and 
effective manner The organisational location of thls function is not important as long as it is outside the 
coal industry 

62 It would also be necessary to establish a mechanism for settling dlsputes over the conditions 
and standards for handing back restored land At present, there are special committees at oblast level 
to determine whether required restoration standards are being These committees include 
representatives of both the minlng associations and the relevant land holders, as well as Environmental 
Committee and municipal officials It is not clear whether such a system would be capable of making 
satisfactory rulings on disputed cases An independent mechanism is required which can reach 
judgements based on defined standards and on pragmatic considerat~ons, so as to achieve the overall 
objectives of returning land to prevlous owners as efficiently as posslble 

63 There is a cons~derable body of expertise m some of the mining associations relating to 
restoration, at least on the "technical" (1 e land formlng) side Indeed, separate specialist Revegetation 
Companies have been set up within some of these associations Such Revegetation Companies, or new 
ones formed using existing expertise, would be very well placed to undertake contract work on behalf 
of the new Trust This would also be a way to provide a level of continuing employment, over a perlod 
of several years It would be necessary to split the work into contract packages and to introduce proper 



tendering procedures so as to develop an understanding of competitive bidding and to encourage the 
development of independent companies, drawing on local experience and available construction 
equipment 

Regulatory and Poky Reforms 

64 Institutional reform The primary environmental problems associated with all kinds of m g  
are sufficiently different from those of industry and other forms of urban pollution to justify the creation 
of a specialized Inspectorate -- similar to the Office of Surface Mining in the US Its staff should work 
in cooperation with media-based specialists in air, water and solid waste management in the Federal 
Environmental Service, but they must have the resources and expertise required to formulate and enforce 
an appropriate code of environmental regulation for the mmng sector The Inspectorate should be 
established as an agency under the supervision of MEPNR Most of its staff should be based m oblast 
administrations and should work closely with the officials of regional and local environmental comrmttees 
The mission considered and rejected the suggestion that the core of such an Inspectorate might be formed 
from the Mimng Department of Gostekhnadzor 

65 The first responsibility of the new Inspectorate should be to draft and introduce a new set of 

regulations concerning the environmental obligations of mines, thereby ratlonallzlng a mass of sometimes 
contradictory and out-dated provisions as well as filling gaps in federal environmental laws Natural 
resources are the focus of conflict between the Federal government and oblast/republic governments It 
may be difficult to reach agreement on issues concerning the management of natural resources, including 
coal and other minerals, but this should not inhibit the formulation of provisional regulations covering 
more technical issues 

66 While the Inspectorate's staff should work closely with regional and local environmental 
officials, it 1s important that there should be strong federal oversight to maintain an even playing field 
for coal producers in different regions The transition from a highly bureaucratic and centralized system 
of control to one with significant regional autonomy in a market economy may lead to fierce inter- 
regional competition, particularly while coal markets decline or stagnate Officials will come under great 
pressure to Improve their region's competitive advantage by relaxing environmental regulations This 
is illustrated by the serious problems which have arisen in trying to regulate the forestry sector Failure 
to ensure that federal regulations are enforced could impose substantial environmental costs on 
communities and would, in any case, probably achieve little in the way of stimulating mining employment 
or output 

67 Whe Russian legal and regulatory system does not provide adequate opportunity for public 
involvement in land use and natural resource planning and decision making While the right of public 
involvement was recently enshrined in the 1992 federal framework law on environmental protection, 
existing regulations and guidelines often do not provide for public notification, hearings, and consultation 
with community groups Observers have noted that companies often have tried to circumvent community 



involvement, only to have angry citizens mobilize to use the detailed regulations to stymie development 
Regional government officials have complained that Moscow (meaning Rosugol) has also tried to force 
development projects on communities without the required due process and appropriate consultation 
Many local governments have tried to block mine expansion by resorting to provisions of the land-use 
code, for instance by imposing strict demands for reclamation on land returned to commumty use before 
the allocation of new tracts to the coal company Often such conflicts can be avoided with early 
demonstrations of sensitivity and responsiveness to local interests 

68 Pohcy reforms Coal companies are expected to comply with government regulations setting 
the maximum allowable emissions (abbreviated PDV) for water discharges and smokestack emissions 
Given that the established PDVs are strict and many if not most enterprises are unable at present to 
comply with them, the government has allowed the establishment of Temporary Agreed Emissions 
(abbreviated VSV) which are negotiated with the local environmental commttee and then endorsed by 
the regional authority These temporary standards are expected to take into consideration the type of 
processes and technology involved -- i e they may be set more leniently for older equipment VSVs are 
granted with the expectation that the enterprise is taking steps to come into compliance with the PDV 
According to the system presently in place a firm pays a set fee for emssions up to PDV If emissions 
are above PDV but within VSV, fees are multiplied by a factor of five Should an enterprise fail to meet 
the VSV the fee coefficient jumps to 25 

69 The intention of using producer fees and fines to facilitate environmental protection efforts is 
compelling and sound, but there are complications The first problem is calculating the levels for the 
emssion fees and fines If they are too low -- as is the case in Russia today -- they will have no impact 
on polluters, as firms opt to pay the fines instead of taking costly measures to clean up their operations 
In the current era of financial difficulty the combination of rising charges for inputs and pollution fees 
would push many coal compames into bankruptcy Governments, therefore, will remain under strong 
pressure to minimize environmental fees and continue producers in order to soften the shocks 
of structural adjustment 

70 Second, the system's ambitious goals and elaborate structure make it complicated to implement 
In Rostov oblast, 258 applications for PDV and VSV p e m t s  were considered in 1991, this figure 
suggests that the amount of time local and regional agency staff (which numbered 307) can devote to 
adequately assessing and processing applications is severely limited 

71 Third, coal enterprises have run up massive debts as a result of dislocation and uncertainty due 
to deepening economic troubles According to the system of payment priorities, however, these debts 
have to be met before those incurred for environment-related reasons Firms have many options for 
avoiding meeting their financial obligations Many attempt to put off paying their environmental debts 
as long as possible, some have delayed indefinitely As a result, environmental agencies received only 
a fraction of the fees and fines they had charged In the first half of 1992, the Chelyabinsk regional 



environmental protection agency assessed local firms 50 million rubles in fines and fees, but it had 
received only one-tenth that sum 

72 Fourth, the option for fee offsets against environmental investment mnlrmzes the potential 
market incentive provided by the fee system If offsets become a common practice, they lose their ability 
to affect decision makmg, as enterprises can simply budget them into their regular operations, especially 
since almost any investment can be classified as environmentally oriented While rebating keeps 
resources "closer to home," it favours projects based on their institutional affiliation rather than their 
environmental merit 

73 Negotiations for reduction or offset of environmental liabilities raise questions about the 
potential for regulatory capture the ability of economcally and politically Important coal producers to 
dictate terms to small, underfunded and politically weak env~ronmental protection agencies When 

questioned on this subject, parties on both sides of the table denied the existence or possibility of capture 
Nevertheless, firm guidance from the centre should mnimze latitude for bargaining in order to ensure 
a level playing field 

74 In summary, these market-based approaches can provide an Important incentive to reduce 
environmental damage in future, but their success hinges on the successful transition to stable, market- 
driven economics -- a process that, at best, will take many years 

Dealmg wth the Legacy of Past Damage 

75 A long term strategy to restore disturbed lands affected by past mning operations will be 
required The amount of finance allocated to this activity will depend upon social as much as 
environmental considerations The first step will be to carry out a survey of all coal mining regions to 
identify sites and potential problems The register should, in particular, include details of (a) abandoned 
mine lands, where the responsible operator either cannot be identified or is no longer in busmess, and 
(b) areas within an existing mine but which were worked out before the start of the operator's current 
permit Thereafter, priorities should be set by oblast adrmmstrations which should be responsible for 
managing local reclamation programmes Sites which present specific safety hazards or which are the 
source of significant polluted water run-off would be the prime candidates for imtial projects 

76 Priorities for identification and selection of abandoned lands to be reclaimed should be based 
on the extent to which conditions at the site may present a risk to public health and safety or may result 
in significant, continuing environmental degradation The program for reclaiming the abandoned lands 
should be implemented over a reasonable time period, perhaps 20 years, with interim goals established 
A funding mmechanismust be established to assure the necessary resources and it has been suggested 
above that an independent Trust be established to manage the program and to account for the funds The 
operation of the program must be subject to public input and scrutiny, especially in priorities and 
selections of sites to be reclaimed Prioritizing both the problems and the sites for remediation is critical 



slnce there will not be enough money to address all of the problem sites, the objectives should be to deal 
w~th  the most serious problems first, thus obtaining the most health, safety and environmental benefits 
for the money available 

77 Reclamation activities would include some or all of the following depending on the nature of 
the problem and the site 

compacting or remaking spoil heaps to prevent spontaneous combustion, 
regrading and contouring mine worlungs and spoil heaps, 
provision of adequate water drainage and protection for groundwater, 
covering with topsoil, sowing grass andlor plantmg trees, application of fertilizers and soil 
bacteria, 
special treatments to deal with toxic soils and other problems 

Experience suggests that the costs of reclamation may average $1,000-2,000 per hectare depending upon 
the nature of the initial problems and the degree of restoration sought 

78 Fun&ng reclamahon costs The general prmciple is that each mne should be responsible for 
the costs of meeting reasonable environmental standards Mines which are unable to operate profitably 
on this basis should be treated in the same way, no matter whether the cause is environmental 
expenditures or any other component of costs This leaves the problem of financing remedial actions to 
deal with the damage caused by past operations which will be the responsibility of the Trust whose role 
was discussed above 

79 Accordmg to standard fiscal principles, there is no reason to tie expenditures to correct past 
mstakes to current activity in the industry However, many countries have found it convenient to allocate 
a proportion of the rents earned withm the industry to this purpose The options for funding expenditures 
on the reclamation of abandoned mining lands include 

a fee on coal production, 
a fee on coal use, 
discharge fees, 
general government revenues 

80 Of these optzons, that of zmposzng a fee on coal produchon zs lzkely to be the most approprzate 
on both budgetary and envzronmental grounds There would be relatively little practical difference 
between imposing a fee on production and one on consumption, but the former would be easier to collect 
In most regions, there are other, higher priority, claims on the revenues generated from discharge fees 
or on general budgetary resources, so that it is unlikely that sufficient resources would be forthcoming 
The federal government mght provide initial funding for reclamation projects as part of a program to 



stimulate economic activity and business development in areas affected by mine closures, but this could 
only be a temporary measure 

8 1 In the U S there is a $0 15lt fee on underground coal production and $0 35lt on surface coal 
For surface coal, this fee amounts to a few percent of the coal value at the mine, for underground coal, 
it is a fraction of one percent of the coal value at the mine Overall, the annual U S funding for 
Abandoned Mine Lands (AML) is about $270 million based on 1 billion tons production This is 
allocated to cover (a) administrative costs, (b) grants to coal-producing states based on production, and 
(c) grants dispensed at the Secretary of Interior's discretion Funds may be used for non-coal mnlng 
problems to address unminent risks to public health or safety, or if a state has addressed all serious AML 
coal sites 

82 At September 1993 prices, assuming mine mouth values for coal of Rb 4,000 per tonne for 
surface mmes and Rb 8,000 per tonne for underground mines, and production of 250 million tomes per 
year, a flat fee of Rb 200 per tonne would amount to about 3 5 percent of coal revenues and would yield 
Rb 50 billion ($50 million) per year This should be sufficient to restore up to 30,000 ha per year and 
should enable the estimated backlog of reclamation to be dealt with in a period of 15-20 years 
Obviously, a flat-rate fee would be a larger proportion of the cost for cheaper coals and would favour 
production of higher quality coal Regional or local governments might be permitted to increase the fee 

to meet their particular coal-land reclamation needs 

83 A fee levied on the output of each mine has the advantages that (a) is derived from coal 
production and is thus related to problem being addressed, (b) it is easy to calculate, and (c) receipts can 
be fairly accurately predicted for budgetary purposes Its disadvantages are that it is assessed on current 
production which presumably will be in environmental compliance, and it may be difficult to assess and 
collect from smaller operators 
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APPENDIX OUTLINE OF REQUIREMENTS FOR MINE CLOSURE 

The following notes outline typical requirements for development of detailed closure plans The 
references are to US practice ("CFR" section numbers refer to US Federal Regulations) but there are a 
number of other codes that could be followed 

Closure Plans 

Any closure plans should include the following mimmum requirements 

1 Provide maps of final workings to appropriate authorities for permanent record These are 
necessary for future land use plamng 

2 Fill and seal surface openings - shafts, vents, drill holes, and subsidence cracks Fill and 
seal must be stable, not susceptible to erosion or permitting air flow 

3 El~rmnation or acceptable control of post-closure rmne drainage Any continuing discharges 
should meet water quality standards and not contribute to environmental degradation 

4 Removal of all equipment, materials, and surface structures The area should be left free and 
clear of debris 

5 Stabilize and grade all waste or spoil piles to blend with local topography and reinstate 
functional drainage pattern, all disturbed areas should be revegetated 

6 Provide for post-closure groundwater monitoring 

7 Any remaimng surface impoundments should meet standards for permanent impoundments 

8 For underground mines, provide for continued monitoring of any remaining active subsadence 
areas and include provisions for repairlmaintenance of these areas where necessary to protect public safety 
and prevent erosion 

9 For underground mines identify any areas requiring special post-mining land use restrictions 

to ensure public safety 

(see 30CFR 817 15, 41, 42, 43, 102, 106, 121, and 132) 

10 For surface mines, to the extent possible, final plt(s) should be backfilled, any remaining pit 
walls reduced, and slopes revegetated 



11 If final pit design allows for ponded water, pre-closure studies should be made to ensure that 
this water will meet appropriate water qual~ty standards 

12 No coal seams should be left exposed 

(see CFR30 816 106, 107, and 111 ) 

Surface Impoundments 

1 All large surface mpoundments should be designed uslng current, prudent engineering 
practices follow~ng established criteria and safety factors Design should provide ample static safety 
factor, take into account seismc history of the area, and any possible risks failure would present to life 
and property 

2 Design should provide for stable foundations and abutments, freeboard under all planned 
operating conditions, and adequate spillway(s) for design precipitation events 

3 Construction should Include removal of all vegetative and organic m a t e d ,  proper preparation 
of foundation base and cutoff trenches where appropriate, and erosion protection for slopes with either 
riprap or vegetation as appropriate 

4 There should be provision for momtonng and inspections 

5 Emergency procedures should be established with local authorities for any lrnpoundments 
where failure would present risks to l~fe  or property 

6 Permanent impoundments should meet the following addit~onal requirements 

size and configuration adequate for intended purposes, 
quality of impounded water suitable for intended uses and meet applicable quality standards, 
any discharges should meet effluent lmtations, 
water level stable, 
final grading provide adequate safety and access for proposed users, 
not diminish water quality or quantity for other users, and 
suitable for approved post-mmng land use 



Coal Wne Wastes (see 30CFR 816 81, 83, and 84 ) 

1 Coal mne  waste (including waste rock from processing plants) shall be either disposed of in 
the mne  workings, excavation or other approved site 

2 Coal waste piles shall be s~ted and constructed to 
rmn~mze adverse effects of leachate and surface water run-off on surface and groundwater 
quality and quantity, 
ensure mass stabil~ty and prevent mass movement during and after construction, 
fac~litate reclamation and revegetation, 
not create a public hazard, 
prevent combustion 

3 Disposal facility shall be designed using current, prudent engineering practices following 
establ~shed crlteria and safety factors Des~gn should prov~de ample statlc safety factor, take into account 
seismlc history of the area, and any poss~ble risks fa~lure would present to l ~ f e  and property 

4 Design Include provisions for any drainage control necessary such as dlvers~ons, 
underdrains, and stormwater control 

5 Construction should include removal of all vegetative and orgamc material, proper preparation 
of foundation base and divers~on channels where approprlate, and eroslon protection for disturbed areas 
with either riprap or vegetation as approprlate 

6 Emplacement of wastes shall Include compaction of each left and sloplng s~des to both ensure 
stability and facilitate revegetatlon 

7 At end of operations, the waste p ~ l e  shall be covered with a compacted layer of t~ght s ~ l t  or 
clay, a layer of so11 or topsoil added and the slte revegetated 

8 Emergency procedures should be established with local authorities for any waste piles where 
failure would present risks to life or property 
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1 Llke many lndustrles In Russra, the coal Industry has been experlencrng a radlcal 
change In ~ t s  economlc foundations Prlor to  1990 ~t was one of the core 
lndustrles of the former Sovlet Un~on wrth prlvlleged access to Investment and 
other resources Now it 1s obl~ged to operate In a completely new envlronment 
where demand for ~ t s  output 1s falling and ~t 1s no longer protected from competi- 
trve pressures The difflcultles of maklng this transltlon have been exacerbated by 
high and variable levels of inflation and by the lnevltable rlg~ditles of its cap~tal 
stock and labor force The po l~ t~ca l  sensltrvlty of both coal prlces and minlng 
employment have also led to the coal Industry lagglng behlnd other rndustrles In its 
response to market Incentives 

2 Thls annex examrnes the economlc and flnanclal performance of the coal Industry 
since 1991 wlth a part~cular focus on 1993 It provldes the baas for key elements 
of the Maln Report's recommendat~ons concerning measures that should be taken 
over the next 2-3 years In order to restructure the Industry 

3 The crucral Issues concern the level and allocatron of subsldles to the coal Industry 
The f~scal burden Imposed by coal subsld~es 1s increasingly onerous In a perlod 
when government revenue is decllnlng rapldly as a share of (falling) GDP At  the 
same tlme it appears that subsldles were much larger in 1993 than would have 
been necessary to protect the welfare of those worklng In the Industry The 
allocatron of subsidies has created perverse lncentlves for loss-mak~ng mining 
assoclat~ons to hold down the~r  prlces It has also undermined any pressure to 
Improve eff~clency and reduce costs Reductions In the overall level of subsldles 
are a macroeconomlc necessity, whlle changes In the way In whlch they are 
drstr~buted are essential element In restructurrng the industry and lmprovlng its 
performance 

4 There are many, often confl~ctrng, sources of data on economlc aspects of Russ~a's 
coal Industry The analysls In thls annex 1s based upon the best data available 
Some Inconsistencies or misinterpretations may remaln, but the general flndrngs 
are robust The annex draws, In part~cular, on a report on Coal Subsld~es prepared 
by a team working under the dlrectlon of Michael Bernstam and Tom MacCurdy for 
Partners In Economlc Reform (PIER) wlth fundlng from US-AID 



Operat~ng Costs 

1 See Table 1 Average real operattng costs per tonne of coal equlvalent by coal basln 
( fac~ng page) 

2 Mlne operating costs cover (a) materlal Inputs such as electr~clty, fuel, tlmbberand 
explosives, (b) wages pald elther by the mine or out of the wage subsldy llnked to  
the Tarlff Agreement, (c) soclal securlty taxes, and (d) other productive costs 

3 Table 1 shows that average mine operatlng costs have Increased from 6326 Rb per 
tonne of coal equlvalent (tce) In 1993 Q2 t o  7395 Rb per tce In 1993 Q4, both at 
1993 Q2 prlces There was an apparent d ~ p  In 1993 0 2  whlch may slmply reflect 
a problem wl th the data but could alternatively be llnked t o  the flnanclal squeeze 
on mining assoc~atlons In the perlod before the July 1993 changes In the 
arrangements for settlng coal prlces 

4 The average masks large differences between coal baslns The largest real 
Increases -- 160% and 90% respectively -- were for low cost surface mlnes 117 East 
Slberla and Kansk-Achlnsk, whereas the real Increases for the Donbass, Kuzbass 
and North East baslns were less than 5% Thls narrowing of the relatlve cost 
dlfferentlals reflects the different Impacts of market and flnanclal clrcumstances on 
mining assoclatlons In the varlous baslns For example, the North East 1s a 
relatively low cost mlnlng area but its sltuatlon was unusual In that the largest 
producer -- Yakutugol -- has a large flxed prlce contract for the export of coklng 
coal t o  Japan and has experienced substantla1 flnanclal pressure due t o  the 
apprec~atlon In the real value of the rouble since 1992 

5 The overall Increase of 17% In average operating costs per tce IS very close t o  the 
18% decllne In total output from 1991 t o  1993, so that the ~ndustry's total costs 
have barely fallen desplte the large fall In production 



Table 1 - Average real operat~ng costs per tonne of coal-equrvalent 
by coal basrn 

Average operating costs In Rb per tce at 1993 Q2 prices 

1991 1992 1993 1993 1993 
01 Q2 1893 Q4 

Donbass 

East Srber~a 

Far East 

Kansk Achrnsk 

Kuzbass 

MoscowiCenter 

North East 

Pechora/North 

Urals 

All basins 6326 7017 71 97 5733 7326 7395 



Compos~t~on of operatlng costs 

1 See Table 2 Real changes in mine operating costs since 799 7 (faclng page) Thls 
detalls the medlan value across mlnlng assoc~at~ons of the real changes In the 
varlous components of mine operatlng costs Med~an values have been used 
because they are not affected by  extreme or erratlc var~atlons In the values 
reported by lndlvldual mining assoclatlons whlch may be the result of  reporting 
errors or other random factors 

Non-energy materlal costs Increased sharply In 1992 fol low~ng the general 
llberallzat~on at the beglnnlng of the year However, mlnlng assoclatlons have 
clearly cut back upon thew Inputs of materlals, so that the majorlty of mines had 
a lower real cost per tonne for materlals In the flnal quarter of  1993 than In 1991 
On the other hand, energy -- especially electrlclty -- costs Increased substantially 
In 1992 and that was ma~ntalned through 1993 In part, thls reflects Increases In 
the real prices of electrlclty and other fuels relatlve to  other lndustrlal goods The 
cost lncrease IS larger than can be expla~ned by relatlve prlce changes alone, so ~t 

seems that many mines have treated electrlclty costs as flxed, overhead costs 
Independent of  the level of output Overall, materlal costs were an Important 
element drlvlng up the real cost of mining durlng 1992, but that was reversed In 
1993 

3 Wage costs -- lncludlng the value of wage subs~dles llnked t o  the Tarlff Agreement 
-- were prlmarlly responslble for the real Increase In operatlng costs In 1993 For 
the Industry as a whole the average real wage cost per tonne at 1993 Q2 prlce 
Increased from 1760 Rb In 1991 t o  2540 Rb In the second half of 1993 
However, the wages pald dlrectly by the mlnlng assoclat~ons themselves fell from 
1760 Rb t o  11 00 Rb per tonne, so that ~t IS the Tarlff Agreement and the 
associated wage subsldles whlch are responslble for thls lncrease In real costs 

4 In the flrst half of 1993 flnanclal stringency appears t o  have prompted mlnlng 
assoclatlons t o  attempt to  control thelr dlrect operatlng costs (excluding wage 
subsldles) slnce these fell from 4470 Rb per tonne on average In 1992 to  3290 Rb 
In 1993 Q1 and 2765 Rb In 1993 Q2 However, prlce llberallzatlon In July 1993 
comblned wl th  an lncrease In total subsld~es In the second half of the year appears 
to  have undermined thls effort, slnce d~rec t  operatlng costs rose to  3470 Rb per 
tonne In the second half of 1993 



Table 2 - Real changes In mine operatlng costs srnce 1991 

Cost component Medlan Increase slnce 1991 In cost per tonne of 
coal deflated by the consumer price Index (%) 

All materral costs 45 15 3 13 6 

Wages and bonuses -I 5 (I I) 28 6 31 61 
(lncl wage subs~d~es pard 
under the Tar~ f f  Agreement) 

Soc~al securlty payments 

Total operatlng costs 

Depreclat~on 

Total costs 

Note (a1 The estimates for 1992 may understate the rise In wage costs and, thus, In total costs 
because of the treatment of wage subsidies In 1993 wage payments under the Tarlff 
Agreement frnanced by wage subsidles are not rncluded in wages recorded as having been pard 
by mrnes However, rn 1992 the subsrdy recerved by each mining associatron was linked to 
the drfference between its average wholesale prrce and its average 'accounting prlce plus a 
margrn for the formatron of proflts whrch covered Investment, social servrces and some 
wages It has been assumed that under thrs previous system of subsidles, reported wage 
costs per tonne for 1992 Include payments under the Tarlff Agreement The figures In brackets 

are the estimates based on the assumption that payments under the Tarrff Agreement were, in 
fact, excluded from reported wages In 1992 
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Coal Prices and M ~ n e  Revenues 

1 See Table 3 Average coalpnces rece~ved by rnlnlng assoc~at~ons by coal basin and 
Table 4 Average real coal prlces by coal basin (following pages)' 

2 The mechanism for setting coal prlces was rad~cally changed In July 1993 T h ~ s  
lnvolved a degree of prlce llberallzatlon comblned wlth the abolltlon of  the 
dlstlnctlon between 'wholesale prlces' (charged t o  coal buyers) and 'accountlng 
prlces' (pa~d  t o  mining assoc~at~ons) As a result the average coal prlce recelved 
by  mining assoclatlons Increased from about Rb 5,700 per tce In 1993 Q2 t o  Rb 
1 1,500 per tce In 1993 0 3  The real prlce fell by a llttle over 10% from 1993 Q1 
to  Q2 The prlce reform Increased the average real prlce recelved by mlnlng 
assoclatlons In the thlrd quarter as a result of the shlft from 'accountlng prlces' t o  
'market prlces', but thls gain was eroded In the f~na l  quarter of  the year As a 
result, the average real prlce recelved by mlnlng assoc~atlons fell sllghtly from the 
flrst half of  the year t o  the second half 

3 The July price reform has radically changed the structure of the Russlan coal 
market The average prlce for unwashed steam coal2 at the mlne p a ~ d  by  coal 
consumers Increased from about Rb 1540 per tonne In 1993 0 2  t o  Rb 8300 per 
tonne In 1993 Q4, an Increase of 70% In real terms The equ~valent flgures for 
unwashed coklng coal were Rb 31 9 0  per tonne In 1993 Q2 and Rb 20220 In 1993 
Q4  for a real Increase of 100% 

- -- 

1 Coal prlces have been computed from the average revenue from coal sales per tonne of output reported 
In the flnanc~al statements of mlnlng assoclat~ons after adjusting for apparent double countlng llnked 
to  the operatlon of coal washer~es Pr~or t o  July 1993 there was a sharp dlstlnct~on between the 
'wholesale' prlce of coal (pa~d by the purchaser free-on-ra~l at the mine) and the 'accountlng' prlce 
cred~ted to  the mining assoclatlon Th~s  dlstlnctron d~sappeared w ~ t h  prlce l~beral~zat~on since mlnrng 
assoclatlons now establ~sh and recelve a 'market' prlce for thew sales Thus, the tables are based on 
'account~ng' prlces for the flrst half of the year and on 'market' prrces for the second half Data on 
assocratlon revenues In the flnal quarter of 1993 were ~ncomplete, so that ~t was assumed that the 
market prlce per tonne Increased In lrne w ~ t h  lnflat~on where data on revenue per tonne could not be 
obtalned The resulting average prlce for all baslns a broadly conslstent w ~ t h  Rosugol's reported 
average market prlce for the same perrod 

2 Steam coal 1s deflned as all hard coal except coklng coal Th~s excludes the brown coals whlch make 
up the major part of product~on In several coal baslns -- e g East S~ber~a, Kansk-Ach~nsk, Tula and 
Urals The data IS taken from the energy prlce database malnta~ned by the lnternat~onal Energy Agency 



4 Changes in the delivered cost of coal were less dramatlc because the large real 
Increases in rail freight rates occurred from mid-1992 to  mid-1993 The average 
price of unwashed steam coal delivered to  power stations increased from Rb 4250 
per tonne in  1993 Q2 t o  Rb 181 2 0  per tonne In 1993 Q4  ~mplylng a real Increase 
of 35% For washed coking coal the prlces were Rb 7680 per tonne In 1993 02,  
Rb 36850 In 1993 Q4, glving a real increase of 50% There must be some doubt 
as t o  whether mining associations will be able to  sustaln the widenlng of the 
margln between steam and coking coal, since demand for coking coal is likely t o  
remain much weaker than that for steam coal 

5 In real terms the gap between average operating costs and the average price paid 
t o  mines rose from just under Rb 500 per tce In the first half of the year to over Rb 
1500 in the second half It seems that price adjustments comblned wi th  the 
continuation of large subsidles relaxed the pressure on mines to  hold down their 
costs, so that the average operating cost per tce increased sharply from Q2 to  Q3 
Thls rmpresslon is reinforced by examining the basln-by-basin figures whlch show 
that the gap between operating costs and revenues per tce widened strongly in all 
of  the hlgh cost baslns -- Donbass, Far East, Moscow and Urals There was also 
a marked deterioration in the North East but this was probably linked to  the sharp 
appreciation of the rouble relative to  the dollar whlch penalized exports of  coking 
coal from Yakutugol to  Japan 

6 Table 4 shows that the price reform has done little to  bring the reglonal pattern of 
prlces into l ~ n e  wlth the structure that mlght be expected under a full market 
system allowlng for differences In production and transport costs In real terms the 
prlces In Kansk-Ach~nsk and Kuzbass would have to  fall, while prices in Donbass, 
Far East, Moscow, North East, Pechora and Urals would have to  rise These 
adjustments will involve real Increases of 2-3 times for the Donbass and Moscow 
basins because of their locatlonal advantages Again, the case of the North East 
basin IS spec~al because of the separation between the local market for steam coal 
and the export market for coking coal 



Table 3 - Average coal prlces recelved by mlnlng assoc~at~ons by coal bas~n  

Average ex-mine revenues from coal sales 

(Rb per tce) 

Donbass 

East S ~ b e r ~ a  

Far East 

Kansk Achlnsk 

Kuzbass 

MoscowICenter 

North East 

PechoraINorth 

Urals 

All bas~ns 3700 5700 11500 18500 4600 15300 



Donbass 

East Siberia 

Far East 

Kansk Ach~nsk 

Kuzbass 

MoscowICenter 

North East 

PechoraINorth 

Urals 

Table 4 - Average real coal prices by coal bas~n 

Average ex-mine revenues from coal sales 
(Rb per tce at 1993 Q2 pr~ces) 

1993 H I  1993 H2 Market forecast 

Low freight High freight 
tariff tariff 

All bas~ns 6000 5800 



Price adjustments by minlng assoc~at~on 

1 See Figure 1 Prlce ad/ustments after l~beral~zat~on, 1993 (facing page)3 

2 The basis on which mining associations set their output prices following the price 
reform seems to  have been confused and inconsistent If they had followed a 
'cost-plus' pricing rule, one wouldexpect to  find that mining associations with the 
highest ratio of  operating costs to  output price would have increased their prices 
most It is clear from Figure 1 that this was not the case, since there is no 
correlation between the ratio of operating costs to output price in the first half of 
1993 to  the real increase in output prices between the first and second halves of 
the year 

3 This suggests strongly that mining associations felt that the allocation of subsidies 
would protect inefficient, high cost, mines from the financial penalties that they 
might expect t o  suffer under a real market system Instead, the high cost mines 
were able t o  hold their prices down in order to  maintain the level of demand and, 
thus, of output This is supported by the evidence discussed below which shows 
the very close correlation between the average subsidy per tonne and the 
difference between average price and operating costs per tonne 

4 The potential benefits of  price reform have been largely dissipated by  the manner 
in which subsidies have been allocated because this undermines any incentive for 
mining associations t o  increase their relative prices when this IS possible or t o  
control their costs In particular, mining associations in high cost basins which 
should be protected by their locational advantages -- notably Rostovugol and 
Tulaugol -- have been encouraged, or at least permitted, to  maintain low prices for 
their coal rather than raising them to  reflect the much lower transport costs from 
the mine to  the consumer 

As In the prevlous section, the adjustment of coal prices refers to the prices rece~ved by mlning 
assoclatlons, not those p a ~ d  by thew customers 



Price adjustments after liberalization, 1993 
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Prlce and output changes 

1 See F l ~ u r e  2 Price and output changes by  association, 1993 (faclng page) 

Agaln, In a real market environment one would expect t o  observe that enterprises 
that Increase thew prlces by more than the average for thew ~ndustry  would 
experience a relatlve decllne In demand and In output Flgure 2 shows that thls 
was not the case for the coal Industry after prlce reform Indeed, there was a mlld 
tendency for assoclatlons wlth larger prlce Increases t o  have smaller falls In output 
from the flrst to the second halves of the year Thls reinforces the conclus~on that 
mining assoclatlons were prlmarlly concerned wlth dlstrlbutlng any reduction In 
output uniformly across assoc~atlons On t h ~ s  bass, they set thew prices at levels 
necessary to  generate demand for thelr output rather than by reference t o  the 
profltablllty of production elther on average or at the margin 



Price and output changes by association, 1993 
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Coal Subs~d~es 

1 See Table 5 Operating subsld~es for the coal mdustry, 199 1-94 and Figure 3 
Compos~tion of real coal subsldles, 1992-94 (follo wing pages) 

The price reform of July 1993 can be seen as the consequence of a major shift In 
the operation of the system of coal subsidies Up t o  then (cross-)subsidles were 
primarily distributed through the 'accountingr prices for coal that were set 
individually for each mining association The data show that this system was 
clearly beginning t o  break down during the first half of 1993 under the pressure of 
the differential impact of inflation on associations with widely varying cost 
structures Nonetheless, the decline in the real value of subsidies in the second 
quarter of  1993 appears to have had a significant impact in constraining costs 

3 Under the new system subsidies are notionally allocated to  mining associations 
under specific headings 

(a) A price subsidy which is designed to  cover the difference between the sales 
price charged by the association and its 'necessaryr operating costs In practice, 
this subsidy undermines the incentive of associations to  raise their prices, even 
where this would be appropriate, or to  control their costs 

(b) A subsidy for the cost of providing 'social servicesr This is discussed below 

(c) A subsidy for wages which is linked t o  specific provisions concerning wage 
indexation and special wage premiums in various collective bargaming agreements 
covering different workers in the coal industry These agreements are generally 
referred to  as the 'Tariff Agreement' though they are not identical Both mining 
associations and workers regard payments under the Tariff Agreeement as quite 
separate from the base wages paid by the mines These payments have been 
frequently delayed on the grounds that the relevant wage subsidy has not been 
distributed by  the Government In practice, the separation of base wages and 
'Tar~ff '  wages, the latter financed from wage subsidies, has had a very detrimental 
effect on  the control of labor costs by mining associations 

(d) A subsidy for investment which covers a bizarre miscellany of costs A part 
of this is an accounting transfer to  cover the interest on credits used t o  finance 
past investments, housing construction and working capital Funds for training and 
for agricultural operat~ons attached to  mines are also included under this heading 



However, most of the money appears t o  be spent on routlne maintenance or 
replacement of equipment, bulldlngs and slmllar Items whlch ought t o  be regarded 
as part of  the regular operatlng costs of each mlne Thls category should probably 
be added t o  the prlce subsldy In categor~zlng the ways In whlch coal subsldles are 
used, slnce the real Investment subsldy 1s the provlslon of budgetary support for 
'centralized ~nvestment' In larger projects 

4 The level of operatlng subsldles remained roughly constant Rb 2 0-2 2 trllllon In 
1993 prices over the perlod 1991 -93 The amount Included In the 1994 Budget 
1s 79% of the sum pald In 1993 (on the assumptron that the average prlce level for 
1994 1s 4 4 5  tlmes that for 1993) In dollar terms the amount of subsldles has 
Increased from US$ 900  mllllon In 1992 to  US$ 3 9 bllllon for 1994 because of the 
real appreclatlon of the rouble Between 1991 and 1993 the share of GDP 
allocated t o  coal subsldles Increased from 1 % to  nearly 1 4% It should decllne 
t o  about 1 3% In 1994 on current projections of GDP for the full year 

5 Coal subsldles are lmposlng an lncreaslngly heavy burden on the Government's 
flnances because central government revenue has been falling sharply as a share 
of GDP In 1992 these subsldles accounted for 5% of central government 
revenue, but thls has rlsen to  15% for 1994 Slnce the pressures whlch are 
erodlng central government revenues are not llkely t o  ease, the Government has 
no  cho~ce other than t o  make a reduct~on of coal subs~d~es a key element In any 
program t o  Improve ~ t s  f~sca l  p o s ~ t ~ o n  Macroeconom~c cons~derat~ons mean the 
real level of  coal subs~d~es must fall sharply In 1995 and fo l low~ng years Indeed, 
the flscal sltuatlon for 1994 1s so precarious that the Government may well f lnd 
Itself unable to  provlde the budgeted level of subsldles durlng 1994 ~f rt 1s t o  meet 
~ t s  target for a budget deflclt of less than 10% of GDP In thls context, Rosugol's 
request for operatlng subsldles for the flrst quarter of 1994, whlch lmplled a 
substantial rise In the real level of coal subs~dres, was q u ~ t e  unrealistic 

6 The composition of operating subsidies has changed substantially over the last 
three years The proportion allocated to  wages has increased from 16% in 1992 
to  34% in 1993 and 54% In the 1994 Budget The share of soclal services has 
fallen from 19% In 1992 to 7% in 1994, In part because it IS expected that social 
assets of  mlnlng assoc~ations and the responsib~lity for financing them will be 
transferred t o  oblast and local authorlt~es gradually In 1994 and 1995 
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Table 5 - Operating subs~dies for the coal industry, 1991-1 994 

Per~od Coal subs~d~es to  Rosugol by category In Rb bllllon Total coal subs~d~es 

Pr~ces Soc~al Wages Invest Total 1993 Rb US $ as % of 

services menta billion mill~on 
GDP Central 

govt 
revenue 

1993 Q3 
Alloc 

1993 0 4  
Alloc 

1994 
Request 
for 0 1  

Budget 
for year 

Notes (a) Excludes resources provlded for centrally funded Investment In large scale projects 
(b) Includes Rb 100 bllllon requested as a subsldy for mlne closures 
(c) Includes Rb 305 bllllon for mine closures, Rb 21 bllllon for a speclal subs~dy for coal 

production In Prlmorsk and Rb 155 bllllon of arrears from 1993 pald In 1994 



Composition of real coal subsidies, 1 992-94 

Real subsldles at annual rate In 1993 Rb trllllon 

f992 I993 Q1 I993 Q2 199S Q3 1993 Q4 1994 Budget 



Operating subs~dies by mining associat~on 

1 See Table 6 Allocat~on of coal operat~ng subsldles by assoclatlon, 1993 (facing 

page) 

As Table 6 shows, there IS a huge variation between mining associations in the 
operating subsidies that they receive per tonne of output The range is from Rb 
1 12 for Borodinsky -- a massive surface mine producing nearly 28 million tonnes 
of brown coal a year -- to Rb 19495 for Kizelugol -- a small association operating 
mines in the Urals above Perm which are a major source of pollution due to acid 
mine drainage The average subsidy amounted to almost Rb 5900 per tonne, of 
which Rb 2090 was for wages, Rb 11 20 for social costs and the remainder for 
losses under the prices and investment categories The relative variation of wage 
subsidies across associations is larger than for the other components of subsidies, 
which reflects the extent of regronal drfferences rn wage levels and in labor 
productivity 

3 Of 7 mining associations which received less than Rb 1500 per tonne in total 
subs~dies in 1993,5 of them (Vostsibugol, Borodinsky, Krasnoyarsk, Mezhdurechje 
and Yuzhny Kuzbass) rely entirely or over 90% on surface mines for their 
production The remaining two -- Raspadskaya, Vorgashorskaya -- are large 
underground mines each producing over 4 million tonnes of coking coal a year 



Tab le  6 - Allocat~on of coal operating subsidles by assoc~atlon, 1993 

Assocratlons and 
rndependent mines 

Gukovugol 

0 bu khovs koye 

Rostovugol 

Vostslbugol 

Dalnvostugol 

Pr~morskugol 

Sakhallnugol 

Borodrnskly 

Krasnoyarskugol 

Belovougol 

Klselevskugol 

Kuzbassrazrezugol 

Kuznetskugol 

Lenlnskugol 

Mezhdurechje 

Pro kopyevs kugol 

Raspadskaya 

SeveroKuzbassugol 

Vakhrusheva 

Tulaugol 

Severovosto kugol 

Yakutugol 

lntaugol 

Vorgashorskaya 

Vorkutaugol 

Bash k~rUgol 

Cheljab~nskugol 

K~zelugol 

Shum~kh~nskaya 

Vakhrushevugol 

Yuzhniy Kuzbass 

Total 

Subs~dles In 1993 Rb per tonne 

Prlces Investment Soclal Wages 

Total 5881 1529 1142 1121 2089 



Subsidies, prices and costs 

1 See Fiaure 4 Substdtes and coal prices by assoctatton, 1993, Fiqure 5 Substdtes 
and productton costs by assoctatton, 1993, and Firrure 6 Substdtes and cost-prtce 
differentials by association, 1993 (following pages) 

The figures examine the relationship between subsidies, coal prices and operating 
costs across minlng associations Figure 4 shows that there was no relationsh~p 
across associations between the level of the total subsidy per tce and the 
wholesale price per tce following the price reform If prices were determined by 
purely market factors, one would expect to  observe a negative relationship 
Instead, the pattern supports the view that subsidies and prices were jointly set so 
as t o  protect the high cost, low productivity mines from the impact of  real market 
liberalization on output and employment 

3 Figures 5 and 6 show that, as one would expect, assoclatlons with higher 
production costs and with larger gaps between average production cost and 
average selling price received large subsidies The striking point that emerges from 
Figure 6 is that subsidies more than compensate for operating losses Associations 
whose wholesale price exceeds their operating cost still receive a positive subsidy, 
while Increases in the gap between operating cost and wholesale prlce are 
compensated on a slightly greater than a one-for-one basis by increases in the 
subsidy received Distribution of subsidies In such a manner totally removes any 
incentive either t o  control operating costs or to  obtain the highest possible price 
for output that is sold 

4 The implication of these results is that the prlce reform did not amount t o  true price 
liberalization A move to  full market pricing will imply the emergence of large 
differentials between the ex-mine prices charged by mines which are located close 
t o  their main markets and those which are less well located The way in which 
subsidies were allocated in 1993 strongly discouraged this adjustment because the 
mining associations which should have raised their prices most -- especially those 
in the Donbass and the Far East -- were also among the largest recipients of 
subsidies For the future, it is crucial any continuing subsidies should reward 
rather than penalize the changes required by full market liberalization 



Subsidies and coal prices by association, 1 993 

Real coal price 1093 H2, Rb '000 per tce at 1993 42 prices 
14 

Total subsldy, Rb '000 per tce 



Subsidies and production costs by association, 1993 

Average subsidy, Rb '000 per tonne 
20 

- 
0 4 8 12 16 20 24 

Average operating cost, Rb Y)o per tonne 



Subsidies and cost-price differentials by association, 1 993 

T i  subsldy, Rb WO per tonne 
20 - I I 

- 

16 - 

- 

12 - 

- 

8 - 

4 0 4 8 12 

Operating cost less average prlce, Rb YK)O per tonne 



Subs~d~es and wage payments 

1 See Table 7 Subsldles and average wages by assoc~at~on, 1993 ( fac~ng page) 

2 Throughout the second half of 1993 there were pers~stent problems of mlnersr 
wages not b e ~ n g  p a ~ d  The lmpresslon was glven that the reason for the non- 
payment of wages was e~ther the lnsufflc~ency of total government subs~d~es for 
the Industry or delays In the payment of those subs~d~es that were prov~ded, 
espec~ally of the wage subs~d~es llnked to  the Tar~f f  Agreement 

Table 7 lndlcates that ne~ther explanat~on stands up to  examlnatlon For all but 6 
mlnlng assoc~atlons -- 6 out of the 7 that were ident~ f~ed above as recelvlng 
subs~d~es of less than Rb 1500 per tonne -- the amount of subs~dies actually p a ~ d  
in 1993 exceeded the total wage bill including all payments under the Tar~ f f  
Agreement Over the industry as a whole, government subs~d~es amounted to  
1 3 8  t ~ m e s  the industry's wage bill If the payment of wages had been the flrst 
prlor~ty, there should have been no d~ff lcul ty In ensurlng that all miners were p a ~ d  - 
- and on t ~ m e  too 

4 Of course, mlnlng assoclat~ons had to  pay for the other Inputs requlred to  contlnue 
mlnlng operations -- fuel, explos~ves, t~mber, etc Thls prompts the observat~on 
that ~t would have been less expensive for the Government t o  have halted 
product~on at most or all mlnes -- paylng all wages but avoidlng the expense of 
using mater~als and other Items whlch were also flnanced out of subs~dies In thls 
way the total level of subs~d~es could have been reduced by over Rb 600 blllron for 
1993 as a whole 

5 The 6 assoc~at~ons for w h ~ c h  total subs~d~es were less than the~r  wage b ~ l l  
employed about 56,000 workers (out of an est~mated Industry total of 740,000) 
to  produce over 81 mil l~on tonnes of coal (out of 300 m ~ l l ~ o n  tonnes for the 
Industry) Whlle some of them faced financial diff~culties because of the failure of 
thew customers t o  pay thew bills on tlme (or at all), they were not central to  the 
overall problem of the non-payment of mlner's wages Thls was concentrated In 
mlnes and assoclatlon whose subs~d~es were greater than their wage b~lls, usually 
by a large margin 

6 Thus, the question remalns why were large numbers of miners not belng p a ~ d  
dur~ng the autumn and wlnter of 1993-94 7 



Table 7 - Subsidies and average wages by association, 1993 

Assoc~atrons and Wage rate Subsldy Total subsldy 
independent mines per month per worker as % of 

per month total wages 

Gu kovugol 

Obukhovskoye 

Rostovugol 

Vosts~bugol 

Dalnvostugol 

Prlmors kugol 

Sakhalinugol 

Borodrnsk~y 

Krasnoyarskugol 

Belovougol 

Kiselevskugol 

Kuzbassrazrezugol 

Kuznetskugol 

Lenlns kugol 

Mezhdurechje 

Prokopyovskugol 

Raspadskaya 

SeveroKuzbassugol 

Vakhrusheva 

Tulaugol 

Severovostokugol 

Yakutugol 

lntaugol 

Vorgashorskaya 

Vorkutaugol 
Bash klrUgol 
Cheljabinskugol 
Klzelugol 

Shumrkhrnskaya 

Va khrushevugol 

Yuzhnly Kuzbass 

Total 144,506 199,203 138 



Flnanc~al State of Mln~ng Assoc~at~ons 

1 See Table 8 F~nanc~alpos~t~on of rnlnlng assoc~at~ons, 1993 and Table 9 Flnanclal 
posrtlon of rn~n~ng assocratrons, 1993 Q3 (followlng pages) 

2 In view of the payment problems exper~enced from mld-1993 onwards an analysls 
of the flnanclal state of the coal Industry has been carr~ed out for the whole of 
1993 and for the quarter lmmedlately followlng the prlce reform In the tables 

Coal revenues = the value of sales at wholesale prlces (not accounting prlces for 
the flrst half of the year), 

Value-added = coal revenues less the cost of materlal and other productive Inputs, 

Prof~t measure = coal revenues less operating costs, 

Surplus measure = proflt measure plus total subs~dles, and 

Cash flow = surplus plus Increase In accounts payable minus Increase In accounts 
receivable plus cred~ts recelved less loan repayments, 

The data requlred to construct the cash flow measure was obtalned from 
Roskomstat data but was only available up to the end of the thlrd quarter of the 
year4 

3 Over the whole year four assoclat~ons had negatlve value-added Three of them 
operate h~gh  cost mlnes -- Rostovugol, Prlmorskugol, and Tulaugol The fourth 
was Yakutugol whose posltlon was affected by the terms of its export contract to 
supply coklng coal to Japan After the prlce reform no mlnlng assoclatlon had 
negatlve value-added In the thlrd quarter 

4 Few mlnlng assoclatlons were able to operate profitably over the year as a whole 
Borodlnsky, Kuzbassrazrezugol, Raspadskaya and Vorgashorskaya each made 

4 The 1993 Q3 figures are based on a d~fferent source of data for average wholesale prices from that 
used for the whole of 1993 so that there may be some lnconslstencles between the two Where there 
were doubts, the lower figure IS reported so that the prof~t, surplus and cash flow estimates should be 
less than or equal to the 'true' f~gures 



proflts of over Rb 10 bllllon for the year, but the Industry as a whole had a loss In 
excess of Rb 850 brllron wrth Rostovugol accountrng for over Rb 150 brllron of that 
on its own The overall posltlon was much better In the thlrd quarter on ~ t s  own 
The total loss was less than Rb 90 bllllon w ~ t h  Rostovugol's loss representing a 
thrrd of that5 Even so, the major~ty of assoclatlons st111 made losses, though 
these losses would have been elrmrnated for all but 8 assoclatlons ~f costs had 
been kept at thelr 1993 Q2 level In real terms 

5 Desplte these losses the Industry had a large surplus once the payment of 
substd~es IS taken In account The total surplus amounted to nearly Rb 880 bllllon 
for the year Even chron~c loss-makers such as Rostovugol, Pnmorskugol, 
Kuznetskugol and Vorkutaugol all had annual surpluses from Rb 40 bllllon to Rb 
104 brll~on No assocratlon had an overall deflclt Thus, the overall level of 
subsrdres was about double the amount required to safeguard the frnancral posltlon 
of the Industry 

6 In the thrrd quarter the rndustry's net surplus amounted to Rb 570 blllron The 
cash flow estrmates adjust thls for changes In the cash posltron of assocratlons due 
to net changes In receivables and payables as well as In bank and other credits 
Loan repayments or an Increase In net receivables meant that a few assoclatrons 
experienced a srgnrfrcant outflow on a cash basls, but the Industry as a whole had 
a posrtrve cash amounting to almost Rb 550 bllllon In the quarter 

7 Nearly Rb 63 brlllon was also pald to the coal Industry to flnance centralrzed 
Investment There seems to be Ilttle just~f~cat~on In provldrng such resources when 
there IS ample cash flow to frnance any Investments that make economic sense 

5 Note that Borodlnsky Raspadskaya and Vorgashorskaya all made losses In the thlrd quarter Thelr 
prlces for the quarter were well below the average for the year whlch may lndlcate that they were 
lnlt~ally constrained rn adjusting thew prices after the reform or that the prlce data IS Incorrect 



Table 8 - F~nanc~al pos~t~on of mlnlng assoclatlons, 1993 

Assoc~ations and Coal Operating Value- Profit Surplus 
independent mines revenues costs added measure measure 

(Rb bln) (Rb bln) (Rb bln) (Rb bin) (Rb bln) 

Gukovugol 

Obukhovskoye 

Rostovugol 

Vostsibugol 

Dalnvostugol 

Primorskugol 

Sakhalinugol 

Borodinskly 

Krasnoyarskugol 

Belovougol 

Kiselevskugol 

Kuzbassrazrezugol 

Kuznetskugol 

Len~nskugol 

Mezhdurechje 

Prokopyevskugol 

Raspadskaya 

SeveroKuzbassugol 

Vakhrusheva 

Tulaugol 

Severovostokugol 

Yakutugol 

lntaugol 

Vorgashorskaya 

Vorkutaugol 

BashkirUgol 

Cheljabrnskugol 

Kizelugol 

Shumikhinskaya 

Vakhrushevugol 

Yuzhn~y Kuzbass 

Total 1,507 8 2,362 3 583 9 (857 8) 879 6 



Table 9 - F~nanc~al  pos~ t~on  of mrnlng assoc~atlons, 1993 Q3 

Assoc~at~ons and Coal Operat~ng Value Proflt Surplus Cash 

~ndependent mlnes revenues costs added measure measure flow 

(Rb bln) (Rb bln) (Rb bln) (Rb bln) (Rb bln) (Rb bln) 

Gukovugol 

Obukhovskoye 

Rostovugol 

Vostsrbugol 

Dalnvostugol 

Pr~rnorskugol 

Sakhal~nugol 

Borod~nsk~y 

Krasnoyarskugol 

Belovougol 

K~selevskugol 

Kuzbassrazrezugol 

Kuznets kugol 

Lenlnskugol 

Mezhdurechje 

Prokopyevs kugol 

Raspadskaya 

SeveroKuzbassugol 

Vakhrus heva 

Tulaugol 

Severovostokugol 

Yakutugol 

lntaugol 

Vorgashorskaya 

Vorkutaugol 

BashklrUgol 

Cheljab~nskugol 

K~zelugol 

Shumrkhlnskaya 

Vakhrushevugol 

Yuzhnly Kuzbass 

Total 505 7 593 9 335 4 (88 2) 570 0 549 3 

Central 

lnvestm 

ent 

(Rb bln) 
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Hirw serious is the build-up of arrears 7 

1 See Table 1 0 Coal ~ndustry arrears, 7993 and Table 1 1 Compos~tron of  coal 
~ndustry arrears, 1993-94 (facing page) 

2 The severity of the 'arrears problem' in the coal and other industries is a matter of 
considerable controversy Even the basic data IS in dlspute For example, Rosugol 
has published figures whlch assert that the net receivables of mining associations 
increased by Rb 132 billion from the end of 1993 Q2 to the end of 1993 Q3 On 
the other hand, Roskomstat's figures for the same period show a much smaller 
detrioration of Rb 34 billion 

3 The large Increase In net receivables owing to the industry In the third quarter of 
1993 shown in Table 10 was an inevitable consequence of the large prlce 
Increases which accompanied the price reform If bills for coal at the mine had 
been left outstanding by coal consumers for exactly one month, this would have 
led to an increase In total receivables of Rb 120-140 billion whlch IS fully 
consistent wlth the Roskomstat estimate 

4 The estimates In Table 11 suggest that there was a substantial worsening In the 
level of receivables over the winter of 1993-94 since the amount owed by 
customers increased from 1 5 months' production to 3 month's productlon 
However, mlnlng associations seem to have passed all thew liqu~dity problems on 
to their suppliers and the government since the gap between total payables and 
commercial receivables widened from 6 days' production to 18 days 

5 Slnce arrears of receivables and payables are a normal feature of buslness flnances 
(especially under high inflation when it IS diff~cult to maintain working capital), 
changes In the amount of overdue arrears are of primary concern Table 1 I shows 
that overdue commercial receivables increased from 28 days' production to 46 
days', while overdue payables increased from 27 days' productlon to 56 days' 
In net terms, the commercial balance deteriorated slightly -- from 4 to 6 days' 
product~on -- while overdue taxes increased sharply from 3 to 15 days' production 
Thls suggests that mining associations have been pre-empting the allocation and 
payment of subsidies by withholding their tax payments 



Table 10 - Coal industry arrears, 1993 

Date Rosugol estimates estimates 
(Rb billion) (Rb billion) 

Receivables Payables Receiva bles Paya bles 

1 July 1993 275 6 320 9 161 7 218 8 

1 October 1993 808 5 721 5 386 4 409 1 

1 January 1993 1142 3 1047 0 

Notes (a) 1 May 1993 for Rosugol data 

Table 1 1 - Composit~on of coal industry arrears, 1993-94 

Date Arrears as a % of the value Overdue arrears as % of total 
of monthly production 

Comrnerc~al Paya bles Commerc~al Payables 
rece~vables recelva bles 

Commercial Tax Commerc~al Tax 

1 October 1993 162 152 3 1 57 5 2 3 7 

1 January 1994 21 3 209 54 5 5 5 1 52 

1 March 1994 30 1 277 85 5 1 48 6 1 



Wages, Employment and Soclal Adjustment 

1 See Table I 2 Real wage costs by coal basln, Finure 7 Wages and laborproduct~vity 
by assoc~at~on, 1993, and F~gure - 8 Wages and value-added per worker by 

assoc~atlon, 7993 (following pages) 

Table 1 2  suggests that real average wage costs per worker Increased sharply from 
1991 to  1993 In all coal baslns, especially In the second half of 1993 On 
average, wage subs~dles accounted for 57% of total wage costs In 1993 The 
level and allocation of wage subsldies llnked to  the national Tarlff Agreements have 
had a crltlcal Impact on real wages and employment In the industry A decentral- 
lzed system of wage bargaining and the phaslng out of wage subsldies should be 
essential elements of a restructuring program whose success will require that 
mlnlng cornpanles should be able to  control thew own  wage costs 

3 In a market settlng there would be strong relatlonshlps between the average wage 
pald by  a mlnlng company and e~ther labor productlvlty or value-added per worker 
Flgure 7 shows that there is the correlatlon between labor p roduc t~v~ty  even though 
average wages In 1993 vaned from Rb 81,000 per month for Tulaugol up  to  Rb 
294,000 per month for Severovostokugol Slnce the cost of l l v~ng In the Far East 
IS about twlce that In central Russia, real average wages vary by a factor of 2-2 5 
times but stdl In manner that IS largely ~ndependent of labor productlvlty There 
should be a stronger llnk between average wages and value-added per worker 
Flgure 8 shows that this correlatlon IS hlgher than that between wages and labor 
product~v~ty,  but there are stlll many outllers 

4 The results suggest that the structure of both average wages and employment by 
assoclatlon will have to  adjust substant~ally In the medlum and longer term Mlnes 
wl th  hlgh productlvlty and value-added per worker -- espec~ally the large surface 
mlnes -- will be able to  pay much hlgher real wages in order t o  recrult and retaln 
the best workers On the other hand, mlnes with low product~vlty or value-added 
per worker will have t o  choose some combinat~on of (a) reduclng employment In 
order t o  concentrate on the most product~ve faces and operatlons, and (b) lowerlng 
real wages to  reflect actual productivity and value-added per worker The cholce 
between lower wages and lower employment will be a very dlfflcult one both for 
the labor unlons and the workforce M~ners may reslst an erosion In thew wages 
relatlve t o  other groups but such a decllne has been a feature of the coal lndustrles 
In most European countr~es 



Table 12 - Real wage costs by coal basln 

Coal basln 

Don bass 

East Slberra 

Far East 

Kansk Ach~nsk 

MoscowiCenter 

North East 

PechoraINorth 

Urals 

Wage costs per worker 
(Rb '000s per year at 1993 0 2  pr~ces) 

Total wage costs (lncl subs~dy) Wage subsldy 

All bas~ns 745 674 848 983 489 552 

Note Data on average wages by mining association or basin were not available on a consistent basis 
for 1991 -93 Thus, the figures in the table have been estimated from data on mining costs by 
multiplying wage costs per tonne of output by total output and then dividing by employment 
The calculations assumes that sums allocated to wage subsidies were actually used for that 
purpose This explains why large changes in wage subsidies between the first and second 
halves of 1993 are associated with large changes in average wage costs The estimates must 
be treated cautious as indicated by the large, and possibly erratic, changes from one period to 
the next for some coal basins However, the consistency of the general trend from 1991 to 
1993 suggests that the conclusions in the main text are reliable 



Wages and labor productivity by association, 1 993 

Labor produdvlty, tonnes per worker per year 

Average wage, Rb WO per month 

Note Borodlnsky has been excluded as an extreme outller wlth a labor produdvlty 
ot 6186 tonnes per worker per year and an average wage of Rb 184,000 per month 
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Wages and valueadded per worker by association, 1993 

Average wage, Rb WW) per month 
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The reg~onal lmpact of fall~ng employment In mlnlng 

1 See Flnure 9 Mtnmg as a share of total employment, 7992 (faclng page) 

2 Mlnlng represents a very small proportion of total employment In all but a few 
oblasts6 Flgure 9 shows that this share IS less than 5% for all but Kemerovo, 
Koml Republlc, Rostov and Sakhalln The f~gure for Koml Republlc IS somewhat 
deceptive because the population of the republlc IS so dispersed and the share of 
mining In total IS much hlgher In the mlnlng areas of lnta and Vorkuta 

3 It IS clear that speclal programs to cushion the lmpact of a contractlon In mlnlng 
employment must concentrate on Kemerovo and IntalVorkuta The magnitude of 
the employment shock IS llkely to be greatest In Kemerovo where the potential fall 
In mining employment shown In Table 4 of the maln report (from 296,000 dlrect 
mining workers to 82,000 for the Kuzbass) is equ~valent to 13 5% of total 
employment In the oblast The contractlon In mining employment IS llkely to be 
somewhat less dramatlc In the Pechora basln (from 70,000 to 32,000) but thls stdl 
amounts to 6% of total employment In the Koml Republ~c and at least double that 
share In the northern part of the republlc 

4 Whlle mine closures and employment reductions may have a slgnlflcant lmpact on 
local labor markets In some baslns, no other oblast should lose more than 3% of 
total employment as a result of the contraction In mlning employment Many other 
changes durlng the translt~on mlght have a slmllar Impact on employment In 
particular oblasts, so that there IS no reason to Implement speclal measures beyond 
the two heav~ly-affected areas 

The term 'oblast' n used gener~cally here to refer to all subjects of federat~on, ~nclud~ng republ~cs, 
oblast, kra~s and okrugs 



Mining as a share of total employment, 1992 
(% of total employment) 

Oblast 

Amur 
Bash korstan 
Chelyabinsk 

lrkutsk 
Kemerovo 
Koml Rep 

Krasnoyarsk 
Magadan 

Perm 
Pnmorsky 

Rostov 
Sakhalin 

Sverdlovs k 
Tula 

Yakutia 
0 2 4 6 8 10 12 14 16 18 20 

All mining workers as a % of total employment 



Compos~t~on of mlnlng employment 

1 See Table 13 Age cornpositron of mine workers (facing page) 

2 Almost one quarter of all mine workers have passed the age of 50 at which they 
beg~n to receive a penslon, so that they are receiving Income from two sources 
l~nked to  the coal Industry Both of these represent a dram on state finances -- 
thew penslon (pa~d out of the State Pension Fund) and their wages (subs~d~sed 
under the Tar~ff  Agreement) 

3 One ~mmed~ate measure would be to requlre that such workers e~ther leave thew 
jobs or that they forego the~r pension whlle they contlnue to  recelve a wage from 
the coal Industry A more radlcal step, but a necessary one if targets for 
employment reduct~on are to be met, would be to requlre that all workers who 
have passed the age of 50 should ret~re from the ~ndustry by a spec~ f~c  date 
Provls~ons to retarn workers w ~ t h  specral sk~lls would be needed to cover 
exceptional cases S~nce those forced to retlre involuntarily would suffer an 
unant~cipated decl~ne In thelr Income, ~t may appropriate to make spec~al payments 
to them to compensate part~ally for their loss of earnlngs 

4 Further employment reductions could be ach~eved by targeting voluntary severance 
packages at workers aged 45 or over and by the recruitment of new workers In 
order to  take advantage of natural wastage Such a comblnat~on of measures 
could reduce total employment by as much as 35% over a per~od of 2-3 years 
Thls would go a long way to meet the need to reduce employment by 50% over 
the next 4-5 years Of course, spec~al provlslons would be requlred to  ensure that 
the industry does not lose workers w ~ t h  cruc~al sk~lls and experience 
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Table 13 - Age compos~t~on of mine workers 

Age group % of mine workers 
In age groupa 

20 or less 

21 - 25 

26 - 30 

31 - 40 

41 - 50 

above 50 

Note (a) The age structure was calculated for a sample of 14 mines In the Urals, 
Kuzbass and Rostov bas~ns 



Soclal Costs 

1 See Table 1 4 Mlne soclal costs by assoc~at~on, 1993, Flqure I 0 M~ne  soclal costs 
as a % of total oblast revenues, 1992, and Flaure 1 1 Soclal and culture costs as 
% of oblast expend~tures on soc~al and culture, 1992 ( following pages) 

2 One half of all soclal costs go to  flnance houslng malntenance and another 10% 
for wages In klnd such as cheap coal and vacations True soclal expend~tures on 
health, chlldren and cultural account for less than one quarter of soclal costs The 
category of other soclal costs Includes a wlde varlety of Items lncludlng fuel 
subsidles for power and heat produced In plants operated by  mining assoclatrons 

3 Responslblllty for provldlng soclal servlces ought t o  be transferred as rapldly as 
posslble from mlnlng assoclatlons to  oblast or local authorltles Thls would 
certainly cover health c l~n~cs ,  kindergartens and cultural actlvltles The dlsposltlon 
of houslng 1s a more complex Issue The best solutlon would be to  transfer 
ownership to  the current occupants -- elther dlrectly or vla condom~n~um 
assoclatlons -- who would henceforth be responsible for malntenance The 
alternative would be t o  transfer the houslng t o  local governments 

4 Wages In klnd and most other soclal costs are an element of worker compensation 
that mlnes m ~ g h t  choose t o  contlnue (wlthout government subsldres) or slmply 
consolidate Into money wage payments Note that consol~dat~on -- even lncludlng 
sum In place of the value of houslng malntenance servlces -- should not Increase 
wages by more than 20% Thls adjustment mlght be part of the more general 
realignment of wage structures discussed earher 

5 The ~ m p l ~ c a t ~ o n s  of transferr~ng some components of mlne soclal costs t o  local 
authorlt~es are illustrated In Flgures 10 and 1 1 Soclal and cultural costs accounted 
for less than 4% of total oblast revenues In 1992 for all oblasts other than the 
Koml Republlc Even In Koml the addltlon spendlng would only represent 12% of 
prevlous expenditure on soclal and cultural Items 

6 If responslblllty for houslng malntenance were transferred to  local authorltles, it 

would have t o  be accompanied by addltlonal flscal transfers t o  Kemerovo and Koml 
Republlc 



Table 14 - M~ne soc~al costs by assoclatlon, 1993 

Assocrat~ons and Wage Socral costs (Rb b ~ l l ~ o n ) ~  
rndependent mines brll 

( ~ b  bin) Wages Hous~ng Health, Other Total 
~n ch~ldren, 

krnd culture 

Gu kovugol 

0 bu khovs koye 

Rostovugol 

Vostsrbugol 

Dalnvostugol 

Pr~morskugol 

Sakhalrnugol 

Borod~nskry 

Krasnoyarskugol 

Belovougol 

K~selevskugol 

Kuzbassrazrezugol 

Kuznetskugol 

Leninskugol 

Mezhdurechje 

Pro kopyevskugol 

Raspadskaya 

SeveroKuzbassugol 

Vakhrusheva 

Tulaugol 

Severovostokugol 

Yakutugol 
lntaugol 

Vorgashorskaya 

Vorkutaugol 

Bashk~rUgol 
Cheljab~nskugol 
Klzelugol 
Shumrkh~nskaya 

Vakhrushevugol 

Yuzhn~y Kuzbass 

Total 

Note (a) Expend~tures for 1993 Q4 converted to an annual bas~s at 1993 prlces 



Mine social costs as a % of total oblast revenue, 1992 

Oblast 

Amur 
Bashkorstan 
Chelyablnsk 

1-k 
Kemerovo 
Koml Rep 

Krasnoyars k 
Magadan 

Perm 
Primorsky 

Rostov 
Sakhalln 

Tula 
Yakutla 

0 2 4 6 8 10 12 14 

% of total oblast revenue 
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Social and culture costs as % of oblast 
expenditures on social and culture, 1992 

Oblast 

Amur 
Bash korstan 
Chelyab~nsk - 

lrkutsk 
Kemerovo 
Komi Repp 

Krasnoyarsk 
Magadan 

Perm 
Pr~morsky 

Rostov 
Sakhalin 

Sverdlovsk s 
Tula 

Yakutia 

% of oblast soclal and cutture expenditures 



Annex H 

COMMENTS AND OBSERVAT~ONS OF MINISTRIES, AGENCIES, AND 
OTHER ~NTERESTED RUSSIAN ORGANIZATIONS ON THE IBRD REPORT 

"RESTRUCTURING THE COAL ~NDUSTRY OF THE RUSSIAN 
FEDERATION" 



LIST OF ORGANIZATIONS 
WHICH SUBMITTED THEIR COMMENTS TO IBRD REPORT 

(August 8, 1 994 edrtron) 

No 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 

12 
13 
14 
15 
16 
17 
18 
19 

20 
2 1 
22 
23 
24 
25 

Name of organrzation 

"RosUgol" state-owned enterprrse 
Analysrs of "RosUgol" comments to  IBRD report 
Federal Bankruptcy Comm~ttee 
" Kuzbass~nvestugol" 
Mrnrstry of Frnance of the Russlan Federatron 
Admrnrstratron of Rostov oblast 
Mrnrstry of Socral Protectron of Russra 
Department of Coal Industry 
Marn Department of Fuel Industry of the Mrnrstry of 
Economy 
NPG Rossrr (Mr Sergeev) 
Russran Commrttee of Independent Coal Industry 
Trade Unron 
GKI of the Russlan Federatron 
"RostovUgol" jornt stock company 
"GukovUgol" jslnt stock company 
Admrnrstrat~on of Tulskaya oblast 
Adminrstratlon of the Komr Republrc 
Mrnrstry of Labor of the Russran Federatron 
Research rnstrtute TSNlElUgol 
Mrnrstry of Industry, Transportation and 
Communrcatrons of the Kom~ Republlc 
Federal Employment Servrce 
The Russran Federation Metallurgy Comm~ttee 
"Severokuzbassugol" joint stock company 
"Kuzbassrazrezugol" concern 
"Rossugleprofsoyuzn Trade Unlon 
"Kuzbass Coal" Round Table 

Number of pages 

13 
10 
2 
10 
2 
4 
5 
6 
4 

2 
2 

2 
4 
1 
3 
1 
3 
2 
5 

5 
2 
1 
2 
7 
4 



14 September 1994 
NO 2-7-34180 1 

A N Shokhln 
Chalrman 
Inter-Agency Comm~ss~on 
on Socro-Econom~c lssues 
In Coal Producing Reglons 

On the Report of the lnternatlonal Bank for Reconstructlon and Development 
(IBRD) "Restructuring the Coal Industry In the Russlan Federation" 

Below please flnd comments on the IBRD Report 

The lnternatlonal Bank for Reconstructlon and Development has made a great effort 
to study the sltuatlon In the Russlan coal Industry and prospects for the sectoral development, 
especrally lssues related to the domestlc coal market, coal transportation and product~on, 
systems of prlclng and subs~d~es, employment and soclal protectlon, lssues of safety 
techniques and labor protectlon, environment protectlon An attempt has been made to reveal 
reglonal pecullarltles In the coal sector 

The Report determines the objectlves of restructuring correctly adjustment to new 
market conditions and establishment of competltlve enterprises 

These objectlves rase no doubts However, projected assessments, lndlvldual 
statements have not been substantiated In a number of cases 

The proposed pace and indiv~dual approaches to Implement restructurlng In the sector 
that do not take account of the present economlc sltuatlon In Russla give way to slgnlflcant 
doubts 

First, the IBRD-proposed pace to restructure such a huge, heterogeneous and 
geographically scattered sector as the coal Industry of Russla IS, has no precedents In the 
world practice 

Moreover, the world experience related to coal Industry enterprlses of the European 
countries that are most close to us In terms of thelr mining and geological condltlons 
(Germany, Great Brltaln, France, etc ) witnesses for the fact that the restructurlng processes 
last dozens of years rather than years, wlth the massive state support Thus, calculated per 
1 ton of black coal, subsldles In 1992-1 993 equaled In England - $ 12 7, Germany - $ 70, 
France - $ 98, Spaln - $ 20 (In Russia In 1993, they were about $ 5 00 and are expected to  
be about $ 9 00  In 1994) 

The process of restructurlng does not radically cut on subsldles but rather provldes for 
a gradual change In thew structure and orlentation For Instance, In England the state subsldles 
to the coal Industry under compensatory contracts with power plants dropped from 1 bllllon 
pounds In 1990 down to 0 5 bllllon In 1993 over the last three years, whlch, to a certaln 
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extent, reflects the slump in coal production and closure of most heavy loss-mak~ng mines 
A t  the same time, In 1992-1 993,640 million pounds were annually allocated for soc~al needs 

The restructur~ng processes are stdl golng on in these countries In December, 1993, 
the European Union (EU) approved national programs for subsidizing the coal industry for the 
existing period of the budget of the European Coal and Steel Committee (ECSC) by extending 
them to  2002 

In addition, one can't but take into constderation the fact that restructuring of the coal 
industry in these countr~es was and is being implemented in conditions of relat~vely stable 
market economies (with inflation rate of 2-4 % per annum, the level of actual unemployment 
of 5-7 %, and GDP growth at least 1 5-4 % a year), not in the economy under crlsls now 
embracing all economic sectors of Russia (the 1994 rate of inflation is expected to be about 
140 % per annum, the level of actual unemployment - 1 1 % and t o  be monthly increased, less 
hidden unemployment, GDP decreased by 17 % during 7 months of 1994) 

Thus, it is with a high degree of truth that one may state that the pace of restructuring 
suggested is neither substantiated, nor realist~c and the attempt t o  implement it may lead to  
unpredictable socio-economic consequences 

The Company "RosUgol" IS of the oplnlon that the process of restructur~ng has not 
only started already but IS gaming the momentum 

The period of 1993-1 994 proved t o  be a turning point in operating conditions of the 
coal sector and In its transition to  market relations 

A new economic mechanism started to  be formed up in the sector based on free prices 
for coal, on a selective approach to  measures of state support to  underground and surface 
mines and changes in ownership, and establishment of new organizational and economic 
structures 

The selective approach t o  allocation of state support funds entalled positive changes 
in the structure of subsidies A share of funds allocated for technological re-tooling and 
development of promising enterprises and also for closure of heavy loss making mines 
augmented from 20 % in 1992 to  30  % (the first half of 19941, a percentage of budget funds 
designed to  be cred~ted to  compensate losses of the industry has decreased from 48 % to 19 
%, for the same period 

The establishment and approval of "Basic Principles for Clearing-Up Books and Closure 
of Heavy Loss Maklng Underground and Surface Mines", allocation of funds for clearing up 
books and closure of mines in the first half of 1994 have allowed to get down to  practical 
restructuring of mines All coal producing enterprises have been reviewed and 37 underground 
mines and 1 surface mine have been proved to  have no prospects, they make heavy losses 
and thus, have t o  be closed as a matter of first priority The work is belng carried out t o  close 
the mine "Khalmer-Yu" In Vorkuta, the Krupskaya mine In JSC "Kizelugol", the mlne 
"Anzherskaya" in JSC "Severokuzbassugol", preparatory and design works are nearing the 
completion to close another 4 mines including the mines "Zapadnaya" and "Tayozhnaya" in 
JSC "Kizelugol", the mine "Khassan" in JSC "Primorskugol" and the mine "Podozernaya" in 
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JSC "Chelyab~nskugol" 

A speclfic work has been lnltlated t o  concentrate the productlon, ensure the growth 
of workload per mine, per coal-face In the flrst half of 1994, the number of low product~v~ty 
coal-faces (wlth load under 200 tlday) decreased by 21 % (50 coal-faces), and the number 
of hlgh productlvlty faces (500 thousand and more tons of coal per annum) has gone up by 
16, of which 4 coal-faces are producing about 1 mln tons annually From 1990, we had no 
coal-faces of thls nature Thelr share wlth dally productlon of 500-1 000 t Increased from 19 
% to  22 %, only from the beglnn~ng of the current year 

For the flrst time over the last 4 years, quallty performance lndlcators of underground 
and surface mlnes showed tendency towards Improvement On average, durlng 8 months of 
1994, the load per coal face Increased by 3 9 %, ash content of the coal produced decreased 
by 0 2 %, a share of the most economical method of open cast coal mining IS growing up 
(+O 5%) 

A planned discharge of labor In the sector IS belng Implemented For the last one and 
half years (1 993 and the flrst half of 1994), an average employment was reduced by 7 2  3 
thousand workers lncludlng 46  8 thousand employees belonging to  the productlon staff The 
employment structure IS belng changed Durlng the same perlod, a share of workers lnvolved 
In coal mining has gone up from 41 % to  46  5 % of the total employment 

Wlth a view to  arranging jobs for those discharged as a result of closures of heavy loss 
maklng mlnes, a comprehensive work almed to  provlde new jobs on lead tlme basrs IS be~ng 
undertaken 29 faclllt~es for manufacturing consumer goods and provlslon of services were 
constructed and comm~ss~oned In 1993, lncludlng enterprises for bulldlng materials, electric 
home appliances, furniture, plast~c Items, agr~cultural commodity processing Thls ensured 2 5 
thousand jobs In 1993 Another almost 5 thousand jobs are planned to  be created In 1994 

The houslng construction was expanded to  re-settle veteran mlners from Northern 
reglons In 1994, authorlzatlons have been glven t o  move to  more than one thousand 
apartments In Kovrov, Bryansk, Kaluga, Stariy Oskol and other cltles of the Central Russla 

Soclal facllltles started to  pass Into munlclpal ownership In 1993 and the flrst half of 
1994, 2 5 mlllron m 2  of houslng (6 1 % of the total number available In the sector) and 237 
soclal faclllt~es (1 2 %) have been dlvested t o  local authorltles Improvements In sectoral 
management structure are belng made aiming t o  strengthen regronal jolnt stock companies, 

create and develop market Infrastructures 

According to  "RosUgol" the restructuring process In the sector started by the 
Company must advance as qulck as posslble with due regard for soclo-economlc sltuatlon 
whlch IS actually being created in Russla 

Secondly, approaches to  restructurlng proposed by IBRD are based on conclus~ons 
whlch are qulte loose In lnterpret~ng economic, flnancral and lnstitutronal systems established 
In the Russlan coal Industry 

Remarks regarding lndlvidual conc~us~ons in the Report are glven In the Attachment 
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Remarks of principal nature are as follows 

IBRD recommends to discontinue, beginning from 1995, to subsidize losses caused by 
industrial operations and investments paying no heed to conditions the mine stock is in (over 
213 of mines have been operating for a long period of time without reconstruction), significant 
differences in mining and geological conditions and specific features of coal basins, which 
determine sharp fluctuations in production costs for the same types of coals 

To dlscontinue subsldres for losses, already from 1995, would require at least 3-fold 
price Increases a t  the time when the average level of prices for coal products (Rb24,OOO In 
July 1994 and Rb29,000 In Quarter IV, 1994) including a transportation component (with the 
average transportation distance of 1270 km - Rb23,700 and from October 1 - Rb31,400) is 
already reaching the world level Any further increase IS impossible since, given the ongoing 
steady level of arrears in Quarters II and 111 (30 % of the monthly volume of sales), operations 
of the coal enterprises would be paralyzed due to non-ava~lability of working funds, the 
enterprises would be forced to stop their operations that would result in the loss of 70 mln 
tons of coal already in Quarters 1-11, 1995 (1 e in winter time) 

To dlscontinue investments, already from 1995, implies self-financing by enterprises 
this period in order to renew their fixed assets which, due to impossibility for further growth 
prices for coal products and non-payments on the part of customers, would make it 

impossible for promising enterprises to undertake any technological re-tooling and 
reconstruction And in 1995 itself, this would lead to the reduction of sectoral capacity by 23 
mln tons and loss of at least 18 mln tons of production at highly efficient enterprises 

IBRD is also proposing to discontinue state subs~dies for payments under the Tariff 
Agreement disregarding the fact that payments under this Agreement are of compensatory 
nature determined by the rate of inflation Should the latter be decreased, it is but obvious 
that the provision of the above funds would be also reduced The payments under the Tariff 
agreement may be shown as enterprise expenditures, however, this would lead to a single, 
at least 1 5 time increase in prices for coal and, given the arrears, the enterprises would be 
in no position to pay wages that may result in social tension and labor disputes 

Thus, in the course of the next few years, it will be necessary to change the structure 
of state subsidies gradually aiming towards reduction of subs~dies which offset enterprise 
losses, rise In funds designed for mine closures and for ~nvestments in highly efficient 
enterprises 

The actual implementation of restructuring measures developed by RosUgol would 
allow to annually reduce the total budget allocations for the coal sector by approximately 15 
% of the basic period amounts in existing prices and establish appropriate ceilings To link 
reduction in subsidies with GDP as proposed by the Bank would disregard a declining 
tendency of GDP and this may lead to increasingly declining subsidles 

IBRD proposals for the Ministry of Finance of Russ~a to pay subsidies directly to coal 
companies and local authorities are being already implemented through the Treasury 
Department of the Ministry of Finance of Russia 
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The sharp cut on coal consurnptlon In Russla durlng 1995-1 997, as projected by IBRD, 
should be questioned The Sectlon "Demand for Coal" (p 23) suggests that the coal 
consurnptlon would drop faster than the general consurnptlon of energy resources due to  the 
expansron of gas, power and heat energy nrches In the market It 1s projected that the coal 
consurnptlon In 1995 would be about 60  % of the 1990 level or 21 8-220 rnln tons (in 1990 
the consurnptlon of coal produced by RosUgol enterprises comprrsed 364 rnln tons) and In 
1997 - 21 7 rnln tons 

However, for the last three years, consumptlon of coal products decreased by 24  % 
or 8 % per annum on average, In 1994, dellverles are expected to  be at the level of 250-255 
rnln tons, I e lower than In 1993 (dellverles - 267 mln tons) also by 8-9% It should be 
noted that due to  such dellverles and shortage of coal resources In the Far Eastern and some 
other reglons, restrlctlons on consumption of heat and power have been Introduced 

Therefore, volumes of sales In 1995-1 997 lndlcated rn the IBRD Report do not agree 
wlth the real demand for coal whlch, according to  calculations, 1s expected t o  be at the level 
of 257-258 rnln tons In 1995 whlch corresponds to  the productlon of 274 rnln tons 

In estlmatlng the demand, no full account 1s taken of the geography of coal baslns (55 
admlnlstrative entltres have no coal deposlts and consume 100 % of the coal transported to 
thew regrons), opportunltles to replace coal wlth other types of fuel and the fact that over 5 0  
% of coal resources are consumed for heatlng purposes slnce the heatlng season In Russla 
lasts 7 months a year, on average In view of this, the coal transportatlon for distances 1000 
km - 3000 km to  ellmlnate the shortage of fuel 1s lnevltable In the nearest future (till 2000) 
Now, transportatlon for distances In excess of 1000 km account for about 30  % of the total 
coal dellverles, and In excess of 2000 km - for 12 % - 13 % To discontinue these dellverles 
only because of high transportat~on costs may result In the coal shortage In some reglons of 
Russla 

Therefore, to  create normal conditrons for provlslon of short-supplled reglons wlth long- 
dlstance coals would require lntroductlon of different tarlffs for coal transportatlon, wlth ~ t s  
share In the coal price not to exceed 35-50 % at the place of consumptlon 

One cannot agree wl th IBRD assessments of demand and productlon of coal by 
lndlv~dual baslns, Kuzbass and Pechora baslns, In the flrst place 

In the most promlslng Kuznetsk basln whlch features hlgh quallty coal deposlts 
favorable for the development, IBRD forecasts the productlon (p 43) of 56  5 mln tons under 
"low" scenario and 53 rnln tons under "hlgh" tarlff scenarlo In 1997 against the actual 
productlon of 101 8 rnln tons In 1993 

At  present of 95 rnln tons of Kuznetsk resources 28 mln tons account for coklng 
coals Of these, 30 rnln tons are regularly used In the Kemerovo oblast lncludlng only 8 
rnln tons of coklng coals Up t o  65 mln tons of coal lncludlng 16 rnln tons of coklng coals 
are transported to  other reglons as far as the Kallnlngrad oblast, the Republlc of Karellya and 
abroad 

The slump In Kuznetsk coal productlon by 40-45 rnln tons would lnevltably lead to  the 
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irreplaceable loss of especlally valuable caklng types of the coklng coal for the domestic 
coklng chemistry, decrease In hard currency receipts, and also narrowing opportun~tles for 
posslble manoeuvre In compensat~ng the depletion of coal resources wlth other deposlts whlch 
IS especlally lmpermrss~ble at the time of revlvlng the Russlan lndustrlal productlon 

In view of the fact that the coal production has reduced In all the baslns lncludlng the 
European part of Russla and the Urals and given the prospects for improving economlc 
relations wlth the Ukralne, Belarus and Transcaucaslan republics where Russlan coal dellverles 
would be Increased and also In the absence of gas resources till 2000, volumes of productlon 
proposed by IBRD, 56 5-63 rnln tons, will not meet the fuel demand In the European part of 
Russla 

According to RosUgol, demand for Kuzbass coals In 1997 will be 98-1 00  rnln tons 

IBRD projects also the decrease In coal productlon In the Pechora basrn (p 26) from 
24 5 In 1993 to 12 1 rnln tons under the "low" tarlff scenarlo and 15 2 rnln tons under 
"high" tarlff scenarlo In 1997 In addltlon, ~t stipulated that the product~on of power statron 
coals would be dlscontrnued rn the basln 

The Pechora basln IS the major suppl~er of coklng and power statlon coals to the 
Northern region, North-Western and Central reglons The consumptlon of power station coals 
In the Northern region IS 1 1-1 2 rnln tons, wlth over 1 rnln tons of these coals brought from 
other regions lncludlng about 0 4 rnln tons of Arctlc coal Any termlnatlon of power statlon 
coal productlon In the basln would result In curtallrng the product~on of lntinsk and 
Vorgashorskaya coals and concurrent dellvery of 10 rnln tons of coal to the Northern region 
from Kuzbass It IS more so, since any Incremental gas consumptlon In the Northern region 
may happen only after 2000 

Therefore, to meet the requirements In fuel In 1997, the Pechora basln would have to 
produce 22-23 rnln tons 

The IBRD Report lacks actual proposals for rmprovement of the system of management 
In the coal ~ndustry Yet, thls problem IS closely associated wlth the recommended 
restructur~ng methods and the cholce of the latter would determine areas for management 
system improvements In our oplnlon, In the transltlon perlod ~t IS necessary, flrst of all, to 
strengthen the mlddle rank management - reglonal jolnt stock companles 

A baslc subject of buslness actrvltles should be jornt stock coal companles (socletles) 
created by transforming producing assoclatlons and consolldatlng blocks of shares of the 
enterprises whlch were part of voluntary associations In the past The coal companles should 
embrace productlon, preparation and sales of coal In conjunction wlth the enterprises of 
market Infrastructure (investment, Insurance companles, commercial banks, etc 1, they should 
accumulate financial resources, staff, technical and materlal support requlred for Investment 
and operate on the bass of long-term contracts wlth customers Operatrons of the jornt stock 
companles whlch are part of these entltles (underground and surface mines, etc ) should be 
prlmarlly focussed on Issues of productlon and operation The coal companles set up by 
consolidating the blocks of shares of Independent stock companres should be transformed so 
that they have a controlling Interest In the enterprrses whlch become thew part 
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Operating under the Ministry of Fuel and Energy, the Company "RosUgol" ensures 
resolution of practical tasks related to sectoral restructuring, clearing up enterprise books and 
closure of inefficient facilities, maintaining the required level of industrial safety measures and 
social conditions for miners by strictly combining functions of running these processes and 
allocating funds aimed at restructuring That this approach is correct has been proved by the 
experience across the world Great Britain ("British Coaln), Germany (Ruhr Kohle), France 
(Charbonnage de France) and others 

In the transition period, market structures in the center and regions should be 
established according to a functional principle (investment and insurance companies, pension 
funds, consulting and engineering firms, transportation, trading and service companies), they 
should be also developed and strengthened by gradual acquiring certain responsibilities and 
specialists from RosUgol and the staff of regional joint stock companies In the time of their 
strengthening, the activities of these companies would be coordinated by RosUgol under the 
general sectoral development strategy 

The IBRD Report st~pulates sharp reduct~on In the number of enterpr~ses and 
employment In the coal Industry during 1992-1 997 - by 155 coal enterprises and 475 6 
thousand employees (Option I) and under Option II, the reduction of enterprises by 135 (2- 
fold) and employment by 424 6 thousand workers (2 3 times) The world practice does not 
know any of this type of reductions in the coal sector, both in terms of scope, and time of 
implementation 

In particular, the Kuzbass basin is expected to reduce the number of enterprises from 
91 to 33-40, I e 2 3-2 8 times and employment in the basin from 296 3 thousand people 
down to 72-83 thousand or 3 6-4 1 times In the Pechora basin, it is expected that the 
number of coal producing enterprises would be reduced from 18 to 5-7 or 2 6-3 6 times and 
the employment from 70 4 thousand people down to 21-32 thousand, i,e, 2 2-3 4 times 
(p 34) 

The Report does not take account of economic consequences that may happen not 
only from the closure of mines and subsequent necessity to find jobs for this mass of people 
which neither the U S A , nor Europe had ever faced and where the labor force are relatively 
mobile, but even from the complete termination of state budget subsidies, bankruptcies 
occurring everywhere and natural inflation of prices for coal products and in the national 
economy, as a whole 

The massive social payments (allowances, etc ) to released sectoral workers proposed 
by IBRD disregard the mentality of the Russian miner created over dozens of years, on the one 
hand, he is proud of his work, on the other - he does not want to change his way of living this 
sharply 

One can't agree that "the primary focus in the program for employment reduction 
should be the decrease in general volumes of employment with no significant geographical 
discrimination (p 141, where only after the discharge of 25-30 % of staff in this or that basin, 
specific features of a region should be considered Our basins are of local nature and to move 
to another basin, in conditions of the acute shortage of housing or employment problems in 
other sectors at the time when people are being sacked all around, is just a pure theory 
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playing incompatible with the reality of our life 

The IBRD Report suggests that all employees of pension age should be discharged from 
the coal industry (p 14) RosUgol believes that any massive outflow of workers aged 45-50 
from the production sphere would lead to  irreplaceable distortion in the personnel structure 
of enterprises, "promising" enterprises in the first place, which IS impermissible Workers 
should be released depending on prospects of an enterprise 

According to  RosUgol, if one takes Into consideration the coal demand, reconstruction 
and modern~zatlon of promlslng underground and surface mlnes and resolution of soclal Issues, 
it IS possible to  close up to  100 coal enterprises by 2000 and reduce the total employment 
down to  254 thousand people 

The counter data shown in the IBRD Report (p 19) may, after their range and 
meanlngs have been adjusted, serve as reference points in draw~ng up a long-term agreement 
between the Government of Russia and the Company "RosUgol" where financial and legal 
obligat~ons of the Government with respect to  resolution of basic tasks faced by the coal 
industry on the one part, and RosUgol obligations to  provide the national economy with coal 
products and rationalize the consumptlon of state support funds set out In the agreement, on 
the other part, would be reflected In our opinion, this agreement will become the basis for 
restructuring the coal industry in Russia 

Encl on 6 pages 

V Ye Zaidenvarg 
Flrst Deputy General D~rector 
Company "RosUgol" 
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Attachment 

Comments 
by Secttons of the Report of 

the lnternatlonal Bank for Reconstruct~on and Development 
(IBRD) "On Restructur~ng the Coal Industry 

In the Russlan Federat~on" 

1 Price Liberalization, Subsidies and Wages 

1 1 The Report does not take account of peculiarities of the coal basins, of the stock of 
mines that determine sharp fluctuations in production costs of coals belonging to the same 
type, therefore, a number of basic conclusions and proposals on pricing policies and subsidies 
are wrong 

Thus, on p 9, para 4, an unsubstantiated conclusion is made that as if arbitrary, half 
of the subsidies in 1993 were used to support price levels and investments and such 
allocation leads to unjustified physical costs and operating expenses to produce the 
unmarketable coal 

A conclusion on p 12, para 1 is rather questionable if prices for products could 
correspond to competing market elements, about 213 of the total sectoral capacity would 
become profitable already in medium term The practice shows that with introduction of free 
prices, 4 out of 9 profitable enterprises had excise duties imposed At present, profits of these 
enterprises are sufficient only to cover their own needs and these profits keep on declining 
due to inflationary processes 

The statement in the Report that subsidy amounts allocated to the sector could be 
decreased by 50 % and more (p 20, para 2) has no connection with the rise in coal price, 
sharp increase in the rate of inflation, slump in coal production and adverse consequences for 
the national economy as a whole The same page, last para, gives an ungrounded concluston 
that such measures (it is unclear which measures) would release funds allocated for an 
unprofitable portion of the coal producing industry and allow for the most active group of coal 
producing companies to survive And this is when all the funds have been already reduced by 
50% or what 7 

Absolutely wrong is the conclusion that the enterprises lack incentives to increase 
prices for products according to their s~tuation in the market (Section "Subsidies", para 4) 
because they would be provided w ~ t h  corresponding subsidies It should be noted that in 
Quarter 111, 1994, subsidies to cover losses decreased almost three times as compared with 
Quarter 1, 1994, and the coal enterprises were forced to raise prices, however, the level of 
raising proved to be insufficient and the enterprises were short of receiving over Rb 450 
billion from their customers Also wrong IS the argument linking subsidies with the timely 
payment of wages, since subsidies are strictly earmarked (a portion of wage funds is to be 
received from the customer, the remainder - through the state support to offset the increase 
in consumer prices) 

It is stated on pages 74, 76, that the coal prices are set by RosUgol It should be 
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pointed out that RosUgol sets only the size of subsidies while the level of selling prices is set 
by the associations independently, with substdies set not to  protect the most feeble, but to  
offset uncovered production costs emerging due to worse mining and geological cond~tions, 
hlgh depreciation of fixed assets, while selling prices for the same types of coal In all groups 
of coal producing enterprises remain equal 

The proposal for complete elimination of subsidies (p 88) after 1994 aimed to offset 
operating losses and investment would lead, without restructuring of the sector, to the sharp 
inflation of prices for coal, growth of arrears and forced shut-down of underground and 
surface mines as well as to the loss of 150 mln tons of coal 

The wage subsidies are allocated only to set off consumer price increases and may not 
depend on the share of employment in the total labor strength as envisaged in the Report 

1 2 Recommendations to concentrate powers to manage the subsidy fund within the Inter- 
Agency Coal Commission in one case and within the Ministry of Finance in another IS the 
example of superficial knowledge of specifics in the coal industry of Russia, an attempt to 
destroy the vertical structure of management in the sector including RosUgol However, for 
this purpose, any body would require a sufficiently large group of highly qualified coal 
specialists, if the definition of required subsidy amounts IS to be approached from the State 
perspective, of course 

1 3 The Report ignores the world experience in respect of the fact that many countries 
subsidize their coal industries on continuous basis Yet, we are offered to discontinue the 
state support to the sector within two years This idea can be traced in many sections of the 
Report They would persistently talk about the foreign experience in radical cutting on the coal 
production and keep continued silence about the experience in state support 

Should we implement these recommendations, we will have the following as the 
outcome 

mass unemployment with all the ensuing consequences, 
- a loss of production and staff capacities which would be difficult to restore and 

which would obviously be required at the time of reviving the national 
economy, 

- economic dependency on foreign countries, planned by ourselves, in the area 
of coal products due to the necessity to export them, 

- continued irregular deliveries of coal products to the population 

1 4 The proposed decentralized conclusion of tariff agreements would slow the competition 
between indiv~dual companies rather than enhance it For instance, having lower production 
costs, JSC "Kuzbassrazrezugol" would raise its level of wages without changing the price 
(since the latter is dictated by mines) and this would be detrimental for the development and 
maintenance of its facilities 

Besides, the establishment of different remuneration bases would entail still higher 
social tension among the staff, espec~ally if they belong to coal enterprises located close to 
each other 
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1 5 Budget subsidies to implement the sectoral tariff agreement of miners are not wages 
but only sources to cover expenditures of the enterprises Under conditions of arrears which 
emerge everywhere after the production has been shipped, the subsidies under the tariff 
agreement serve only as the guarantee to receive a partial wage since these funds are to be 
disbursed on earmarked bass 

Actually, this type of subsidy may be replaced w ~ t h  guarantees to reserve a portion of 
received funds for the products sold, up to 40%-50%' to pay wages 

A size of subsidies for these purposes IS allocated in proportion to the coal production, 
I e it is strictly tred up to the enterprise performance 

1 6 The World Bank states (p 9) that subsidies under the tariff agreement do not reach 
their objectrves which are to protect people from hardships of the transition period and that 
they are used to protect production And this is supported by the example that subsidies per 
person are Rb 227 thousand while the wage is Rb 145 thousand and wage arrears comprise 
3-6 months 

This example ev~dences to which extent the financial subsidies of the Russian 
Government are target oriented 

1 7 The Tariff Agreement exists not only in the coal Industry of Russia but also in other 
coal producing countr~es In Germany, for instance, it is more capacious and comprehensive, 
France features the status of a miner, etc 

One should not state that the increase in miners' wages is basically linked to the Tariff 
Agreement since it primarily contains Indexation of wages caused by the rise in consumer 
prices (p 8, p 56) The Tariff Agreement is not a system of subsidies ("for workers' wages", 
p 83) but only the source to cover expenditures incurred to implement the Tariff Agreement 

Wages are paid from funds received from the sales of products and a portion of wages 
is paid under the Tariff Agreement, with the size of these funds tied up in direct proportion 
to the coal output 

1 8 Actually, page 7 contains ungrounded statement that "tariff agreements are qurte 
efficient in opposing the attempts of local coal producing companies to implement key 
management functions" The establishment of own selling prices, wage levels to own 
workers, the system of additional benefits, the r~ght to transform individual enterprises into 
~ndependent operating units or close mines are implred here Apart from obv~ous jugglrng with 
substance of the matter, an attempt can be traced to remove the trade unions from the 
"game" 

2 Transport Tar~ffs and Coal Market 

2 2 In reviewing individual basins, one cannot agree with the conclusrons made in the 
World Bank Report wrth respect to production and, consequently, demand for coal 

The Pechora Basin (p 36 Section "Parameters of Coal Basins") 
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The Report concludes that under the "low" tariff scenario, the coal productlon In the 
basin would decrease from 24 5 rnln tons in 1993 to 12 1 rnln tons In 1997 and under the 
"hlgh" tariff scenario the productlon would go down to 15 2 rnln tons It IS also projected 
that the basln would termmate production of power station coals 

One cannot agree wlth thls approach Belng a major supplier of cok~ng and power 
station coals for the Northern reglons, the Pechora basin supplles about 2 rnln tons of coklng 
coals and 5 rnln tons of power station coals to the North-Western, Central regions and 
abroad 

The consumption of power station coals In the Northern reglon totals 1 1-1 2 rnln tons 
with over 1 rnln tons of these coals brought from other regions including about 0 4 rnln tons 
from the Arctic 

Therefore, one cannot agree wlth the concius~ons that the productlon of power statlon 
coals in the basin would be d~scontinued, thls would require to terminate the productlon of 
lntinsk coal and cut on the productlon in the Vorgashorskaya mine, brlnging concurrently to 
the Northern reglon up to 10 rnln tons of coal from Kuzbass This IS even more so since the 
gas consumption can be increased In the Northern region only after 2000 

Therefore, most realistic is the productlon of 22-23 rnln tons In the Pechora basin In 
1997 

The Moscow Basln (p 38, the same Section) 
The Bank's calculations st~pulate to malntaln productlon In the amount of 5 3 rnln tons 

In the basln under the "low" tarlff scenarlo and raise the productlon up to 8 9 rnln tons under 
the "hlgh" scenario agalnst the actual production in 1993 comprlslng 7 5 rnln tons 

Moscow basin coal IS consumed only In the Central region where about 9-1 0 rnln tons 
of coal from other regions are delivered The productlon of thls coal is associated wlth hlgh 
costs, the coal IS "dlrty" In environmental terms 

Given this, it IS posslble that the Moscow basln coal productlon would be lowered to 
4 5 rnln tons in 1997 with its resources to be replaced with gas or, In the extreme case, with 
other coals 

The Donetsk Basln (p 40 Same Section) 
The Bank's Report stipulates productlon of 19 min tons of coal under the "lown 

scenario and 20 8 rnln tons under the "high" tarlff scenarlo in 1997 while In 1993, the 
productlon was 24 4 rnln tons One could agree wlth these levels of productlon since the 
Donetsk coal features stable sales wh~ch could be Increased ~f economlc relations wlth the 
Ukralne and former Transcaucaslan republics have been restored, however, due to hlgh costs, 
in all Ilkellhood the production In 1997 would be 1 6-1 8 rnln tons 

The Ural coals (p 42) 
The Bank's paper forecasts that the 1997 productlon would be In the order of 10 9 

rnln tons under the "low" scenarlo and 15 7 rnln tons under the "high" scenario, wlth the 
productlon of 20 rnln tons in 1993 
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In our oplnlon, ~t 1s lmposslble to reduce the productlon of the Ural coals below 17 rnln 
tons slnce the Urals are expected to reduce the consumption of Eklbastuz coals 

The Kuznetsk Basrn (p 43) 
The most promlslng basln of hlgh quallty coals The World Bank forecasts the 

productlon of 56 5 rnln tons of Kuznetsk coals In 1997 under the "low" tarlff scenarlo and 
63 rnln tons under the "hlgh" tarlff scenarlo agarnst the actual productlon of 101 8 rnln tons 
In 1993 

Presently, of 95 rnln tons of Kuznetsk coal resources, 30 rnln tons are steadlly 
consumed In the Kemerovo oblast and over 30 rnln tons are consumed In other regions of the 
West-Slberlan regron, about 35 rnln tons are delivered to other regions as far as the 
Kallnlngrad oblast and the Republlc of Karellya and abroad 

In view of the reduction In coal productlon In all the baslns of the European part of 
Russ~a and In the Urals and prospects for lmprovlng economlc relatlons wlth the Ukraine, 
Belarus and the Transcaucaslan republlcs where dellverles of the Russlan coal would be rased, 
the levels of productlon proposed by the World Bank, 56-5-63 rnln tons, would not be 
sufflclent for the dellverres to the European part of Russra and beyond 

The most optlmum productlon of coal In the Kuzbass In 1997 IS 98-1 00 rnln tons 

The Kansk-Achrnsk Basln (p 46) 
The World Bank experts Included Khakasslya, Tuva coals and the mine "Kotuj" In the 

Kansk-Achrnsk basln, In addltlon to Kansk-Achlnsk coals 

According to Bank's calculat~ons, rt 1s planned to decrease the productlon of these 
coals down to 39 6-50 rnln tons In 1997 as opposed to 57 8 rnln tons In 1993 

The slgnlflcance of these coals would grow up after the new unlt at the Kharanorsk 
Power Plant 1s commrss~oned In Quarter I of 1995 to consume about 0 5 rnln tons of 
Kharanorsk coal The dellver~es of thls coal to the Far East would be lowered by the same 
amount whlch may be partlally offset by coals from the Krasnoyarsk kral 

In addltlon, ~f the economrc relatlons wlth former Central Asla republlcs of FSU whlch 
annually received from 2 to 4 rnln tons of the Kansk-Ach~nsk coals are revlved some of these 
coals would be suppl~ed outs~de Russra 

The Kansk-Achlnsk coals may be also used In the future to partlally replace the 
Ekrbastuz coals 

Gwen the above factors, the product~on of Kansk-Ach~nsk Khakasslya and Tuva coals 
should be at  the level of at least 50 rnln tons In 1997 

The East Slberlan Bas~n (p 48) 
Thls basln needs clarrf~cat~ons as regards the structure of producrng enterprises and 

the level of product~on The East-Slberlan deposlts Include Tugnulsskoye and 
Guss~noozerskoye deposlts In the Chrta oblast (composed of 1 underground mine and 2 
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surface mlnes), Cheremkhovskoje, Azejsskoje and Mougounskoje deposlts In the lrkutsk oblast 
(composed of 5 surface mines), Chltlnskoye deposlt composed of 4 enterprlses (1 
underground mlne and 4 surface mlnes), I e totally - 2 underground mlnes and 11 surface 
mines w ~ t h  the annual product~on of 32 5 rnln tons In 1993 

The World Bank materials Include 18 mlnes In thls basln, wlth thew annual productlon 
of 24 4 rnln tons In 1993 

Clar~flcatlons are requlred both In terms of productlon and composltlon of enterprlses 

The Far East Bas~n (p 50) 
The Far East basln Includes deposlts whlch are parts of the JSC "Pnmorskugol", 

"Dalvostugol" and "Sakhallnugol" whose enterprlses produced totally 23 1 rnln tons of coal 
In 1993 

The World Bank calculat~ons predlct that In 1997 the Far East Basln would produce 
13 2 rnln tons under the "lown tarlff scenarlo and 19 rnln tons under the "hlgh" tarlff 
scenarlo 

The Far East reglon whlch ~ncludes the Prlmorsk and Khabarovsk krals, the Amursk and 
Sakhalln oblasts where the deposlts of the Far East basln are located, IS the most short- 
supplled reglon of Russla, In terms of coal 

To lower the fuel shortage In 1997, the deposits of the Far East basln should be 
developed and ensure productlon of at least 26-27 rnln tons 

The North-Eastern Basln (p 52) 
Th~s basin, according to the materials of the World Bank, Includes enterprlses, of 

"Arkt~kugol", "Severovostokugol" and "Yakutskugol" whlch produced totally 15 9 rnln tons 
of coal In 1993 

The World Bank calculat~ons suggest that the North-Eastern coals would be reduced 
In productlon down to 14-1 4 6 rnln tons In 1997 

The coal from Arkt~kugol enterprlses (productlon was 0 5 rnln tons In 1993) is 
transported from the ports of Murmansk and Arkhangelsk (up to 0 4 rnln tons) for the 
dlstance whlch does not exceed 200 km, I e only for customers of the Northern regions of 
the European Russla Therefore, ~t would be more appropriate, from the vlewpolnt of coal 
markets, to revlew thls deposlt In conjunction wlth the Pechora basln 

Of the Yakutsk coals (productlon of I 2  5 rnln tons In 19931, only the Nerungrl coal 
In the amount of 4 2 rnln tons IS transported by rallway to supply oblasts and krals of the 
Far East reglon and 3 2-3 4 rnln tons are exported vla ports of the Primorsk kral 

Coals from "Severovostokugol" (tn 1993 - 3 mln tons) are transported only by water 
to supply Northern reglons of the Far East 

Hence, of 15 9 rnln tons produced in thls basln In 1993, only 7 5 rnln tons are 
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transported by rallway (50%) and the remainder IS either transported by water or consumed 
locally 

Due to economic cons~derat~ons, the productlon of these coals should be marntalned 
at least at the level of 15 mln tons in 1997, since should r t  be lower, t h~s  would require 
additional and costly transportation of coal to the North of the Far East regron from Siberia 

3 Employment 

3 1 It IS expected that in 1992-1 997 the number of enterprlses in Kuzbass would be 
reduced from 91 to 33-40, r e 2 3-2 8 tlmes and their labor force from 296 3 thousand to 
72-83 thousand employees, or 3 6-4 1 times In the Pechora basrn, the number of coal 
producing enterprrses IS expected to be reduced from 18 to 5-7 mines or 2 6-3 6 trmes and 
thelr employment from 70 4 thousand to 21-32 thousand workers, I e 2 2-3 4 tlmes(p 34) 

It IS unrealistic to reduce so many enterprrses and employees for the remaining perrod 
of trme Only In Kuzbass, ~t would be necessary to dlscharge 22 thousand workers for the 
remaining 3 years The world practlce never faced this 

It IS stipulated to reduce the coal industry by 155 coal producing enterprlses durlng 
1992-1997, I e 2 3 tlmes, and the employment by 475 6 thousand people or 2 7 tlmes 
(Option I), under Option 11, 135 enterprrses are to be reduced (2 tlmes) and 424 6 thousand 
workers laid-off (2 3 times) Thls challenge cannot be met In Russia due to a number of 
reasons (meeting the demand for coal, job placement and non-availab~lity of required funds) 

The world practlce does not know any of such reductrons In the coal industry, both In 
terms of scope and the time required for thelr implementation 

3 2 The massive outflow of workers aged over 50 and, moreover, at 45-50 years of age 
from the productlon operations would lead to the drstortlon of the structure of enterprises, of 
"prom~sing" enterprises, in the flrst place The dlscharge should be spec~fically regulated 
within each group "promising" enterprises, "stable" enterprises, "enterprlses with no 
prospects" 

The Report gives a controvers~al conclusion that profitable enterprises are gradually 
improving the situation related to envrronment protection (p 75, para 9) Prev~ously, the 
Report noted the profitable operations of the surface mine "Borodinskij", JSC 
"Kuzbassrazrezugol" and JSC of the mine "Raspadskaya" The analysis of indicators which 
characterize thew envrronmental actions shows, with due regard for projections and actions 
developed by enterprlses, that there IS no orlentation towards environment improvements 
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Analysis of "RosUgol" comments to 
the World Bank Report, submitted as the Annex 

to "RosUgol" letter of September 14, 1994 No 2-7-341801 
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" RosUgol" comments 

Page 9, para 4 of the Report 
contains a groundless conclusion to 
the effect that In 1993 half of the 
subsidies was unintentionally 
channelled for the purpose of 
support of price levels and 
investments, as well as that such 
allocation of funds leads to 
unreasonable spending on materials 
and marntenance expenses for the 
extraction of coal, for which there IS 

no demand 

2 Quite disputable IS the conclusron 
on page 12, para 1, that if the prices 
of products are competitive, 
approximately two thirds of total 
industry's capacities will become 
profitable even in mrd-term 
Experience shows that after prices 
are liberalized, excise taxes are 
imposed on 4 out of 9 enterprises, 
generating proflts Currently these 
enterprises generate profits, 
sufficient only to cover their own 
needs, while inflation tends to 
further erode their profits 

Comments of the Working Group 

The case, descr~bed by IBRD, IS true for 
1994, for example for the relat~ons between 
"Zapsibcombinat" jolnt stock company and 
coal-mlning enterprises of Kuzbass reglon, 
where loss-making mines In Prokopjevsk 
compete wlth open pits of Mezhdurechensk, 
although the latter have reserve capacitres 

Neither the IBRD conclusion, nor the 
"RosUgol" comments are confirmed by 
calculations 
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3 The statement of the report to the 
effect that subsidles to the Industry 
can be reduced by 50 or more per 
cent (page 20, para 2) does not take 
lnto account the prrce rrse of coal as 
the result of inflatron, drop of 
production volumes and negative 
trends ~n overall economic 
development in the country 

4 Same page, last para, contarns a 
groundless conclusron that such 
measures ( ~ t  IS not clear, what 
measures the authors are referring 
to) wrll free funds from an 
unprofitable part of coal industry, 
whlch would make the most active 
coal companies viable Do authors 
take into account the fact that total 
funds have already been cut by 50 
per cent? 

5 The conclusron that enterpr~ses 
are not encouraged to raise coal 
prlces taking Into account market 
conditions (Sectlon "Subsrdies", para 
4) as the result of gettlng subsldres 
as absolutely wrong 

- 

The IBRD estlmatrons of budget funds 
savings are 50 per cent of 1994 level, but 
these conclusrons are not confirmed by 
calculations "RosUgolw company's 
estlmatrons are at the zero level These are 
two extrem~tres, which are not based on 
calculations (these calculat~ons mlght have 
been made, but they are nelther shown, nor 
discussed) 

The comments refer to the above-mentioned 
measures If "RosUgoln does not understand 
the essence of these measures, than 
arguments agarnst calculated frgures are 
worthless 

IBRD IS correct, whrle "RosUgol" refers to 
IBRD conclus~ons, whlch can not be found ~n 
the report IBRD claims that Sales prrce IS 

lower than Cost of production, for Sales 
price equals Cost of production mrnus 
Su bsldies 
Cutting subsrdles will make loss-makrng 
enterprrses to rarse therr sales prlce, not to 
reduce the cost And that IS the major defect 
of the subsrdies scheme 

A 
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6 It IS Important to mentlon that in 
the th~rd quarter of 1994 the 
subs~d~es t o  cover losses have been 
reduced by the factor of 3 as 
compared to the first quarter of 
1994, an enterprises in coal Industry 
had to raise their prices, however 
the level of price rises was not 
sufficient, leadlng to the fact that 
shortfall of funds from customers to 
enterprises was in excess of Rb450 
billion The assumptions about 
~nterlinkage between subsldles and 
tlmely payments of wages and 
salaries are not correct either, as the 
subsidles are earmarked to certain 
purposes (funds to pay wages and 
salaries are earned by selling 
production to customers, the 
remaining part comes in form of 
government support for the 
purposes of compensations for 
consumer prices growth) 

"RosUgolw makes a b ~ g  mlstake for a 
proponent of market mechan~sms, saying 
that ~f a loss-mak~ng enterprise IS forced to 
sell its coal at market price, but not at the 
cost of production, the customers "underpay 
the supplier" (Sales price lower than Cost of 
production) 
If the amount of Rb450 billion has nothing to 
do with arrears crisis, than this figure is the 
cost of excess product~on (4501Cost of 
production), for which there IS no market 
demand, as it is properly stated by IBRD 

- 



- 
7 Pages 74, 76 contain the 
assumptions that coal prices are set 
by "RosUgol" company It IS 

important to emphasize that 
"RosUgol" sets the subsidies only, 
while the level of prices is set by 
enterprises themselves, at the same 
time, subsidres are set not to protect 
the weakest enterprises, but to 
compensate for excessive costs of 
production, caused by adverse 
geological cond~tions, high extent of 
depreciation of fixed assets, if the 
prices of similar types of coal of all 
the groups of coal-mining enterprises 
are the same 

It IS evident than by allocating subsrdies to 
cover losses on price drfferences, "RosUgol" 
has levers to influence the market price of 
coal Currently the government does not 
regulate the polrcy of allocation of subsidies 
for coal product~on, such allocation is total 
authority of "RosUgol" In its turn, 
"RosUgol" does not make this policy 
transparent There are some examples, 
evidencing that "RosUgol" tends to support 
"strongn mrnes in Kuzbass regron, adversely 
affecting the status of "weak" mines in 
Vorkuta region, but there are some examples 
evrdencing opposrte practices, I e coking 
coals of "Zapsibmetkombrnatn joint stock 
company 
"RosUgoln is not sincere in its statements 
that the company could separate the 
geological and administrative factors, 
affectrng costs Such a differentiation IS 

possible only if it is qualitative, but not 
quantitative The Ministry of Coal Industry 
used to apply the model of planning the 
number of employees on the basis of factors 
as well as total wages and salaries, with the 
breakdown by elements Today the 
information, required to apply such models 
(financial reporting) IS non-existent 

Y 
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. 
8 The proposal to totally eliminate 
all the subsidies (page 88) to 
compensate for operational losses as 
well as for investment purposes by 
the end of 1994 without 
restructuring of the whole industry, 
if implemented, will bring about 
sharp price rises, higher extent of 
insolvency of enterprises as well as 
forced close down of mines, as well 
as shortfall in production in the 
volume of 150 mn tones of coal 

This argument of "RosUgol" is a graphic 
example of non-market oriented approach, 
based on a number of logical mistakes First, 
only the elimination of subsidies could 
encourage structural adjustments in the 
industry If subsidies are not eliminated, 
structural adjustments will be existent in 
public pronouncements of the heads of the 
industry only Another evidence is the 
experience gamed In the tlmes of planned 
economy 
Second, the term "sharp" prlce rise of coal 
can not be considered to be an element of a 
professional statement The question IS by 
how many per cent the prices will rise, but 
"RosUgol" does not have a professional 
answer to this question Although the danger 
of price rises, which could not be considered 
as a beneficial factor, does exist 
Third, arrears are the case even today, when 
subsidies do exist A reverse situation is also 
possible, when the budget, rel~eved of the 
burden of "coal subsidies" will pay its debts 
to budget-financed customers of coal 
enterprises The shutdown of unprofitable 
mines and open pits because of insufficient 
demand is quite a normal thing for a market 
economy, while closing down profitable 
mines for the same reason is a negative 
factor Currently customers, issuing thew 
orders in "contact" with coal-miners, tend to 
overestimate the demand in the hope, that if 
subsrdies to coal industry are increased, 
consumers will be in a positlon to purchase 
coal at lower prices 
Fourth, shortfall of 150 mn tones IS to be 
considered in the context of budgetary galns 
from the elimination of subsidies for the 
production of the above-mentioned 150 mn 
tones 

b 
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9 Subsldles for wages and salarres 
are pald to compensate the 
consumer prrce growth only and 
they can not be dependent on the 
employment level, as ~t 1s proposed 
~n the report 

10 (1  2) Recommendat~ons to 
concentrate the authority to manage 
the subsldles fund elther ~n the 
Interagency Coal Committee or In 
the Mrnlstry of Flnance show the 
lack of depth ~n the analysls of 
speclflc features lnherent rn the 
Russran coal industry, the drlve to 
destroy the vertlcal structure of 
adm~nlstratlon rn the industry, 
lncludlng "RosUgoll' At the same 
trme ~t 1s important to remember that 
any agency will have to hlre hlghly 
quallfled speclallsts In coal industry, 
~f we are to take a serlous and 
governmental approach to the 
process of settlng subsldres for the 
lndustry 

1 1  (1 3) The report Ignores the 
world practice, showlng that many 
countrles are constantly subsldlzlng 
thelr coal Industry Whlle the authors 
of the report propose totally 
ellmlnate government support to the 
Industry wlthrn the nest two years 
Such a proposal IS contalned ~n 
many sectlons of the report The 
authors emphasize western practices 
of downslzlng therr coal production, 
whlle totally rgnorlng the fact that 
this Industry recelves government 
support In many countries 

Its IS not clear why subsldres for wages and 
salarles payments can not be dependent on 
the number of worklng hours per employee 
and on the number of employees (There 1s 
no reference to the para or sectlon of the 
IBRD Report, contalnlng such 
recommendat~ons) 

The whole statement IS based on the 
assumptlons, whlch have thelr roots deep rn 
the past 

- ~t 1s correct, that when calculatrng 
subsldles for the coal productron 
uslng exlstlng methods ~t 1s necessary 
to consult hlgh qualrfled experts, 
spec~al~zed ~n coal ~ndustry, at the 
same tlme, the IBRD proposal IS to 
ellmrnate such subsldles, thus 
ellmlnatrng the need In such 
spec~al~sts, 
- the caiculatlon of subsrdles for the 
soclal Infrastructure of coal-mln~ng 
does not presuppose the need for 
speclallzatlon In coal mlnlng, 
- the fact that llRosUgol" has the rlght 
to ldentlfy ~ t s  own approach wlth the 
governmental approach 1s hlghly 
disputable 

Thls questlon 1s to be addressed to the IBRD 
durlng the session of the Commlsslon 
Although the report Itself contains the 
answer to thls questlon, I e that coal 
lndustry ~n Russra ~n ~ t s  current shape (as 
well as mllltary-lndustrlal and agro-rndustrral 
complexes) 1s a bottleneck for market 
reforms ~n the economy 
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12 If the recommendat~ons are 
~mplemented, the ult~mate results 
will be as follows 

- mass unemployment, wlth 
all the relevant 
consequences, 
- loss of lndustrlal and labor 
potential, whlch is dlfflcult to 
restore, while ~n case of 
economlc revlval the demand 
for these capacltles will be 
restored as well, 
- self-planned economlc 
dependence on western 
markets, needed for exports 
of coal, 
- constant breakdowns ~n 
supplles of coal to 
households as well as 
~ndustr~al consumers of coal 

The comments makes us thlnk that IS case 
the IBRD concept IS adopted, "RosUgol" will 
make every effort to prove the ~nappllcab~llty 
of thls concept It IS qulte natural that 
current management of "RosUgol" will do ~ t s  
best to ~mplement its own ldeas about the 
pol~cy of restructuring, thus reslstlng 
dlfferent vlews and oplnions (those of IBRD, 
Mlnlstry of Economy, etc 1 
Counterarguments are as follows 

- mass unemployment can be avolded 
~f IBRD funds are used for these 
purposes, 
- ~n new market environment the 
revlval of old energy Intenswe 
economy IS out of the question, whlle 
for the new, energy-efflclent economy 
the maintenance of the exlstlng levels 
of production IS not necessary, 
- ~ndustr~al and labor capacltles of 
lnefflclent enterprlses IS hardly 
valuable for new market cond~t~ons, 
- modern world presupposes some 
extent of Interdependence of dlfferent 
countries, e g currently the Unlted 
States are "dependent" on Imports of 
consumer goods from Chlna, because 
they are cheaper than domestlc 
goods, 
- Imports of coal for Far Eastern 
reglons mlght be much more cost- 
effective, than subs~d~zlng the 
transportat~on of coal, produced In 
the Kuzbass region, 
- Russla was dependent on the 
Imports of Canadlan wheat was the 
result of planned economy and 
subsldlzed agro-lndustrlal complex 
The coal component of economlc 
securlty of Slberla In the foreseeable 
future will not be endangered, the 
only concern IS connected wlth low 
efflclency of coal-mlnlng enterprlses 
In Russla 
- constant breakdowns In the supplles 
of coal to households and lndustrlal 
consumers took place under the 

i 

- 
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If it IS true that "Kuzbassugol" IS currently 
increasing wages and salaries at the expense 
of the development and maintenance of 
production capacities, than its growing 
operational costs, in the context of tough 
competition, will make it much ~nsolvent 
earlier, than the orders, issued by "RosUgol" 

The fact, that workers leave weak 
enterprises and are hired by efficient 
enterprises can be viewed as a natural flow 
of labor in the market 

This allegedly "tough" approach to the 
util~zation of funds only for certaln purposes 
can be argued by the fact that, for instance, 
the Vorkuta reglon claims amounts in the 
repayment of arrears in wages and salaries 
from the budget, while these funds have 
already been received by "Vorkutaugoln 
enterprise 

The essence of the proposed measures IS far 
from clear 

- 
1 3 (1 4) The proposed 
decentralization of the process of 
concluding tariff agreements will not 
bring about tougher competition 
between companies, on the 
contrary, it will impede such 
competition For example, 
" Kuzbassrazrezugoln joint stock 
company, the cost of production of 
which are relatively low, raises 
wages and salaries without changing 
prices (because market prices are 
dictated by coal miners), which 
adversely affects the development 
and maintenance of its capacities 

14 Moreover, differentiation of the 
base for setting wages and salaries 
will result in higher extent of social 
tensions, particularly between cola 
mining associations, located close to 
each other 

15 (1 5) Budget subsidies to 
implement the industry's tariff 
agreement of coal-miners should not 
be considered as method of 
payments to cover labor costs, they 
serve as the source of covering of 
enterprises' expenses Against the 
background of the arrears crises the 
subsidies under the tariff agreement 
serve as the only guarantee that at 
least portion of earned wages and 
salaries will be received, for these 
subsidies are earmarked for the 
above purposes 

16 Such subsidles could be replaced 
by guarantees to retaln 40 to 50 per 
cent of the ~nf low of funds in the 
payment for goods sold for the 
purposes of wages and salaries 
payments 
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17 The amount of subsldles 
allocated for these purposes IS 

determined on a pro rata bass, 
depending on the volume of coal 
productlon, I e ~t IS closely llnked to 
the enterprise's performance 

18 (1  6) The World Bank insists 
(page 9), that subsldles under the 
tar~ff agreement do not brlng about 
the expected results, belng soclal 
protection of population In the 
transformat~on period, and that 
these subsldles are utlllzed for the 
marntenance of exlstlng productlon 
levels Thls assumption IS based on 
the fact that per caplta subsldy IS 

Rubles 227,000, whlle average 
wage 1s Rubles 145,000, wlth 
wages and salaries belng 3 to 6 
months In arrears 
Thls graphic example 1s just another 
evldence of the fact that 
government subsldles are earmarked 
for certa~n purposes only 

19 Wages and salarles are pald out 
of funds, recelved for goods sold, 
whlle a certaln portlon of wages and 
salarles IS pald under the Tarlff 
agreement, while the above 
amounts are closely lnterllnked wlth 
the productlon volumes 

C 

If that 1s the case, than why do employees 
of other enterprises and organlzatlons, not 
lnvolved ~n coal production, under the tarlff 
agreement recelved In the second quarter of 
1994 Rubles 14,335 mn 

It IS not clear, what 1s actually ev~denced by 
such a "graphic examplen 

If that IS the case, than what 1s the 
product~on, for whlch employees of 
TSNlElUGOL research ~nstltute get thelr 
salarles under the tarlff agreement 

- 



20 (1 8) Page 7 contarns an 
absolutely groundless assumption 
that "Tarrff agreements are qurte 
effectrve In putt~ng hurdles on local 
coal mrnlng enterprrses In therr 
attempts to carry out key 
adm~nrstrat~ve functronsn By thrs 
the authors mean the measures to 
set therr own sales prices, level of 
wages and salarres to employees, 
systems of socral benefrts, the rrght 
to operate as an rndependent entrty, 
or to close down some of the mlnes 
These conclusrons are far from 
accurate, moreover, the authors 
make an attempt to exclude trade 
unions from "sett~ng the rules of the 
gamen 

V A Brodsky 
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FEDERAL DEPARTMENT FOR 
INSOLVENCY (BANKRUPTCY) 

State Commlttee of the Russlan Federatlon 
for Management of State Property 

FIRST DEPUTY 
DIRECTOR GENERAL 

To the Chalrman of the 
Interagency Comm~ss~on 
for Soclal and Economlc 

Problems in Coal Min~ng Reglons 
A N Shokhln 

129857 Moscow ul Shcheplona 4 2  
phone 971 91  3 9  
fax 975 45  61 

Re Report by the lnternatronal Bank 
for Reconstruction and Development (IBRD) 
"Restructuring the coal Industry of Russla " 

Dear Alexandr Nlkolaevlch, 

The Federal Department for Insolvency (Bankruptcy) of the State Commlttee of the Russlan 
Federatlon has considered the report on the restructurlng of coal mining ~ndustry In Russla 
submitted by the IBRD and generally agrees with the ftndlngs and proposals of the report In 
matters of advanclng subsldles and lmplementlng Industry restructuring 

1 Thus, llmltatlon of the tlme period of the restructuring to 3 to 5 years suggested 
In the report IS econom~cally advisable, but, glven the current polltlcal and economlc situation 
of Russla, thls deadllne IS unlikely The formulation of restructurlng program for coal Industry 
of the Russlan Federatlon for the lnltlal 1 to 2 years and experience gathered In its 
lmplementatlon make ~t posslble to more precisely determlne the Industry restructurlng pace 
and coal requirements up to the year 2000 The experience gathered In lmplementatlon of that 
program would make ~t posslble to determlne the pace of dlscontlnulng subsldles, thew 
pattern, and orlentatlon elther, as well as vlablllty of advanclng subsldles directly to 
enterprises (coal mlning companles) and to local authorltles 

Besldes, among other baslc measures for restructurlng coal mining Industry of 
Russla suggested In the draft report, the Federal Department observes the following ones 

- To augment Impact of the coal mlnlng companies on coal pricing wlth due 
conslderatlon of coal grades and transportation tarlffs 

-The methodology of subs~dy dlstrlbutlon does not result In reduction of general 
recurrent costs with considerable coal output drop whlch enables some coal mining companles 

- page 26 - 



to artificially keep their coal prices lower than its cost value thus negatively influencing the 
financial situation of the enterprises with low product cost value 

- Railroad tariffs for coal transportation surpassed economic costs (long-term 
ceiling costs) of transportation of this type of product Establishment of an adjustment 
mechanism for determinatron of railroad tarlff for coal transportation 

- Reduction of the subsidres for coal rndustry (in % of GDP) 

- Full-fledged responsibilrty of the coal mining companies for meeting their 
commitments as to paying wageslsalaries wlth no resort to public subsidies Substitution of 
direct negotiations with the employees and making contracts at the enterprise level for the 
nation-wide Tariff agreement 

- Establishment of fully funded federal and regional systems of social protection 
for coal miners and generation of new jobs for them as determined by employment drop and 
shutting-down unpromising and h~ghly unprofitable enterprises of the industry 

A Tal 
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Judgement on the Report of the World Bank and the Russran 
Government on the Restructuring of the Coal industry 
In the Russlan Federation 

The prlnclpal report contalns an assessment of the coal reserves In the terrltory of 
Russla, status of the coal productlon, prospects of the coal markets by regrons and flelds An 
lnternatlonal experience In the structural adjustment of the coal industry IS considered An 
analysls of the component costs of the transportation of coal and transport tarlffs are shown 
Matters connected with soclal protectlon, structure of subsidies and subsldy flnanclng In the 
coal Industry and the sltuatlon with environment protectlon are considered On the bass of 
the analysrs of the status and prospects of the coal market development recommendat~ons 
for the restructurlng of the coal Industry are made 

The report notes that Russla possesses enormous reserves of coal whlch may be 
actually used In the amount of 300 - 400 bllllon tons, I e for more than 1000 years of 
productlon wlth its current rates The hlghest level of the coal productlon was registered in 
Russla In late 1980-s and then ~t started to decrease Accordlng to the estlmates of the World 
Bank whlch took 1992 as a "basen year, the total volume of the coal sales In the country will 
decrease approximately by a thlrd and then In the perlod of 1995 - 2000 will remain at the 
same level for some tlme lndlvldual coal fields will have to compete wlth each other to 
maintam or enlarge thew part of the narrow market - a fleld that will be able to supply coal of 
requlred qual~ty at the lowest prrce that will Include the costs of dellvery will secure contracts 
for the sale of coal In the past Investment In the coal Industry resembled gratls frnanclng but 
In the future the prices for coal should cover costs for servicing prlnclpal amounts of loans and 
thew interests, proflts ( dlvldends and undlstrlbuted profit) and operating costs 

The reduced demand for coal In Russla IS caused by the general reduction of the GNP 
volume, sh~f t  of focus under the condltlons of lnflatlon and economlc lnstablllty to the 
expendltures connected wlth consumption Instead of expend~tures for investment, decllne of 
productlon In the heavy Industry and an Increased portlon of natural gas In the electrlc and 
heat supply systems The control year for the forecast of the coal demand rn the report of the 
World Bank was 1997 as a "typical" year ~n the perlod of 1995 - 2000 Accordlng to the 
estlmates of the World Bank, the demand for coal In 1997 will be 144 9 mllllon tons of coal 
equlvalent, lncludlng coke - 28 8 mllllon tons of coal equlvalent, and will decrease by 34 - 35 
per cent as compared wlth the " basen 1 992 year 

Wlth the declined demand for coal the level of employment In the Industry remained 
the same and the subs~d~es allocated for the coal Industry amount to about 1 2 per cent of 
the gross domestlc product (GDP) that IS the second largest flgure after the agriculture and 
represents a heavy burden for the State budget The amount of subsldles granted to the coal 
industry exceeds the total wages fund In the oplnlon of the World Bank, subsldles protect a 
productlon process rather than dlrectly ~ t s  partlclpants and the methods of subsldy use Impede 
the process of restructurlng In the sector rather than promote ~t 

For example, In 1993 In the coal Industry 35 per cent of subsldles were allocated for 
the payment of salaries, 16 per cent for the provlslon of soclal services and 49 per cent for 
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the covering of production costs and caprtal Investment 

The necessity of restructuring in the coal industry of Russia is prompted, in the view 
of the World Bank, by the following conditrons 

- low demand for coal, 

- hrgh tariffs for the transportation of coal, 

- increased requirements to  the coal quality under the market conditions 

The object of the restructuring process in the coal industry is adaptation to  new market 
relations and creation of a dynamic coal industry which could function with profit, without 
subsidies in the market economy of Russia 

According to  the estimates of the World Bank, the structural adjustment of the coal 
industry in Kuzbass will be accompanied by the reduction of the coal production from 96 2 
million tons of coal equivalent in 1992 to  47  4 - 52 8 million tons of coal equivalent in 1997, 
the number of mines will decrease from 91 t o  33 - 40 and the employment will decline from 
296 3 thousand persons to  71  8 - 82 6 thousand persons 

To prevent serious social upheavals and greater social tension the drastic reduction of 
employment In Kuzbass requires development, in the opinion of the World Bank, of special 
employment programs and establishment of an adequate and entirely f~nanced system of 
social protection for miners and their family members This system of soclal protection should 
Include, besides the maintaining of the present system of soclal payments and unemployment 
benefits, the development of a new, temporary system of special non-recurrent payments t o  
encourage early retirement of workers in the coal industry 

The report of the World Bank contains the following recommendations for the 
restructuring 

In the market economy the prices for coal are set in the course of negotiations among 
independent coal mining companies and their customers New coal mining companies should 
be entirely responsible for the fulf~llment of their obligations connected with the payment of 
salaries rather than rely on the public subsidres for salaries A t  the coal mining enterprises 
with low costs the coal mining companies should reinvest their profits to  increase the 
efficiency of labor, quality of the coal produced and improvement of the environment 
protection measures At  the coal mining enterprises wlth high costs the productlon capacities 
should be reduced t o  the level of efficiency or, as necessary, the productlon process should 
be stopped while ensuring an adequate financing of the environment restoration arrangements 

The government should reduce subsidies for the coal industry at the expense of the 
cancellation of subsidies for the losses caused by the principal activities, make payment of 
subsidies by the Ministry of Finance directly to the coal mining companies and local 
authorities, channel the remaining part of subsidres for the financing of special payments, 
system of social protection and for the closing of mines 
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The World Bank considers the Tariff Agreements as a serious barrier to  the adaptation 
of commercial coal companies to the conditions of free market and recommends the 
Government to  redlrect these funds from the flnanclng of salaries to  the purpose-orlented 
payments for workers who have agreed to  leave the coal industry 

In the opinion of the World Bank, the fundamental problem for each coal mining 
company will be an assumptron of the entire responsibility for the regulation of wages in the 
company which means conducting direct negotiations with its workers on the levels of 
employment and salaries 

In the documents prepared for the report of the World Bank the experience of structural 
adjustment in the coal Industry of the leadlng countr~es In the coal productlon (Great Brltaln, 
Germany, France, Poland and the United States of America) is discussed 

The report notes that in all countries under consideratron restructuring of the coal 
industry has taken or is taking olace, but circumstances were different and different strategies 
were used 

In those countries of Western Europe were hard coal is produced (Great Britain, 
Germany and France) the structural adjustment in the coal industry represented a response 
to  the changing situation on lnternatlonal markets of energy products that was connected with 
the development of atomlc energy, productlon of natural gas and emergence of inexpensive 
imported coal on the market The structural adjustment resulted in the significant reduction 
of unprofitable coal production, substantial reduction of the number of persons employed in 
the coal ~ndustry, as well as the d~versification and development of other sectors of the 
economy In regions In all cases the development of the coal industry was inevrtably carried 
out in the direction of reduction of production scales, increase in labor productivity and 
concentration of production at the enterprises w ~ t h  the best performance flgures 

As the materials of the World Bank show, Germany will maintain its production at 
some minimum level proceeding from the considerations of the fuel supply security no matter 
whether this is economically justified 

France follows the course for the constant elimination of the coal production taking all 
necessary political and social measures Starting from early 1960-s and up t o  the present the 
volume of production has decreased from 50  million tons to  less than 10 mllllon tons During 
the whole period personnel reductions gradually took place (from 320,000 t o  6,000 persons) 
at relatively stable rates amounting approximately to  10  per cent a year on the average In the 
last years expenses for the coal production amount to  approximately 160 dollars per ton that 
is twice as much the cost of imported coal The most important forms of the assistance 
provided by the State are the State support of the sale of coal of a producers that ensures a 
guaranteed volume of supply, direct subsidies for covering operating losses, as well as for 
retraining and employment of coal mlners, creatlon of new jobs, with expenses per person 
being equal t o  the remuneration for two  years 

In Great Britain the state subsidies for the coal industry amounted to  32  billion dollars 
since 1992 In 1991 the coal consumption was 92  mllllon tons of coal equivalent Coal still 
represents a leading element In the energy balance of Great Britain The portion of electric 
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and heat supply enterprises in the total volume of sales is 75 percent A t  the present time 
almost 65 percent of electric power is produced at power stations using coal Power stations 
using gas produced only 1 percent of the total volume of electric power in the country Since 
the early 1960s, coal production has declined from 200 million tons per year to  81 million 
tons a year in 1993 During the same period the number of persons employed in the coal 
industry dropped from 490,000 to  30,000 as of the end of 1993, with the number of workers 
being reduced by 5 percent a year on the average The Government has taken a decision t o  
restructure the process of management in the coal industry in accordance with commercial 
principles, and in December 1993 a draft law was adopted concerning the privatization of the 
British Coal companies, but the privatization mechanism has not been definitely determined 
Yet 

The most significant forms of assistance on the part of the State were guaranteed 
sales of coal and direct subsidies for the British Coal Company t o  cover losses In the period 
from I98011981 t o  1991 11 992 23 5 billion U S dollars have been allocated for these 
purposes Moreover, substantial subsidies have been allocated for the solution of labor 
problems, mainly for the payment of separation allowances to  dismissed miners In the period 
from 198011 981 to  1991 I 1  992 the total amount of subsidies was 3 7 billion U S dollars, or 
20000 U S dollars per one dismissed person In the period from 1985 t o  1992 5 3 billion 
U S dollars have been allocated for the structural adjustment The allowances were offered 
to  miners that on the average were equal to  the yearly remuneration 

In Germany, In spite of a high level of protectionism for the benefit of the producers 
of both power station and coking coal, the coal production IS constantly decreasing In 1973 
coal accounted for 41 per cent of the energy balance of Germany, but in 1991 oil became a 
main source of energy (38 per cent), coal (33 per cent), natural gas (7 per cent) Electric 
energy and heat supply represent the main area of the coal consumption in Germany, which 
absorb 75  per cent of coal produced in the country Electric power statlon using coal are the 
principal producers of electric energy (60 per cent) 

Since early 1960s up to  1993 the output dropped from 140 million tons t o  65 million 
tons a year During the same period the number of persons employed in the industry 
decreased approximately from 400,000 t o  90,000 The reduction of the number of workers 
was gradual and stable and amounted to  approximately 4 per cent a year The number of 
operating enterprises dropped from 139 to  17 Nevertheless, the production costs remained 
the same and amount t o  150 dollars per ton that is three times larger than the value of 
imported coal 

The coal Industry of Germany consists of two  private joint stock companies The coal 
producers enjoy the protection of legislat~on which guarantees certain positions on the market 
and subsidies if a competitive level of prices cannot be ensured Wlth the support of the 
Government two  long-term agreements have been concluded The first agreement provides 
for annual supply of 45 million tons of local coal for electric power stations at prlces ensuring 
the reimbursement of expenses Under the second agreement, all steel plants undertake to  
purchase coking coal only from local sources and the Government should cover the difference 
between the price of the local market and the price of the international market through direct 
payments 
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Under these t w o  agreements the State grants subsldles for the restructurlng of 
productlon at enterprlses t o  Increase thew profltablllty (90 per cent) The rest of the State 
assistance IS connected prlmarlly wl th labor problems (funds are allocated for the payment of 
long-term pensions and bonuses to  miners) Coal mlnlng companies In Germany carry out on 
a permanent basls major Investment programs almed at productlon Improvement (as a rule, 
Investment represents a half of amounts recelved as a part of asslstance rn general) In the 
coal rndustry of Germany, personnel reductions are made for the most part through the 
retlrement of workers, lncludlng early retlrement The RAG assoclatlon whlch IS a prlnclpal 
coal producer increasrngly diversifies ~ t s  activ~ties In such areas as electric energy, chemistry, 
development of technologies, environment protection Today the activities that are not 
directly related t o  the coal productlon account for 40 per cent of the total income and ensure 
jobs for 20 per cent of the total number of workers The reform process 1s quite successful 
In the coal productlon reglons, particularly In the Ruhr region where nowadays advanced and 
multlsectoral economy IS bullt 

In the Unlted States the coal productlon increased from 370 mllllon tons In 1960 t o  
838 mllllon tons In 1993 Durlng the same perlod the productlon of electrlc energy In the 
country has doubled Electrrc energy supply enterprlses are the main consumers of coal In the 
Unlted States They account for 85 per cent of the total volume of consurnptlon In 1991 55 
per cent of the total volume of electrrc energy were produced at power statlons using coal 
After the fluctuatrons of prices that were registered on the world market In 1970s the 
consurnptlon of 011 In the electrlc power supply system drastrcally dropped and today IS only 
4 per cent of the total volume of electrlc energy produced ( as compared wl th 17 per cent In 
1973 ) 

In the perrod from 1973 t o  1991 the portlon of coal In the total energy consurnptlon In the 
Unlted States Increased from 18 t o  23 per cent Although In the Unlted States the coal market 
was steadlly growlng the coal Industry underwent constant structural reforms In the last 
twenty years the coal productlon Increased malnly at the expense of large open cast colllerles 
located In the western part of the Unlted States In the East enterprlses w ~ t h  hrgh costs were 
closed and small-slze enterprlses merged A number of small-slze enterprlses reduced from 
6550 In 1996 t o  2750 In 1992 In the last twenty years productlvlty of labor has doubled 

Proposals and recommendat~ons of the World Bank for the restructurlng of the coal 
Industry in  Russia are of speclflc nature and are justlfled by the analysls of hlstorlc 
development of the coal market and productlon by reglons of Russla, and they have been 
prepared on the bass of thirty years of experience In restructurlng the coal Industry In western 
countries wl th developed market economies whrch lead In the coal productlon However, In 
spite of all depth of the study of the coal Industry development problems and Integrated 
character of the prepared proposals, In our oplnlon, ~t should be noted that some proposals 
are superflclal and do not take Into account a present-dav status of the productlon relations 
In reglons and an lnltlal stage of economlc reforms carrled out In the country, and In some 
cases they are contrary t o  the experience and strategy of restructurlng In the coal Industry of 
countries w ~ t h  developed market economles 

The analysls of proposals of the World Bank shows that the model of the coal Industry 
of the Unlted States has been used as a basls for the restructuring of the coal industry In 
Russla 
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All coal mining enterprises in the United States are pr~vately owned, and the supply of 
energy IS regulated by the market In contrast t o  the countries of Western Europe, the United 
States of America have never faced the problem of noncompet~tiveness of the coal industry 
The reserves of oil in the country are not large and exploration and development of natural gas 
fields have been restrained by the price regulatron After the "oil crisis" in early 1970s the 
strategy of the State in the energy development was oriented t o  the reduction of the portion 
of oil (to 4 per cent) in the electric energy production at heat power stations at the expense 
of increase of the portion of coal (up to 55 per cent) 

In the countries of Western Europe (Great Britarn, Germany, France) restructurrng in 
the coal industry IS connected with the emergence on the market of inexpensive imported raw 
materials in early 1960s, consequences of the development of atomic energy and natural gas 
production The structural adjustment was carried out during 20 - 30  years wrth the high level 
of protectionism for the benefit of coal producers and the State support Subsidies and grants 
allocated by the State are directed to  the reconstruction of enterprises and absorbing of 
production costs (up to  4 0  -55 per cent) and social support of miners (1 0 - 15 per cent) 

It should be noted that the reduction of the total number of workers at coal mrning 
enterprises did not exceed 4 - 5 per cent a year Dismissed miners received separation grants 
(equal t o  the remuneration for two  years) Programs of social assistance for miners and 
creation of new jobs have been developed with the State ensuring flnanclal guarantees 

Proposals for the restructuring of the coal rndustry in Russia and reduction of 
employment are of an accelerated nature and do not take into account social consequences 
For example, "the Government should follow the principle in accordance with which no one 
receiving a pension from coal mining enterprrses may not continue hislher work in the sector 
However, they may look for jobs in other sectors " 

"During a limited perrod of trme, maybe 1 - 3 years, the Government should propose 
to  include mines that cannot become prof~table in the program of closing of mines which is 
carried out by the Government " 

after 1994 cancellation of subsidies for covering losses incurred in the course of 
principal activitres and investment " 

" commercialization and privatization of new coal mining companies may not proceed 
until 

- local coal mining companies remain under control of the natronal coal 
monopoly (Rosugol) in whlch a natlonal company (Rosugol) possesses controlling 
block of shares " 

Thrs is a questionable recommendation, for these days ~t IS d~ f f~cu l t  to  restore the management 
In the coal industry 

The discovery in early 1960s of large reserves of oil and natural gas, as well as the 
development of nuclear energy have led to  the reduction of the portion of coal in the energy 
balance of Russia to  20  per cent by 1980s and further drop of ~ t s  portion t o  14  per cent in 
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1990s Natlonal Interests of Russla necessltate to malntaln in the natlonal economy the coal 
Industry whlch IS able to ensure Increased output of coal when a threat of energy crlsrs 
emerges after the exhaustion of resources of hydrocarbons The coal industry of Russia IS 

based on national scientific, technical and industrial potential that is critical for ensuring 
energy security of the country 

Malntalnrng of a mlnlmum necessary portlon of coal In the energy balance of the 
country requires substantral publ~c funds, consequently approprlate leglslatrve declslons should 
be taken whlch would ensure guaranteed sale of a certaln part of produced coal and subsidies 
from the State budget to malntaln a requ~red level of productlon capacities 

To prevent a drastrc drop In the coal productlon In Kuzbass and a forced reduction of 
mlners' employment resulting from serlous shrlnklng of the Kuzbass coal market due to the 
Increased transport tanffs, In our oplnlon, ~t IS necessary to conslder advlsablllty of creatlon 
of a reglonal fuel and energy complex on the baas of promlslng flelds In Erunakovsky region 
Construction of heat power stations whlch would use advanced technologies of coal burnlng 
and would be env~ronmentally safe, In the lmmedlate vlclnlty of mine flelds and open cast 
collieries would allow to cut slgnlflcantly transport costs and to dellver coal by colllery 
transport vehicles, bypassing the Mlnlstry of Railroads system, and In the future posslbly by 
conveyer and plpellne transport 

Creatlon of a strong energy base In Kuzbass would permlt to Increase power avallabll~ty 
In agriculture, to develop a modern processing Industry producing hlgh-quallty foodstuffs, to 
enlarge the use of electric power for household purposes and to carry out fully environment 
protection measures 

The levels of the coal productlon and sale lndlcated In the report are lnsufflclent even 
In the nearest future, and the adoption of thls recommendat~on would mean a destruction of 
the base Industry of the country, and part~cularly Kuzbass It would be more appropriate, whlle 
cuttlng consumption of 011 and gas for the productlon of electrlc energy, to Increase thelr 
export and to Increase accordingly a portion of coal In the electr~c energy productlon The coal 
Industry of Russla should remaln one of the largest In the world 

E L Langolf, Dlrector 
D~vers~f~cat~on and restructurlng 
Kuzbass~nvestugol 
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MINISTRY of FINANCE of the RUSSIAN FEDERATION 

From A L Samusev 
Deputy Mlnlster of Flnance 
the Russlan Federatlon 

To Y M Urlnson 
Flrst Deputy Mlnlster of Economy 
the Russlan Federatlon 

Pursuant to  the lnstructlon of the Russlan Federatlon Government (N AW-n14-26707 
of August 25, 1994), the Mlnlstry of Flnance of the Russlan Federatlon revlewed the IBRD 
report "On the Status and Restructuring of the Coal Industry In the Russlan Federatlon " 

1 )  The main targets (objectives) of the coal Industry restructurlng proposed In the report 
are consistent wlth the concept of expanding economlc reform In Russla 

However, the underlying prlnclples relatlng to  the resolution of the Issue and s~ec l f l c  
lm~lementatlon actlvltles need to  be modlfled In a number of respects, lncludlng the 
need for adjusting them In accordance wlth Russla's geographlc condltlons 

2) Flrst of all, the IBRD's strategy assumes a trend towards a further decllne In productlon 
In the Russlan Federatlon, whlch runs counter to  the Russlan Government pollcy to  
stablllze productlon over the next years and then t o  Increase ~t In thls context, the 
IBRD report should be rev~sed as follows 

3) flrstly, wlth respect to  estimated demand, coal product~on requirements and productlon 
capaclty wlth account taken of ensurlna economlc securltv of Russla, 

4) secondly, as regards the tlmlng (pace) of the ~ndustry's restructurlng based on the 
avallabll~tv of aovernment f~nances for the purpose 

5) Gwen the economlc lnstablllty In Russla, the Russlan Federatlon Flnance Mlnlstry 
belleves ~t would be useful to  work out a detalled coal lndustrv restructurlna Droaram 
for the next foreseeable and econom~callv calculable ~ e r l o d  (for exam~le  3-5 vears) and 
make a general projection for a longer-term perlod 

6) French and German experiences show that restructuring of the coal industries there 
took a long time and was carried out with actlve government support Since Russia has 
a lot of similarit~es In respect of coal operations and has a wlde geographlc d~sperslon 
of coal mines across its territory, restructurlng the Russlan coal sector will also be 
llkely to  take a lot of tlme and aovernment suuoort 

7 )  The Russlan Flnance Mlnlstry IS of the view that ~t would not be feaslble to  stor, 
provldlna subsldles to  the coal sector In the near term Certainly, the formats of such 
support should be deslgned on a case-by-case bass In llne wlth speclflc tasks handled 
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at each particular phase of restructurlng 

8) Currently, the Flnance Mlnlstry IS provldrng subsldles to many coal enterprises dlrectly 
through realonal treasurv offlces The structure of subsldles IS changlng wlth regard 
to varlous groups of enterprlses, especially as companles move to market-prlced sales 
of coal 

9) The current pol~cy IS towards expanding subsldles for mlne closures and relatlve 
reductions of subsldles allocated for other purposes Thls trend 1s llkely to continue In 
the future The Russ~an Finance Minlstry belleves that focusing efforts on prlorlty 
Issues lnvolvina the closure of 42 non-vlable mlnes In the comlns vears creates a solld 
bass for further restructurlng of the coal sector 

0) According to the Russlan Flnance Mlnlstry, an actlve involvement bv the IBRD In the 
efforts to close 42 uneconomic mlnes and, es~ec~allv, wlth reaard to coverlna costs 
related to the dlvestlture of mlne-owned soclal assets to the munlcl~al authorltles 
would create a good bass for the Bank's partrclpatlon In the provlslon of flnanclal 
resources to asslst the process Flnanclal resources should be made available to 
address the entlre range of Issues related to the retrenchment of coal Industry workers 
across the varlous reglons 

11)  The Mlnlstry of Flnance notes that the IBRD report does not provlde sufflclent 
coverage of the potentlal Impact that the proposed measure to wlthdraw budget- 
flnanced subsldles to the coal sector In three years would make on the overall prlce 
levels of domestically manufactured products (Ilsted by type of ~ndustry), prlce ratlos 
by commodity groups (non-food and food products) and an Increase In the total 
amounts of budgeted subsldres prlmarlly through more subsldles to be pald to the 
soclal sector and defense lndustrles Addltlonally, ~t should be reallzed that the coal 
sector restructurlng program IS takrng place at a tlme when other lndustrles are also 
belng reformed resulting In closures and reorganlzatlon of companles, whlch certainly 
requires some natlon-wlde coordlnatlon In addresslng soclal concerns 

A L Samusev 
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DEPUTY HEAD OF ADMINISTRATION OF THE ROSTOV OBLAST 

M~n~st ry  of Economy of the Russ~an Federat~on 

TO Ch~ef of the D ~ v ~ s ~ o n  for 
Soc~al and Econom~c Problems of 

Coal M ~ n ~ n g  Reg~ons, 
Mr 1 Kozhukhovsky 

103025, Moscow, 19, Novy Arbat 

The Rostov Oblast Adm~n~strat~on has rev~ewed the report of the World Bank 
"Restructuring the Coal Industry In Russ~a Sector Report" and prepared its comments and 
proposals jo~ntly w ~ t h  spec~al~sts from the "RostovUgoln jo~nt-stock company, "GukovUgolW 
and the Rostovgyproshakht Inst~tute, wh~ch we would request you to take Into cons~deratlon 
when consrder~ng the World Bank report at the Inter-M~n~ster~al Comm~ss~on on Soc~al and 
Econom~c Problems of Coal Mln~ng Reg~ons 

Enclos A copy of the above ment~oned doc 13 pages/ 

s~gned 
A A Khomyakov 
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Attachment to Doc No 731 /372 
of September 20, 1 994 

September 20, 1994 

COMMENTS AND PROPOSALS 
OF THE ROSTOV OBLAST ADMINISTRATION ON 

THE WORLD BANK REPORT 
" RESTRUCTURING THE RUSSIAN COAL INDUSTRY" 

1 The report presented by the World Bank experts contains an analysis of the Russian 
coal industry operation in the period of implementation of market reforms "Scenarios" of the 
coal mining development are determined with due account of competitiveness of the coal 
mining companies and the possible demand for fuel 

At the same time, the report does not reflect either the state of production assets of 
the sector, or the perspectives for the production capacity of coal mining companies in view 
of the demand for coal in regions The costs related to closure of loss-making mines, to 
employment for laid off workers and solution of ecological problems are not determined In 
evaluating the competitiveness of coal mining companies only the current prices for coal and 
transport tariffs are taken into consideration, the effect of other fuels on the coal market as 
well as possibilities of changes in the structure of the fuel balance in different regions of 
Russia in the medium-term perspective are not taken into account It is also necessary to 
consider the possibilities of competition from foreign coal suppliers under conditions of a 
considerable rise of the world prices if the state subsidies to the coal sector are reduced or 
d~scontinued 

2 In our view, the evaluation of the demand for coal ~n the Russlan Federation IS not 
correct, including use of gas and oil to substitute for coal and this approach may lead in the 
perspective to a complete cessation of gas and oil export and, as a result, to a significant 
reduction of currency Inflow 

3 Taking into account the considerable influence of coal miners on the level of social and 
economic tension in the region, the pace of restructuring the coal industry in the Rostov oblast 
must be condlt~oned by the following factors 

3 1 closure of especially heavy-loss-making mines and construction of highly 
efficient coal companies which would produce market coal competitive on world 
market 

3 2 evaluation and calculat~ons by the World Bank of the possibility for operating 
coal mrning enterprises, taking into account only the profit gained in the Rostov oblast, 
are not quite correct In a number of developed western countries production of high 
quality coal IS subsidized by the state 
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4 Experts of the Bank believe that an immediate abolition of state subsidies to the coal 
industry and liberalization of coal prices would allow most coal companies to become 
profitable, but they do not take into account the growth of production costs at coal companies 
as a result of the increase in prlces for materials and services in other industries due to 
increase in coal prices 

Taking into account the complexities of prices on coal, the inability of consumers to 
pay is now beginning to manifest itself, and with the cessation of all state subsidies, even in 
conjunction with a limited reduction in wages - coal prices will increase sharply, the inability 
to pay will increase, and this will lead, practically, to a halt of the majority of mines and of the 
branch in general 

5 If the number of employed in coal industry - including working pensioners and people 
approaching the retirement age - IS reduced, it would be almost impossible to find jobs for 
them in other industries, since their economic situation is as difficult as that of the coal 
industry and they are forced to reduce the labor force and to close down factories 

Since coal basins are in different economic conditions we think it necessary to consider 
the possibility of constructing mines in favorable, promising Russian coal regions and transfer 
(moving) of coal workers to these regions Example development/construction of new highly 
productive mines in highly developed North-Caucasian economic region In this case adequate 
subsidies should be foreseen for development and reconstruction of operating promising mines 
and enrichment plants 

6 The report proposes two options with respect to periods of restructuring - three years 
and five years 

In the present political and socio-economic situation , when we have no practical 
experience in implementing such large-scale measures in Russia, we believe that the five year 
term for restructuring is preferable This period may be subd~vided into two stages at the first 
stage practical experience of cleaning up and closing non-perspective mines and finding 
solutions to social problems will be accumulated and analyzed, as envisaged in" Guidelines 
for rehabilitation and closure of heavy loss-making and non-perspective mines in Russtan coal 
industryn approved by the Inter-Ministerial Commission on Social and Economic Problems of 
Coal Mining Regions (Protocol No 2, May 4, 1994) 

In view of the present uncertainty with respect to coal consumption in the Russian 
Federation and bearing in mind that the problem of railway tariffs is not solved, we think it 
expedient to preserve the level of coal production reached In the Rostov oblast - 22 0 million 
tons, providing adequate financing for maintaining the capacities and rehabllltation of 
perspective mines and enrichment plants as well as for construction of new mines together 
with social Infrastructure 

At  the same time it IS necessary to proceed with the implementation of planned 
activities on cleaning up of heavy loss-making non-perspective mines and provide for that 
purpose adequate budget financing 

On the basis of the above the conclusions and proposals for restructuring the Russian 
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coal Industry contalned In the report, In our vlew, cannot be recommended for ~mplementatlon 
untll they are appropriately corrected and addltlonal research IS carrled out 

The proposals mentioned above will make ~t poss~ble to carry out restructuring of the 
coal Industry wlthln the terms planned wlthout sharply aggravating the soclal and economlc 
tension In coal mining regions and wlthout sharp fluctuat~ons In provldlng coal to consumers 
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MINISTRY OF SOCIAL PROTECTION 
RUSSIAN FEDERATION 

FIRST DEPUTY MINISTER 

The offlce of the Inter-Departmental Comm~ss~on 
for Soclal and Economlc lssues of the Coal 
Mlnlng Reglons 

Having considered the IBRD draft report "On the Status and Restructuring of the Coal 
Industry In the Russlan Federatlon" and the attachment thereto, the Russlan Federatlon 
Mlnistry of Soclal Protection hereby advises as follows 

The report contalns the frndlngs of a com~rehensive, larae-scale and ~hased studv of 
complicated technical and soclo-economrc lssues Of speclal slgnlficance are social protection 
matters In the coal mlnlng areas whlch are covered In the report by a speclal sectlon complled 
based on analyzing statlstlcal and sociolog~cal data The sectlon contains lnformatlon on 
employment, pension provlsrons, houslng and everyday llfe condltlons In the coal mrnlng 
regions as well as conclus~ons and pract~cal recommendat~ons on resolv~ng soclal lssues durlng 
the coal sector restructurlng 

Analysls of the social sectlons of the draft report suggests a number of conceptual 
comments, lncludlng 

1 Great cautlon should be exercised towards the World Bank experts' view that there 
is a need for accelerated coal industrv restructurlnq In Russla, lncludlng mine closures and 
disengagement of employees Comparative studies show that countrres wlth simrlar numbers 
of coal Industry employment took much longer to reduce thew work forces than envlsaged In 
the Russian Federatron coal restructurlng program For example, In Germany, where the coal 
sector employed 607 thousand people In 1957 (Russla In 1992 had 763,000 coal employees), 
the average annual labor redundancy rate In the perrod from 1957 to 1993 (36 years) 
amounted to only 2 3 percent In France, employment fell from 360 thousand to 40 thousand 
in 1950-1 990, that IS, at an average rate of 2 percent per annum However, the World Bank 
estimates that the relevant annual frgure for Russla In 1992-1 997 would be 8-9 percent, I e , 
4-5 tlmes hlgher Even dlsregardlng the differences between the lnltlal soclal and economlc 
sltuatlons In those countrles and Russla, such a rapld pace of restructurlng will require much 
more substantral flnanclal and materlal expenditures and lnstltutional efforts wrthrn limrted 
time frames than under an evolutionary Industry reform scenario 

2 Crlticlsm is warranted wrth respect to the World Bank's recommendation to 
withdraw government subsidies t o  the coal sector as quickly as possible According to foreign 
experrences, liquidation of loss-making mines does not automatically ensure the removal of 
government subsrdies to the coal rndustry A case In polnt is Germany, where financial 
support from the government to the coal sector Increased from DM5 2 billion In 1980 to 9 9 
bllllon DM In 1993 as employment In the Industry fell, and, ~f calculated per ton of coal 
produced, subsldles rose from 24 DM per ton to 70 DM per ton In the UK, coal subsldles 
went up from 500,000 dollars In 1979-80 to one billion dollars in 1992-93 The purpose of 



such subsidies is to promote the technological and economic development of 
enterprises/companies and rndustrialrzation of coal mrnrng regions (the latter occurred in 
France) and to address social concerns related to Industry reforms W~thdrawal of government 
subs~d~es makes rt impossible to accomplish technological upgrading of the coal producrng 
assets and to overcome the negatlve social Impacts of loss-maklng mine closures 

3 lnternatronal experience offers a wide range of activities to provide social protection 
to people whose jobs are cut as mines are liquidated or closed There is a variety of 
arrangements and methods of protection, and the size of related investments also varies 
significantly As a generalization, these types of assistance/protection ~nclude the following 

- compensatory payments to disengaged workers (severance benefits) the size of which 
depends on the annual wage and length of service, form of dismissal (UK and other countries) 
or unemployment benefits (USA), 

- early retirement opportunities (based on length of service in the industry), 
establishment of specialized pension funds, 

- management of production sites being vacated In order to marntain economic activity 
in coal production regions (favorable leasing terms, adminrstrative services, etc 1, 

- pro-active employment polrcres drrected at retrenched workers, includrng moves to 
encourage creation of new jobs (both in the coal mining areas and outside them) through 
special investment projects, soft loans to be made to companies being set up, including small 
businesses, assistance in retraining and job placement, including in other regions of the 
country (relocation), away from the former place of residence (development of computer data 
bases, vocational counselling services) 

Desplte the differences of these social protection methods, there IS one thing that 
brlngs them all together the need for a natlonal leglslatlve and regulatory framework - exactly 
what was done In foreign countries that conducted coal restructuring reforms 

It would be appropriate to take fully into consideration and reflect in the report the 
whole range of such soclal protection measures to be used while planning Russian coal 
restructuring, rather than be limited to individual elements 

4 The draft report fails to cover at least three groups of issues that are of major social 
and economic significance 

1) The issue of leglslat~ve support for coal restructuring In accordance wrth the 
Russian Constitution, key social issues (social protection of the population, health care, 
education, culture) are withrn the joint jurisd~ction of the federal executive authoritres and 
executive authorities of the Federation subjects In keeping with the treatment of employment 
and migration matters given in the program where they feature prominently, these matters are 
under exclusive jurisdiction of the executive government authorities of the Russian Federation 
subjects 

Failure to address these circumstances in the program, whlch is now a predominantly 
sectoral program, may make its implementation difficult Reglonal legislatures and executive 
government agencies will undoubtedly use their legltlmate rlghts to obstruct program 
activities, should these measures lead to a drop in the living standards, increased social 
tensions in the regions where soclal peace is already fragile 

In order to prevent this happening, it is necessary, frrst, to make this program a federal- 
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reglonal one, that IS, to ldentlfy both natlonal and reglon-speclfrc actlvrtles that would take 
Into account the specral crrcumstances of a speclflc reglon llke Kuzbass, the Far East or the 
Moscow regron Secondly, thls program should be submitted for consrderatlon and approval 
to the State Duma and the Federation Councll, and after that IS may acqulre the status of law 
rather than an admlnlstrat~ve drrectlve, and would be blndlng on all levels of government 

2 The Issue of malntalnlng llvlng standards In the coal mlnlng regions dur~ng the 
restructurlng reforms There are a number of aspects to thls Issue there IS a need to at least 
stablllze the number of needy lndlvlduals In coal mrnlng areas (miners and employees of 
support ~ndustrres, ~ncludlng soclal Infrastructure flnanced by coal producing enterprrses), to 
keep the level and structure of the consumer basket Intact (food, non-food rtems and 
servlces), and, flnally, the need to prevent a collapse of the soclal infrastructure In coal mlnrng 
reglons Even today, when unemployment IS mlnlmum, one In every three persons IS below 
the poverty lrne In the Rostov reglon, for example, the average per caplta Income IS at the 
subsistence mlnlmum level In the Chelyablnsk reglon, thls lndlcator exceeds the subsrstence 
level by only 50 percent It IS easy to rmaglne how these f~gures will change as a result of 
closures and what sort of popular response thls would generate 

To frnd effectlve solutions to soclal problems In the coal mining reglons durlng the 
perlod of restructurlng, the program should address the questlon of amounts and sources of 
financing at least three types of expenditures to provrde employment to those made 
redundant, to pay poverty beneflts and other socral benefrts (let alone unemployment 
beneflts), to malntaln the exlstlng socral assets In coal mlnlng areas that are also In need of 
modernlzatlon, to flnance soclal protectlon lnstltutlons and Implement programs dlrectly 
related to provldlng socral protectlon to the populatlon In coal mining areas (operation of the 
~ndustry's standard lnstltutlons, soclal service centers, etc 

3 The Issue of establtshlng the coal mtnlng area soclal protectton system proper Thls 
subject IS treated rather superflclally In the report However, the Industry reform will llkely 
requrre an Increase In soclal assrstance In a varlety of forms, whrch In turn wrll call for 
lnvolvlng skilled personnel and strengthenrng the flnanclal, loglstlcal and rnformatlon bases of 
the soclal protectlon network The thrust of practical moves to address these concerns IS to 
Increase the scale of soclal beneflt payments and provlslon of soclal servlces to the 
populatlon Each of these Issues should be defrned and Included In the program 
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MINISTRY OF FUEL AND POWER of the RUSSIAN FEDERATION 

CHIEF of the COAL INDUSTRY DEPARTMENT 

TO Shamrayev N G 
Deputy Minster of Economics 
Government of the Russian Federation 

Dear Nikola~ Gngoryevich, 

Please flnd attached comments and suggestions of the Coal Industry Department regarding 
the World Bank report "Restructuring Coal Industry" 

Attached 5 sheets 
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COMMENTS AND SUGGESTIONS REGARDING THE WORLD BANK REPORT 
"RESTRUCTURING COAL INDUSTRY" 

The report contains detailed information on the situation of the Russian coal industry provided 
by Rosugol Some recommendations support the restructuring effort in process 

- establishment of jo~nt-stock coal-mining companies which enjoy complete autonomy 
In their operation, including coal priclng, - transfer of social assets to  the local authorrties, - reduction of government subsidles and more effective use of subsidies, - development of a regulatory framework for closure of unprofitable mines, preparation 
of information on such mines, - preparation of regulatory acts in support of restructuring 

A t  the same trme the report largely ignores the role of the coal industry In the Russian 
economy, possible scenarios of development of the fuel and power sector, and implications 
of restructuring for other sectors and the Russian economy as a whole The following 
comments and suggestions concern demand for coal, volumes of production, assessment of 
mine closures and reduction of employment, composition and scale of subsidles 

1 Recommended volumes of production - 21 0-250 million tons In 2000 and 260-280 m~llion 
tons by 2010 - are insufficient for fuel security and further economic development of the 
country These recommendations are built on the assumption that by the year 2000 GDP will 
not exceed 75% of the 1990 level It is presumed that gross output will Increase by 5-7% 
a year starting from 1995 while demand for primary fuel, including coal, will decrease by 5- 
7% a year in 1995-1996 In other words, ~t is assumed a prior1 that Russia has the 
technologies, and means of their multiplrcation, permitting immediate reduction of fuel 
consumptlon by 10-1 4% a year 

The report forecasts that in 1997-2002 demand for coal will remain unchanged whlle GDP will 
Increase by 5 0-5 5% a year, presuming annual decrease of fuel consumptlon per unlt of 
output at the level of 4 7-5 2% This frame of reference dlffers from the expectations of the 
Russian government concerning GDP (90% by 2000), outlook for application of advanced 
technologies, reduction of power consumption and power-saving per unit of gross output To 
date, the last value has never exceeded 2% a year in industrialized countries In the former 
Soviet Union annual reduction of power consumption per unit of output d ~ d  not exceed 1 % 
Demand for primary fuel is also underest~mated 

2 Estimates of coal demand In the report presume a mature fuel market In forecasts for 
per~ods untll 1997, maybe even until the year 2000, focus must be on the need for coal 
because other approaches lncludlng one built on purchasing power may result In 
miscalculation of required output and a considerable shortfall in energy consumption Several 
estimates have been made of demand for coal at the federal and regional levels, as highlighted 
In Table 1 
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Table 1 m tons 

* Demand for coal 

Est~mate 
Russ~an Energy Strategy Draft Outllne 
Mlnlstry of Fuel and Energy July 1994 
Restructuring Coal Industry Outllne 
Rosugol Aprll 1994 
Development and Sltlng of Coal-Mlnlng 
Enterprises Untll the Year 201 0 (with 
detailed plan till the year 2000) Coal 
Research lnstltute December 1993 
lntermlnlsterlal Co-ordlnatlng 
Comm~ss~on for Russlan Energy 
Strategy 1994 
Government Fuel and Energy Program 
1993 
Jolnt Protocol of the Department of 
Energy and the Department of Coal 
lndustry (the Mlnlstry of Fuel and 
Energy), and Coke Company November 
1993 
World Bank 
November 1993 
August 1994 
Estimates of reglonal admlnlstrat~ons 
May-June 1994 
Electrlc~ty and Energy Program of Russla 

None of the est~mates performed In Russlan corroborates the World Bank forecast of demand 
for coal, let alone the estlmate of needs for the perlod t ~ l l  the year 2000 and till the year 
201 0 It must also be noted that the discrepancy derlves prlmarlly from forecasts of power 
generat~on In the Kansk-Achlnsk coal basln 

3 The report contalns no substantlatlon of reglonal coal market scenarios The conclus~ons 
that production In the Donetsk (Rostov reglon) and Kuznetsk baslns will decrease disagrees 
wlth est~mates of comparative compet~tlveness of coal produced In those two baslns The 
Donetsk coal IS competltlve throughout the European part of Russla The Kuznetsk coal IS 

competltlve In some European reglons of Russra , In the Urals and In West Slberla No 
conslderatlon IS glven to the effect on the markets for Donetsk and Kuznetsk coal of power 
stations In the Urals and West Slberla abandoning Eklbastuz coal wlth h~gh ash content 

Year 2000 
250-270 

285 * 

360-365 

3 1 0-320 

329 4 

345-370 

200-260 
2 1 0-250 
36 1 

- 

Concerning the Far East, the report forecasts a decrease In demand for coal to 10 2 mllllon 
tons of equlvalent fuel by 1997 as agalnst 26 3 mllllon tons of equlvalent fuel In 1990 (2 6 
tlmes) Thls IS totally ungrounded wlth respect to a region where coal 1s the key fuel 

Year 20 1 0 
300-325 

330-350 * 

440-450 

325-345 

400-440 

285-325 
260-280 * 

490-500 
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4 While the report recognizes that the process of restructuring the coal Industry in several 
countries in the past 20-30 years has been lengthy and painful, it proposes to restructure 
Russia's coal Industry within 3-5 years and shut down all loss-making mines wlth~n 2 years 
Accord~ng to the proposed scenarios, 135-1 55 mines will be closed by 1998, and the number 
of employees will be reduced by 424,600-476,600 The report contalns ne~ther cost 
estimates nor analysis of the potential effect of massive mine closure on other sectors of the 
regional economy and the Russian economy as a whole 

Closure of one mlne requiring 100-1 20 billion rubles (1 994 prices for the Kuzbass basin), it 
IS not feasible to implement the proposed program, and cope within its soclal ramlf~cat~ons, 
wlthin 2-3 years 

5 It is crucial that coal-mining companies prepare their own restructuring programs The 
government, however, must assume responsibility for preparation of not only regional 
programs (to define allocation of scarce government resources and co-f~nancing arrangements 
in the process of mine shutdown), but also federal programs outlining development of the coal 
industry with a view to creating a competitive coal market 

6 Withdrawal of subsidies to the coal industry is totally ungrounded and unacceptable This 
would lead to immediate conservation of reserve capacity (69 4 million tons) and 
discontinuation of construction Intended to maintain current capacity of operating mines 
(stripping, preparation of new galleries, re-toollng , etc ) That would result in a steep drop 
in production 

Mlnes which pay their way as of the moment of withdrawal of subsidies (referred to as "the 
core of the coal industry" in the report) will become loss-making 2-5 years later and will have 
to be closed According to estimates, conservatlon of mines under constructlon, social 
protection of constructlon workers made redundant in the process, and changlng the business 
of construction companies will cost 15-1 7 trillion troubles in current prices 

7 The report contains no estlmate of restructuring and modernization costs The proposed 
government subsidies will be insufficlent to ensure even social protection of workers 

8 Coal export and import estimates are totally unjustified This section must be prepared by 
the Russian counterpart 

PROPOSALS 

1 To make note of the World Bank report 

2 To negotiate World Bank loans to finance re-toollng and social protection (particularly 
job creation) In the coal industry 

3 To estlmate regional and inter-sectoral demand for coal in the next 2-3 years 
consistently with free-market trends, in order to substantiate decisions on mine closure, re- 
tooling and modernlzatlon 
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Mr I S Kozhukhovsky 
Department for Soclo-Economlc Development 
In Coal Producing Reglons 

On Draft Report of the World Bank "Restructur~ng the Coal Sector In Russla 
Status of the Sector" 
lnstruct~on given by A G Shapoval~ants of August 26, 1994 NAW-n14-26707 

In pursuance of the lnstruct~on of Flrst Deputy Mlnlster of Economy of the 
Russlan Federation A G Shapovallants of August 26, the Marn Admlnlstratlon for the Fuel 
lndustry has revlewed the Draft Report of the World Bank "Restructur~ng the Coal Sector 
In the Russlan Federatlon Status of the Sectorn, and its comments and proposals are as 
follows 

Baslc objectives of restructuring the coal ~ndustry, along wlth the 
establishment of competlt~ve, hlghly efflclent enterprises, IS the assurance of solvent 
demand for coal products 

The Draft Report of the World Bank "Restructunng the Coal Sector In the 
Russlan Federat~on" of August 8, 1994 (N13187-RU) forecasts the coal demand for 1997 
whlch IS, according to them, typrcal of the whole perlod of 1995-2000 (p 25-27), In the 
amount of 150 mllllon tce or 21 7 mllllon tons In real terms, ~t follows from Table 1 (p 25) 
that ~t would be 59 percent In relat~on to the 1990 demand F I ~  1 (p 23) forecasts the 
coal demand at the level of 50 % In 1997-2002 of the 1990 demand (256 mllllon tce or 
369 mllllon tons, Table 1 on p 25) If one relates demand lndlces to 1990 from Fig 1, 
then the annual coal demand, as projected by the World Bank, would be 128 m~l l~on tce or 
184 5 mllllon tons In 1997-2000, 140 8 mllllon tce or 203 mllllon tons In 2005 (55 % to 
1990) and 184 3 mlllron tce or 266 mlllron tons In 201 0 (72 % to 1990) 

"Proposals to the Integrated Forecast of Socio-Economlc Development of the 
Russlan Federatron for the Perlod of up to 2000-2005 (FEC area)" submitted by the 
Mlnlstry of Fuels and Energy of Russla to the Mlnlstry of Economy of Russla adopt such 
volumes of productlon of the fuel and energy resources as set out In "Baslc Provls~ons for 
Energy Strategy of Russla" approved at the meeting of the expanded Board of the Mlnlstry 
of Fuels and Energy of Russla on July 27, 1994 Under scenario for productlon of prlmary 
energy resources, the coal productron should be 260-270 mllllon tons In 1995, 250-270 
mllllon tons In 2000 and 275-300 mrlllon tons In 2005 

The draft "Basrc Areas for Coal lndustry Restructurlng" prepared by RosUgol 
prepared wlth due regard for comments of the Inter-Agency Comm~ss~on for Soclo- 
Economlc Issues In Mlnrng Reglons whlch has revlewed thls Draft verslon on May 4, 1994 
and approved ~t In prlnclple stipulates that lmplementatlon of "The Baslc Areas for Coal 
Industry Restructur~ng" would allow to meet requirements of the natlonal economy for coal 
In 1994-2000 at the level of 292-285 mllllon tonslyr and rnalntaln, accord~ngly, productlon 
capacltles at the level of 350-360 mllllon tonslyr In order to assure necessary reserves 
(24-25 %) 
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Berng guided by the methodologrcal documents on making an rntegrated 
forecast for soclo-economic development of the Russlan Federatron for the perrod of up to 
2000-2005, it IS envisaged that prior to 1997, it would be necessary to achreve stabrlity In 
the total volume of productlon and recover the economrc growth, in 1988-2000, to assure 
the average annual incremental rate of GDP at the level of 5 5 %, while in 2001 -2005 - at 
the level of 3-4 % arming at the projected decrease In power content of GDP and rise of 
the gas share In the energy balance The Ma~n Adm~n~strat~on of Fuel lndustry IS of the 
oplnron that the forecast for coal production suggested by the Minrstry of Fuels and Energy 
of Russia IS the most realistic one 

It follows from the above that volumes of coal production (consumption, 
demand) for the period of up to 2005 projected by the World Bank were srgnificantly 
underestrmated Predrcted volumes of coal productlon (with allowances made for 
developments in labor productrvrty) would rnfluence the number of operating coal 
enterprrses and employed labor as well as other crltlcal indicators of coal industry 
restructurlng It means that the indicators suggested by the World Bank may not be 
adopted as the basis 

For instance, according to assessments of the World Bank (Report, p 35, 
Table 5) 

- the number of exist~ng coal enterprises should be reduced from 273 
In 1992 to 1 18-1 38 in 1997 or 2 3-2 trmes, in other words, r t  would be necessary to 
close 155-1 35 enterprlses durrng this perlod According to the Mrnlstry of Fuels and 
Energy of Russia and RosUgol, less than 50 unpromising or heavy loss maklng 
underground or open mines should be closed prior to 2000, 

employed labor at the coal enterprlses are suggested to be reduced 
from 762 6 thousand workers in 1992 to 287-338 thousand In 1997 or 2 7-2 3 trmes, I e 
to lay-off 475 6-424 6 thousand employees whrch appears to be unrealrstrc Accordrng to 
assessments made by RosUgol ("Basrc Areas for Coal lndustry Restructuring of Russla", p 
1 11, the labor strength rn the sector should be reduced by 300-31 0 thousand persons by 
2000 

On p 3, para 5 of the Draft Report of the World Bank, states that this Report 
IS not Intended to provlde "quantrtatlve evaluatrons of costs associated wrth closures of 
mining enterprlses and employment reductionsn and thls predetermrnes the inappropriate 
nature of a number of World Bank proposals pertalnlng to changes rn subsrdles for the coal 
industry from the federal budget and a posslble pace of restructurlng process 

W ~ t h  a vrew to reducrng the labor strength In the coal sector, the World Bank 
suggests, for Instance (vol 1, p 14, paras 3 and 4), that In order to encourage retirement 
of miners of pensron age the "declsron on providing them wlth small lump-sum allowances 
that could offset an unexpected loss of thew rights" should be taken at the governmental 
level This posrtlon takes absolutely no account of the realltres In the contemporary socral 
and economic sltuatlon of Russra Estrmates made by the Minlstry of Economy of Russla in 
cooperation wlth the Ministry of Finance of Russla and the Councll of Mlnlsters of the 
Republic of Komi at the trme of preparing Government decisrons on the Pechora coal basln 
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In 1993 and 1994 (Resolutions of the Government of the Russian Federation of December 
25, 1993, No 1351 and of June 20, 1994, No 761 1 showed that to meet the financial 
demands of miners and pensioners and make them agree to abandon Vorkuta and lnta 
would require allocation of Rb 2 4 b~llion from the federal budget If such compensatory 
payments were applied to the coal industry as a whole, ~t would have entalled annual 
budget expenditures exceeding the size of subsldles to the coal sector for 1994 

The Main Admlnlstration for the Fuel lndustry deems ~t necessary to take 
account of the above considerations In reviewing the draft Report of the World Bank at the 
meeting of the Inter-Agency Commiss~on for Socio-Economlc Issues In Mln~ng Reglons 

V I lvanov 
Deputy Head 
of the Maln Adm~n~stration for the Fuel lndustry 
Minlstry of Economy 
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/nterm~nlsteria/ Commlss~on for Social and Economlc Problems of Coal-Mining Regions 

RE World Bank Report "On Restructuring Coal Industry in the Russian Federation" 

The lndeoendent Union of Russran Coal-Miners has rev~ewed the World Bank report on 
restructuring the coal industry and hereby presents rts conceptual comments and 
suggestions 

The proposed timeframe for restructuring the sector and the plan to find new jobs for over 
200,000 redundant miners w~thin 3-5 years do not seem quite feasible In our opinion, 
maintaining llving standards of coal miners and coal-mining regions during restructuring 
must be a key consideration rn deciding the pace of reform It must ensure that the 
government is at least able to keep the current living standards in coal-mining regions from 
dropping 

The approach to restructurrng proposed by the World Bank ignores some social and 
economic realities of the country 

For example, the Bank suggests lifting government subsidies relating to tariff agreements, 
arguing that subsidizing wages through tariff agreements may impede "the success of the 
job reduction program" Also, the Bank considers tariff agreements to be a serious 
obstacle in the process of adaptation of newly-established commercial companies to the 
free-market environment 

At present, tariff agreements fix minimum guaranteed tariffs and salaries Companies 
(enterprises, production associations) enjoy autonomy in their wages policies but may not 
go below the rates fixed in the tar~ff agreements 

We have certain doubts about another proposal of the Bank which concerns 
decentralization of the process of concluding tariff agreements and its devolution to the 
company level We believe that this will may give rise to disputes between the companies 
and their employees, breed public discontent of the labor force in the industry as a whole 
and ultimately threaten the process of reform and democratic change in Russia 

Regulation of labor relations, particularly tarrff agreements offering minimum federal 
guarantees, will safeguard employees against attempts by individual companies to resolve 
the problems of transition to the free market at the expense of their workforce 

Negot~at~ons on tar~ff  agreements at the federal level could lnvolve delegates of companies 
and thew associations We belleve that the employer in the negotlatlng process should be 
represented not only by the Mlnlstry of Fuel and Energy but also by Rosugol 

The coal industry does not seem to be prepared to accept the pace and scale of job 
reduction proposed by the World Bank Tariff agreements and protocols signed by 
Vladimir Shumeiko and Yegor Gaidar instructed the Federal Employment Agency of the 
Russian Federation, in conjunction with the employers and the local authorities, to prepare 
an employment program for coal-miners made redundant This program has yet to be 
elaborated (the adjustment program cannot be considered as one) 
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No closures or redundancies should take place until social adaptation (employment) 
programs have been prepared for all regions concerned 

Proposed compensatory payment are insufficient to  resolve all problems facing the 
unemployed workers Ways must be found t o  find jobs for redundant miners 

A A Sergeyev 
Chairman 
Independent Un~on of Coal-M~ners of the Russian Federation 
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RUSSIAN COMMITTEE 
of the INDEPENDENT UNION of COAL INDUSTRY WORKERS 

TO THE CHAIRMAN of the Interagency 
Commission for Social and Economic 

Issues in Coal Mining Regions 

A N Shokhrn 

Re Report of the lnternational Bank for Reconstruction and Development (IBRD) on 
Restructuring the Russian Coal lndustry 

Having studied the draft report of the International Bank for reconstruction and 
development on Restructuring the coal industry, the Russian Independent Trade Un~on of 
Coal lndustry Workers notes 

1 There is no doubt that the coal industry of Russia needs restructuring, the 
ultimate aim of which is to raise the competitiveness of coal, so that coal could enjoy a 
firm position among other fuels and energy resources This is dictated by the requirement 
to ensure security of Russia in the field of energy Global experience and projectrons of our 
leading research institutes show that it is impossible to ensure security of a country like 
Russia without coal 

2 Restructuring is possible only through adapting the coal rndustry to the market 
conditions 

3 The present system of subsidies for the coal industry is not optimal Alongside 
with positive elements IS has some negative ones, the main of which IS its anti-stimulating 
effect on the process of the production efficiency Therefore the system of subsidles 
needs to be Improved and tied up with objectives of restructuring the sector However, 
under present conditions it is impossible to completely do away w ~ t h  subsidies In the coal 
industry, due to the condition of mines as well as to the necessity to take into account 
social factors 

4 Restructur~ng of the coal industry should proceed at optimal speed Under the 
present conditions it means at maximum possible - we stress possible And the speed for 
restructuring suggested by the IBRD does not take into account the socral factors and 
therefore the way proposed by the lBRD is extremely dangerous in our conditions it may 
cause a socral explosion of unprecedented force among miners, who will be supported by 
workers in other sectors If that is what the IBRD is after, then it has fulfilled rts task well, 
by suggesting such speed of restructuring 

5 Hopes of the IBRD that it wrll be possible to transfer subsidies for production to 
the social sector to support miners in present conditions are senseless Perhaps, that could 
be done in the USA, but not here 
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Conclusion The analytrcal work that IS belng carrred out IS useful, there are no 
doubts as to the marn objectrves of the restructurrng However, any underestrmatron of 
soclal factors In actual condltlons of today's Russra will not permlt the authors of the 
report to get the clalmed result Therefore, the IBRD's suggestions as to the speed of 
restructurrng and the mechanrsm of ~ t s  lmplementatlon are erroneous 

Deputy Chairman, Russran Committee 
Independent Trade Unlon of 
Coal Industry Workers 

I I Mokhnachuk 
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State Comm~ttee of Russian Federation 
for the Management of State Property 

( GKI 

To Mr J M Urrnson 
First Deputy, Mrnister of Economy of the 
Russran Federation -- Deputy Chairman of 
the Joint Committee for Social and 
Economic Problems of Coal Mining 
Regions 

According to Instruction of the Government of Russian Federation of 25 09 94 NQ 
AUI-n14-26707, The State Committee for the Management of State Property (GKI) has 
considered the draft report for the July 1994 on the restructuring of coal industry in 
Russian Federation, prepared by the World Bank experts, and forwards its proposals to the 
Joint Committee for Soclal and Economic Problems of Coal Mining Reglons for the 
d~scussron 

The main provisions of the World Bank draft report on the polrcy development in the 
sphere of coal industry restructuring, generally reflect the current situation with the 
distribution of subsidies, mainly forwarded to cover the expenses of production and 
investment expenditures Th~s leads to the Increase of manufacturing expenses at the 
overall output reduction and allows some enterprises to keep product sales prices at the 
level, which IS below its wholesale price, thus producing a negatlve impact on the 
profitability of other enterpnses, havlng low wholesale prices on their products 

The increasing pressure of transport component on the changes of the existing coal 
market and ~ t s  output by the regions has been noted The railway tariffs for coal 
transportation exceed the railway economlc expenditures 

Out of the proposed In the Report coal industry restructuring measures, aimed to its 
effective implementation, the following might be noted 

- to limit the period of the sector restructuring to 3-5 years and to implement 
it in a decentralized manner To channel subsidies directly from MOF to the enterprises 
(coal mining companies) and local authorltres To reduce subsidies to the sector (in % of 
GDP) according to the special schedule, 

- to replace the natlonal Tariff agreement by direct agreements at the 
enterprise level, 

- to establrsh a system of speclal allowances for coal miners and an ad hoc 
program of their employment in view of forthcoming redundancies in the coal industry, 

- to establish a regulatory mechanism to restrain railway tariffs on coal 
transportation 
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On the consideration and preparation of the proposals to the World Bank draft 
report, GKI thinks it necessary to carry out a supplementary coal needs analysis for the 
period up t o  2000 In Russia, as the draft report has been worked out on the basis of the 
assumption, that by 1997 the demand for the coal is about 200-250 million tons per year, 
besides, the report does not consider the problems of gas, mazut and electric power 
substrtution for coal, the poss~bilrty of placing new coal consumers in the regions of mining 
operations in order to  dimin~sh the transport component 

GKI supports the proposals, conta~ned in the World Bank draft report, on the 
trans~tlon to  the decentrailzed pol~cy of coal Industry restructuring through the 
establishment of reg~onal coal mlning companies, provlded that no amalgamation by such 
companies of all enterprises w~th ln  a s~ngle coal mining basin IS adm~tted To realize this 
program it is necessary t o  strengthen regional coal companies, created for the 
consolidation of coal minlng enterprises stock through allocation to  them the additional 
part of federal shares of coal enterprises followed with the Increase of their charter capital 
funds To do this it is necessary t o  introduce necessary changes In the Decree of the 
President of Russian Federation of 30 December 1992 N 1702 by way of the new Decree 
preparation 

P P Mostovoy 



Joint Stock Company 
for Coal Extraction and Processing 

"ROSTOVUGOL" 

TO A A Khomyakov 
Deputy Head of Administration 

Rostov Oblast 

COMMENTS TO THE REPORT 
OF THE WORLD BANK 

"RESTRUCTURING THE RUSSIAN COAL INDUSTRY" 

1 The report presented by the World Bank experts contains an analysis of the Russian 
coal industry operation in the period of implementation of market reforms This analysis 
reviews problems associated with the formation of a coal market, "scenarios" of the coal 
mining development are designated with due account of competitiveness of the coal 
mining companies and the possible demand for fuel 

In preparing the report, a wide range of informational and statistical material was 
used, including material from several associated branches which have an influence on the 
development of a coal market (railway transport, power, etc ) Particular attention is 
accorded the problems of social protection and employment of workers and their family 
members in the context of liquidat~ng loss-making production 

At  the same time, the report does not reflect either the state of production assets 
of the sector, or the perspectives for the production capacity of coal mining companies in 
view of the demand for coal in regions The costs related to closure of loss-mak~ng mines, 
to employment for laid off workers and solution of ecological problems are not determined 
In evaluating the competitiveness of coal mrning companies only the current prices for coal 
and transport tariffs are taken into consideration, the effect of other fuels on the coal 
market as well as possibilities of changes in the structure of the fuel balance in different 
regions of Russia in the medium-term and longer-term perspective are not taken into 
account It is also necessary to consider the possibilities of competition from foreign coal 
suppliers under conditions of a considerable rise of the world prices if the state subsidies 
to the coal sector are reduced or discontinued 

A rapid cessation of state subsidies to the coal industry and liberation of prices on 
coal, in the opinion of Bank experts, will allow a large part of coal enterprises to become 
profitable, but in this connection the growth of production expenditures of coal enterprises 
connected with the corresponding increase in the value of materrals and services in other 
branches of the economy, as a reaction to an increase of coal prices, is not considered 

Nor IS there any consideration accorded the significant growth In taxes In 
connection with the increase of prices on coal 

On the bass of the above the conclusions and proposals for restructuring the 
Russian coal industry contained in the report, in our view, cannot be recommended for 
implementation until they are appropriately corrected and additional research is carried out 

Concrete comments to the report are presented in an attachment 

Technical Director, A 0  "RostovUgol" 
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Attachment 

1 Quantltatlve losses connected w ~ t h  the closure of mines and the provlslon of 
employment of workers was not speclfled by the World Bank (p 3, polnt 5) 

2 The conclus~ons of World Bank experts (p 6, para 3) about the need to dlrect 
subsldles toward wages and soclal protectlon of workers, and not to the defense of 
productive processes, call to mlnd the prlncrple of a "great leapn (p 78 polnt 2) rejected 
by the experts, slnce it w ~ l l  lead to a halt In productlon and to  massive redundanc~es of 
workers in cond~t~ons where a system of soclal protectlon is absent 

At present, the provlslon of productlon wrth necessary materlals IS lower than 
sustainable levels slnce, due to an lnsufflclency of resources, thew delrvery has fallen on 
the average between 3 - 5 tlmes 

3 According to  the forecasts of the experts, In connection wlth the creatlon of 
condltlons for normal operatrons (to Include a full i~beral~zat~on of coal prices), 2/3 of coal 
enterprlses will become profitable (p 12, point 1 ) Kuzbass enterprises are used as an 
example, where a reduction of extraction and employment of 50% and 70%, respectively, 
IS expected, malnly at the expense of underground mlnlng operations 

In the Donbass, an Increase In the real prlces on coal of 2 - 3 tlmes will allow for 
competltlon wlth fuel from the Kuzbass In the European part of the country (p 58, pornt 
5), but will not cover productlon losses, whlch will rapldly lncrease to 75-85% of the 
growth In coal prlces at the expense of an lncrease In value of materlals, expenses, and 
services, called forth by the lncrease In value of coal 

4 In the report, prospects for the development of gas and 011 lndustrles over the 
medlum and long terms ( w ~ t h  all certainty, the Bank has addltronal ~nformatron), and the 
Influence of these energy products on the formation of reglonal fuel markets, have not 

- been speclfled Apart from thls, there IS no forecast pertalnlng to the posslble 
compet~t~veness of coal shipments from abroad In condltlons where world prlce levels on 
coal are ecllpsed 

At present, the prlce on coal shlpped from the Kuzbass, lncluslve of the cost of 
transport, for several economlc regions of the European part of Russla IS on the order of 
Rb80,OOO - 90,000 per ton, whlch IS at the level of world prlces on coal 

5 Proposals for the complete cessation of subs~dres ~n 1995-1 996, wrth the exceptron 
of subsldles to the soclal sphere (p 19, polnt 3) will lead to the closure of the majorlty of 
mlnes In the Donbass In connectlon wlth thew loss-generat~on, whlch will contradict the 
prospects for provlslon of the Russlan market wlth steam coals from the Donbass at a 
volume of 15-1 6 3 mllllon tons of standard fuel (p 40, polnt 3) (The expected level of 
productlon In 1994 IS 16 0 mllllon tons ) 

6 In the oplnlon of the experts (p 17, polnt 3), one of the factors contrlbutlng to the 
Increase In efflclency of productlon and labor safety IS "an approprrate amount of mlnlng- 
technical planning," whrch places In doubt the competence of englneenng-technlcal 
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workers of the Russlan coal Industry If In fact thls IS a dlscuss~on of the necessity of 
long-term planning, ~t IS necessary In the flrst Instance to conduct a d~scuss~on about 
capltal Investments 
7 (p 18, polnt 9) For enterpr~ses wlth hlgh product~on costs, ~t IS ~mperat~ve to 
reduce the level of capaclty of the enterprise to an efflclent level In condltlons of 
reduclng the volume of product~on, the efflclency of coal enterprises will unavordably be 
reduced, wlth the exception of enterprlses havrng In their ranks units with separate 
Infrastructure 
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GUKOVUGOL 

PROPOSALS 
relat~ng to the report of the World Bank 

"RESTRUCTURING THE RUSSIAN COAL INDUSTRY" 

The Sector Report on the Russian coal industry and on restructuring the coal 
~ndustry is a voluminous, substantial, and sufficiently complete document and objectively 
presents the problems and condition of the Russian coal Industry together with a series of 
conclusions wh~ch are incontestable and merit a rapid implementation 

However, prior to the adoption of the report, A 0  GukovUgol has some serious 
comments demanding investigation and a discussion of the document concerning a series 
of aspects reviewed in the document 

1 If the number of employed in coal industry - including working pensioners and 
people approaching the retirement age - IS reduced, ~t would be almost impossible to f~nd  
jobs for them in other industries, since their economic situation is as d~fficult as that of the 
coal industry and they are forced to reduce the labor force and to close down factories 

Since coal basins are in different economic condit~ons we think it necessary to 
consider the possibility of constructing mines In favorable, promising Russian coal regions 
and transfer (moving) of coal workers to these regions Example 
development/construction of new highly productive mines in highly developed North- 
Caucasian economic region In this case adequate subsidies should be foreseen for 
development and reconstruction of operating promising mines and enrichment plants 

2 The report proposes to end subsidies, investments, including even the Tariff 
Agreement, for mines not slated for closure, that IS, these mines must cover all their 
expenses, including those for development, with their coal sales receipts 

Taking into account the complexrtres of prices on coal, the inability of consumers to 
pay IS already now beginning to manifest itself, and with the cessation of all state 
subsidies, even in conjunction with a limited reduction in wages - coal prices will increase 
sharply, the inability to pay will increase, and this will lead, practically, to a halt of the 
majority of mines and of the branch in general 

Technical Director, Kandidat Tekhnicheskrkh Nauk 
A 0 "GukovUgol" K I Rutkov 

Prepared by V V Antipov 
Tel 3-37-63 
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THE ADMINISTRATION 
OF 

TULSKAYA OBLAST 

To Mr A N Shokhln 
Chairman, Jolnt Committee 
for Soclal and Economlc Problems 
of Coal Mlnlng Reglons 

Your ref N AY-4991260-160 of 0 2  09  9 4  
Subject The World Bank report "Restructunng Coal lndustry In Russlan Federatlon" 
The lnstructlon of the Government of Russlan Federatlon of 25 08 9 4  NQ AW-fl l4-26707 

The Admlnlstratlon of Tulskaya oblast has consldered the World bank report 
"Restructunng Coal lndustry In Russlan Federatlon" (further referred as the "Report") 

It should be noted, that the Government of Russlan Federatlon, together wlth the 
Interested bodles and lnstltutlons (prlmarlly, State enterprrse "Rosugol", Department of 
Coal lndustry of Mlntopenergo of RF), as well as local authorltles, undertook some 
practlcal steps regarding the proposals set forth In the Report ( transfer of soclal sphere t o  
the munlclpal ownership, mine closure program based on the main prlnclples of sanltatlon 
and closure of unpromlslng and most unprofitable plts and surface mines of Russlan coal 
lndustry, the new worklng places creatlon program, gradual reduction of subs~d~es, etc ) 

Thls suggests, that many provlslons of the Sector reform, reflected In the Report, 
have practlcal and reallstlc meanlng 

However, we conslder ~t necessary t o  put forward the following general proposals 
and comments t o  the Report 

1 The l~teral acceptance of the proposed pollcy, whlch alms to  turn two  thirds 
of coal rndustry enterprises Into a profitable entltles wlthout any subsldlzatlon, can't be 
consldered In lsolatlon from the overall process of Russran natlonal economy reformation 
The proposed pace and terms (the coal sales fall off to  200-250 mllllon tons and the 
reductron of coal Industry employment volume by more than one half by 1997) may ruin 
our coal Industry 

The s~multaneous curtailment of governmental subsld~es to  the coal lndustry, as ~t IS 

proposed In the Report, may In a very short tlme result In a crltlcal level of coal output, not 
ensurlng the economlc securlty of the country 

The lessons, gamed from the lnltlal stage of coal Industry reform experience, (taking 
Tulskaya oblast as an example) show, that for a successful coal sector reorganlzatlon ~t IS 

necessary to  develop a sector restructurlng translt~on program wlth a rellable flnanclng and 
In conjunction wlth the other sectors of natlonal economy 
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The program should include 

- the complete transfer of hous~ng and community services with engineering 
infrastructure (in this regard the Decree of the RF President N 1702 has not been 
executed), 

- the solution of the problem of coal-miners' ramshackle and not valuable housing 
resources transfer and the implementation of the program of their pulling down and 
construction of the new houses instead of the old ones, 

- the solution of the non-payment and mutual settlements problem, now typical for 
all sectors of national economy and, in the first place, for the fuel and power complex 

2 We consider it advisable to maintain, for the transition period, the present 
management structure of Russian coal industry as well as its financing mechanisms 

It IS necessary to determine the optimum volumes of coal production for each 
region, ensuring the economic security of the country To consider the possibility of 
placing of the Governmental Order for these volumes 

The financing of the transferred housing and community services w ~ t h  engineering 
infrastructure, pulling off ramshackle and not valuable houses and construction of the new 
ones, should be channeled directly from MOF RF through local governments (oblast 
administrations) 

Mine closure programs, the creation of new working places, social protection of the 
population should be financed through newly established local joint units, including both 
local authorities and coal mining companies 

One of the essential problems is the revision of the Tariff Agreements As one of 
the possible ways to solve this problem we suggest the conclusion of the Agreement 
between the Government of RF and the trade-unions, aimed to the regulation of wage 
levels in various sectors of national economy 

3 The restructuring of coal industry will lead to extraordinary high level of 
unemployment 

Taking into account, that about 70% of Tulskaya oblast production volume IS taken 
up by the chemical and metallurgical industry, where manpower reduction processes are 
also proceeding, the closure of mlnes in Podmoskovny basin will further aggravate the 
situation with the employment 

Positlve solution of this problem requires the implementation of a special Federal 
transition program on the creation of new working places both in Tulskaya oblast and 
other regions 

4 The Oblast administration supports the need of testing a pilot mlne closure 
program and agrees that Tula region become an experimental site, in view of the planned 
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closure of 10  coal mlnes In Tula basln durlng 1994-1 995, accordrng to the mlne closure 
program 

F~rst Deputy, Head of Adm~n~strat~on N K Popov 
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KOMl REPUBLIC ADMINISTRATION 
(translation of this covering letter IS included with the complete Kom~ Republic submission 

on p 69 of this Annex) 
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Mlnlstry of Labor 
of the Russlan Federatlon 

Government of the Russlan Federatlon 

Deputy Mlnister 

In pursuance of lnstructlon NQ AW-n14-26707 of the Government of the Russlan Federatlon, 
dated August 25, 1994, the Mlnistry of Labor of the Russlan Federation has revlewed the 
World Bank report "On Restructuring Coal Industry In the Russlan Federat~on" and hereby 
subm~ts to you ~ t s  comments 

Appended 2 sheets 

E D Katuisky 
Deputy Mlnlster 
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Comments on the World Bank report "On Restructur~ng Coal Industry In the Russ~an 
Federat~on" 

The Ministry of Labor of the Russian Federation notes the relevance of the coal-mining 
restructuring program and supports the key argument of the report that special attention 
should be given to social protection of the workforce 

Given the fact that reorganization and restructuring of the sector will result in closure of 
loss-making mines, further effort should be taken to define mechanisms of protecting labor 
rights of the citizens and more emphasis should be placed on the needs of citles and 
regions, and to creation of new jobs 

Many mines earmarked for closure are focal points of their respective towns Cities and 
towns in the regions rely for their livelihood on coal-mining If mines are shut down and 
miners are relocated, hospitals, schools, entertainment and recreational facilities, retail 
outlets, services, railroads, construction companies, utilities, etc , will decline 

For that reason, relocation of the population of mining cities and towns requires additional 
measures to help redundant workers This holds especially true for the most vulnerable 
groups (retirees, disabled people, single parents, families with many children) People 
should be helped to move, find jobs for which they have qualifications or receive training 
It is also necessary to help them to receive housing, including allocation of land, purchase 
of construction materials and availability of low-interest credit facilities 

We believe that there are several ways to address the employment problems resulting from 
closures of mines and layoffs of miners Job creation must be included as a component in 
restructuring projects, and, if feasible, programs should be put together to promote small 
business and self-employment by means of operation of assets of closed mines and other 
assets sold to employees or purchased at public auctions and by investment tender in the 
process of privatization 

It would seem that the Interministerial Commission should review the aforementioned 
social and labor issues which arise in the process of restructuring the coal-mining Industry 

As regards wages in the sector, the Ministry of Labor does not believe in subsidies and 
subscribes to the opinion of experts who press for self-sufficiency of coal-mining 
companies in terms of labor costs 

On the other hand, in order to achieve consistent reduction of employment In the coal- 
mlning industry, employees should be encouraged to leave voluntarily in which case they 
should be entitled to severance pay depending on the length of service 
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To Mr N G Shamraev 
Deputy Minister, 
Ministry of Economy of RF 

The Institute considered the World Bank report "Restructuring the coal 
industry - Sector report" and informs about the following 

The report contains the detailed information on the state of the coal industry 
in Russia, provided by "RosUgol" The variation approach t o  the solution of coal industry 
development and a number of very constructive proposals make the report essential for 
practical work aimed to  the quest for the ways of the sector development 

A t  the same time, the Institute has some comments to  the report, which are 
summarized below 

1 The forecasted by the authors of the report an unambiguous decrease by 
2000 of the gross domestic product (GDP) down to  75% of the level of 1990, should be 
well-grounded We believe, that the variant, recommended by the Government of Russia, 
namely, the achievement by 2000 of GDP equal t o  90% of the level of 1990, could be 
considered in the report as well 

2 We can't agree with the authors' consumption forecast for 1997 
estimated as 146 million tons of coal ( this level is assumed to  be preserved up to  2000) 
The results of the stud~es, carried out by scientific-research institutes and other entities 
(VNIIKTEP of RF Ministry of Economy, Energoset project, firm "KOKS" etc ), confirmed by 
the experts from the coal, gas and power sectors of TEK (fuel and power complex) 
(minutes of the meeting in Mintopenergo RF of 0 2  11 93) and the data on the demand for 
the coal in Russia up to  2000, presented to  the coal industry department of Mintopenergo 
RF by the heads of administrations, estimate this demand to  be at the level of 230-235 
million tons The estimates, carried out by the institute "TsNIEUgol" together with the 
design and scientific-research institutes of the sector in the frames of "Main principles of 
coal industry development strategy in Russia" and " The outlines of the development and 
placement of coal industry in Russia up to  2010", approved by Mintopenergo RF on 
11 08  94, also polnt out to  the necessity of further increase of mining operations 

3 The levels of coal export and import should also be motivated We 
suppose, that the export of coal from Russia as a source of currency recelpts should be 
maintained at least at the level of 1993 As for the coal import, the authors of the report 
keep ~t up at the level of 14 million tons, retaining the dellvery in Russia of high-ash 
Eklbastuz coal w h ~ c h  can't be adm~tted, as Kuznetsk coal can be qu~te efficiently 
substituted for ~t thls thesis being confirmed by the results of jolnt studles of coal and 
power engineering experts, carried out In the frames of " The outlines " in 1994 

4 While acknowledging the need to  close some unpromising and 
unprofitable coal mining enterprlses, we consider the closure of 155 and 135 pits and 
surface mines (in accordance w ~ t h  the first and the second scenarios of coal industry 
development) by 1997 to  be quite unrealistic, as it is equivalent to the liqu~dation of 
almost 50  enterprises per year with the release of about 150 thousand people, working In 
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the ~ndustry-productive sphere One can't also agree wlth the proposal to close all mlnes 
of lntlnsky deposrt, over 50 mlnes In Kuzbass, all mlnes In the Sakha-Yakut Republlc and In 
Magadanskaya oblast We belleve, that the reallzatlon of unpromlslng enterprises closure 
program, almed to the prevention of soclal confl~cts, creatlon of condltlons for learnlng the 
new jobs, mlgratlon and provlslon of worklng places for the released labor power, wlll need 
much more time (no less than 10-1 5 years) The estimates show, that the total 
expenditures, connected wlth the closlng of Donetsk mlnes (Rostovskaya oblast) and 
mlnes of Podmoskovny basln, on the Urals and In Kuzbass, may be of the order of 14,5 
and 15,3 billion rubles in 1994 prices, according to the first and second scenarios of coal 
~ndustry development, proposed In the report 

5 The report does not motlvate the formation of reglonal coal markets The 
conclus~ons on the reductlon of coal output In Donetsk (Rostovskaya oblast) and Kuznetsk 
basln contradict the estlmatlon of competltlveness of coal In all above mentioned baslns 
The coal of Donetsk basln IS competltlve In almost all reglons of the European part of 
Russla, and as far as Kuzbass IS concerned, its coal (especially from the surface mlnes) IS 

competltlve In some reglons of the European part of Russla, on the Urals and In the West 
Slberla reglon The estlmates show, that the demand for Kuznetsk coal may give a 
supplementary Increase of 30-50 m~lllon tons per year wlth regard to the development of 
Erynakovsky reglon 

6 The suspension of the sector subsldlzatlon from the Federal budget will 
result In the long process of coal output decllne, wlth the Impact on economlc securlty of 
Russla That 1s why we belreve, that thls could be posslble only after the lmplementatron 
of restructurlng the overall fuel and power complex of Russla 

Whlle appreclatlng the report as a whole, we conslder ~t essential to polnt 
out, that the proposed scenarios of coal Industry development could be considered as 
alternative varlants of the temporary reductlon of mining operations volume, based on the 
assumption of GDP belng not hlgher than 75% of the 1990 level by the year of 2000 

V K Branchugov 
928-0 1-07 
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FIRST DEPUTY HEAD 
OF THE KOMl REPUBLIC 

16701 0, Syktyvkar, 
Kommun~st~cheskaya 9 

TO Mr A N  SHOKHIN 
Chalrman 

Interdepartmental Comm~ss~on 
on Soclal and Economlc Problems 

of the Coal-M~nlng Reg~ons 

Re your No AUI-TI 4-26707 
of 25 08  9 4  

Dear Alexander Nlkolayevlch, 

I am transmlttlng to  you herewlth the comments of the Mlnlstry of Industry, 
Transport and Commun~cat~ons of the Koml Republlc on the draft report concerning the 
reconstructlon of the coal mlnlng Industry In the Russlan Federatlon, prepared by a dlvls~on 
of the World Bank 

I belleve that the fundamental documents for the reconstructlon of the coal-rn~nlng 
sector In our Republ~c are Decree 71 6 of the Government of the Russlan Federatlon of 
19 0 6  1994 "Concerning Measures to  Stablllze the Soclal and Economlc Sltuatlon In the 
Pechora Coal Basln Reglon" and a number of follow-up documents, Inter aha, the Program 
of Restructuring Coal-M~nlng Enterprises of the Pechora Coal Basln, to  be prepared by 
December I ,  1994 and subm~tted for conslderatlon 

Flrst Deputy Head 
Koml Republlc 

(signed) A A Karakchlev 
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MINISTRY OF INDUSTRY, 
TRANSPORT AND COMMUNICATIONS 

OF THE KOMl REPUBLIC 

16761 0, Syktyvkar 
lnternats~onalnaya 157 
tel 2-40-37, 2-14-42 
fax 2-3744 

Proposals In connectron wlth the results of conslderatlon of the 
the World Bank report entltled "The Sltuatlon In the lndustry and 
Reconstruction of the Coal lndustry of the Russlan Federation" 

In general, the report provldes a falrly objective assessment of the srtuatlon In the 
coal Industry and, no doubt, can be used as a baslc document In development of the coal 
Industry reconstructlon reglonal programs However, we cons~der ~t necessary to make a 
number of comments relatlng prlmarlly to the sltuatlon In the Pechora coal basln 

1 It IS noted In the report (page 6, para 1 and 2) that the perlod of reconstructlon 
of the coal rndustry In many countries lasted from 20 to 30 years At the same time ~t IS 

stated that the reconstructlon perlod now should not exceed 3 to 5 years In our oplnlon ~t 
would not be posslble to complete reconstructlon of the coal Industry wlthln the stipulated 
perrod as thrs would requrre subs~dles the amounts of whlch would exceed by many tlmes 
those provlded at present 

2 It would probably seem premature to set the goal to phase out completely 
subsrdles to the coal lndustry In the near future would probably seem premature Most 
probably, a more rapld reconstructlon of the Industry would require slgnlflcant funds to 
cover the costs of reductron of the staff and of mlne closures Moreover, provlsron of 
subsldles to the coal Industry In some forms does not contradict the world practlce 

3 One cannot but agree wlth the provlsron In the report concerning provlslon of 
subsldles dlrectly to coal companies At the same tlme the report notes the facts of a 
wrong use of subsldles, these funds are used not for the protectron of people from 
dlffrcult problems of the transltlon perlod but for protection of productlon to cover the 
costs and to artlflc~ally malntaln the selling prices for the products at levels below therr 
productlon costs (vol 1, page 9, para 1-4) Probably, In thls case the central management 
structures should be entrusted wlth control functions both over the process of 
reconstructlon and the approprrate use of subsldles 

4 Restructuring of the coal Industry In the Pechora coal basln can be carrled out 
only under ~ t s  own reglonal program wrth due regard for speclflc features of thls basln 

4 1 The maln part of the reglon IS located beyond the polar clrcle, whlch makes ~t 
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extremely drffrcult to create alternatrve new productron unrts and new jobs for labor 
released as a result of staff reductrons and coal mrne closures, 

4 2 Durrng the forthcomrng decade the Komr Republrc wrll remaln an area 
supplyrng marnly raw materrals to the market A drastrc reductron of coal and other fuel 
and energy resources productron whrch account for about 70 per cent of the Republrcan 
budget could have catastrophrc and rrreversrble consequences for the economy of the 
regron 

On the bass of the above and account taken of specrfrc features of the Pechora 
coal basrn decrsrons concerning thrs regron upon recommendatrons of the World Bank 
should be taken very carefully after a detarled and rn-depth study of the draft Program of 
Reconstructron of the Coal Industry specrally adapted to the condrtrons of thrs basrn 

Mrnrster (srgned) E B Grunrs 
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Dear Members of the Commission, 

The report entitled "Reconstruction of the Coal-Minrng Industry", 
prepared by the World Bank is of certain interest, vrews and assessments 
from outside are always useful and advrce and recommendatrons of an 
experienced and independent expert are simply necessary And no doubt, 
the report submitted for considerations contarns these points However, I 
would like to discuss thrs questron later 

Flrst of all I would l ~ k e  to touch upon the pornts to  which we can not 
give our consent 

1 It was stated in the report that In many countries of the world the 
coal-minlng industry had undergone a protracted and parnful process of 
reconstructron, which lasted from 20  to 30 years And this concerns, inter 
alra, developed countries where the situation In the coal-mrning industry - 
could hardly be called catastrophic However, in the next paragraph of the 
same document it is recommended t o  carry out reconstruction of the 
Russian coal-mining industry wrthrn 3 to  5 years and in dolng this to  close 
down 10 mines by the end of 1995 and after that from 15 to  20  mines 
annually during the period up t o  2000 Even simple calculations suggest 
that the amount of government financing of mrnes closure (according to  the 
experience of the "Khalmer-Yu" mine of the Pechora basin) go far beyond 
the budget capacity And it is practically impossrble to  finance these 
processes from the funds of local coal producing firms The mine closure 
rates do not conform to  the forecasts made by the Mrnistry of Fuel and 
Energy of the Russran Federatron, the drfference berng more than 100 per 
cent 

Thus, one of the principal theses of the report concerning 
restructuring rates can not be consrdered well-founded and realrstrc 

2 The report contains the following forecast concerning the volume 
of coal productron by 2000 the coal production volume should be at the 
level of about 185 million tons per year According to  the "Main Lrnes of the 
Strategy of Russia In the Field of Energy" the volume of coal production In 
2000 should be 250-270 mrllion tons while the coal productron capacity 
should be maintained at the level of 350-360 million tons per year 

Such a difference (by almost 100 per cent) gives rise to  doubts for 
"The Strategy of Russia in the Field of Energy" was prepared by the Ministry 
of Fuel and Energy of the Russian Federation wh~le  a Deputy Mrnister of the 
RF Ministry of Fuel and Energy and the Director-General of the "RosUgol" 
company are mentioned as the main coordinators of the World Bank report 

Therefore, in our vrew, the second prrncipal provisron (concerning 
productron volumes) cannot serve as a basrs for the program of 
reconstruction of the Russian coal rndustry 
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3 We can not agree elther wlth the projections according to whlch 
the volume of coal productlon In the Pechora basln would be reduced to 12- 
15 mllllon tons 

Thls basln In the prlnclpal suppller of caklng and fuel coals for the 
North reglon and about 2 mllllon tons of caklng coal and 5 mllllon tons of 
fuel coal are exported to the North-West and the Central regions as well as 
abroad Moreover, we have even witnessed a sl~ght Increase In the 
productlon of fuel coal by the joint stock company "lntaugol" 

Taklng Into account that thls balance between demand and 
consumptlon can be considered well-established and that any Increase of 
natural gas consumptlon In the North IS not expected by 2000, the most 
reallstlc flgure of the productlon volume would be no less than 20 mllllon 
tons 

Furthermore there are two other speclal factors relatlng to the 
reconstruction of coal Industry In the Koml Republlc, whlch have been 
completely Ignored by the authors of the report The Pechora coal basln IS, 

geograph~cally, a part of the Extreme North Reglon and ~t would not be 
reallst~c to conslder creatlon of new jobs In thls reglon In response to a 
decrease of employment due to the closure of mines 

Furthermore, at present and, evidently, In the foreseeable future the 
Koml Republlc would be prlmarlly a suppl~er of fuel and energy raw 
materials whlch account for about 70 per cent In the economy of the 
Republlc 

A drastlc reduction of the coal productlon volume In the Pechora 
basln would undoubtedly lead to aggravation of the crltlcal sltuatlon In the 
economy of the Republlc In my oplnlon, ~t would be unwise and rlsky to 
project the productlon volumes wlth no regard for the general economlc 
sltuatlon In the reglon In whole 

4 In our oplnlon, the view of the authors of the report concerning 
the need to abandon the subsldles system IS erroneous Thls could be 
posslble only in case of a rap~d growth of Coal prices, whlch, ~f occurs, 
would have a paralyzing effect on the coal and related lndustrles 

Provlslon of subsldles In some forms does not contradict the world 
practlce 

5 The authors of the report rlghtly note the need to decentralize 
management and to provlde subsidies d~rectly to coal producing companies 
However, the report notes the cases of a wrong use of subsldles to cover 
productlon costs and not for the purposes of soclal protection of workers 

Consequently, a mechanism of control over the use of subsldles 
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should be established 

CONCLUSIONS the main figures characterizing the reconstruction process 
in the coal Industry - the rates and volumes of reduction - appear 
unjustifiably overest~mated and unrealistrc, while following the 
recommendat~ons based on them could lead to a collapse of the coal 
Industry with unpredictable social and economlc consequences 

Deputy Head of the Fuel & Power Complex Department 
of the M~nistry of Industry, Transport, 
and Communications of the Koml Republic, 
Chief of the Coal Industry Dlvision 
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FEDERAL EMPLOYMENT 
SERVICE OF RUSSIA 

Interdepartmental Comm~ss~on on 
Soclal and Economlc Problems of 

Coal Mlnlng Reglons 

Regarding the report of the World Bank "Survey of the Branch and Restructuring of the 
Coal Industry of the Russlan Federatlon" 

A t  the request of the Government of the Russlan Federatron dated August 25, 1994, NQ 
26707 

The Federal Employment Servlce of Russla has considered the report on the 
restructurlng of the coal Industry presented by the World Bank and, on the whole, 
supports the conclus~ons and proposals regarding the reemployment of the lald off workers 
In thrs rndustry 

A t  the same tlme, the Federal Employment Servlce of Russra malntalns that the part 
of the report deallng wlth the revenues and expenditures of the State Employment Fund 
quotes outdated flgures for 9 months of 1993 whlch do not reflect accurately the real 
state of thlngs In flnanclng employment programs 

The FES of Russla has analyzed the soclal and economlc sltuatlon In the labor 
markets of all coal mining reglons of Russla The analysls shows that the lay-offs In the 
coal enterprises to  be closed down In 1994 may cons~derably Influence the unemployment 
level In the reglons 

Pursuant t o  order No 37 of "Rosugol" dated June 27, 1994 3 4  mines w ~ t h  a staff 
of about 28 thousand employees will be closed down In the second half of thls year The 
closures will malnly affect Tula reglon (1 0 mines), Kemerovo reglon (9 mines), Rostov 
reglon (6 mlnes) and Chelyablnsk reglon (6 mlnes) 

In connection wlth the above the regronal agencies of the FES of Russla are 
devlslng employment programs for the miners of Tula and Rostov reglons, spectfylng 
concrete measures, sources and amount of flnanclng 

Proposals for slmllar programs have been prepared for Kemerovo and Chelyablnsk 
reglons to  be submitted to  the FES of Russla In October-November 1994 for approval 

A worklng commlsslon composed of mlnlstrles and branch departments executives 
IS leavlng for the republrc of Koml In the second half of September to  study the sltuatlon In 
the labor market the results of the comm~ss~on's work t o  be discussed at a meeting of the 
State Commlsslon on the prevention of emergency sltuatrons In the labor markets 

The settllng of coal Industry problems relatlng t o  the restructurlng of thrs Industry In Russla 
will be of clear-cut reglonal character - ~t will take Into account the state of the labor 
market In a particular reglon 

For Instance, In Smolensk reglon and In the republlc of Sakha (Yakutlya) the number 
of vacancies exceeded the number of offlclally registered unemployed, whereas In Sakhalln 
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region there were 23 "applicants" for one vacancy, In Leningrad reglon - 1 1, In the 
republic of Tuva - more than 8 

In the republic of Komi (1 9951, Kemerovo reglon and to a less extent in Sakhalin 
region the lay-offs in the coal mines to be closed down will have especially adverse 
consequences It will be necessary to devlse special programs of reemployment for these 
regtons with budget transfers and probable subsidies from the federal part of the State 
Employment Fund of the Russian Federation 

In other coal mining regions, such as Rostov, Perm, Tula and Chelyabinsk regions 
the local administrations and the Federal employment service agencies will be able, in FES 
estimation, to secure the preparation and implementation of regional employment programs 
independently 

Additional problems that may arise in the labor markets of Primorski kral, Leningrad 
and Novosibirsk regions as a result of the closures of unpromising coal mining enterprises 
will not be so acute and could successfully be dealt with by the administrations of the 
subjects of the Russian Federation and employment agencies 

If an emergency situation is predicted in a regional labor market both regional and 
federal agencles are to act according to the procedure set forth by the FES of Russia and 
approved by the State Commiss~on on prevention of emergency situations In the labor 
market in July this year 

The Federal Employment Servlce of Russia has reserved the necessary resources 
from the federal part of the State Employment Fund of the Russian Federation In the fourth 
quarter of 1994 to allocate subsidies to regional employment agencies in case of 
emergency situations 

M V Moskvina 
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FEDERAL EMPLOYMENT 
SERVICE OF RUSSIA 

Interdepartmental Commlss~on on 
Soclal and Econom~c Problems of 

Coal Mlnlng Reglons 

In add~tlon to  the letter of Federal Employment Serv~ce of Russia dated September 14, 
1994 NO M-1-1-1136 

The Federal Employment Servlce of Russla forwards tentatlve estimates of 
unemployment level In the coal mining areas In 1997, based on calculated data from the 
World Bank report on the restructuring of the coal Industry of Russ~a 

The calculation of the projected unemployment level In 1997 In coal mining reglons 
took Into account the scheduled lay-offs In barren mines In 1997 and the premise that the 
tendency of unemployment growth In the reglons In January-September 1994 will remain 
the same In 1995-1 996 

Unemployment level 1s determ~ned as a ratlo between the probable number of 
unemployed cltlzens in 1997 and the able-bodled population (according t o  the labor 
resources balance for 1992) 

Supplement 2 pages, 1 copy 

- page 77 - 



List of BASINS 

and 
Constituent 

Reglons 

PECHORA 

Koml Rep 

MOSCOW 

Tula obl 

DONBASS 

Rostov obl 

URAL 

Chelyablnsk 
obl 
Perm obl 

KUZBASS 

Kemerovo 
obl 
Novoslblrsk 
obl 
KANSK 
ACHINSK 
Krasnoyarsk 
kral 
Khakasslya 
Rep 
EAST 
SIBERIA 
lrkutsk obl 

Chlta obl 

Buryatlya 

Rep 
Tuva Rep 

FAR EAST 

Prlmorskly 
k r a ~  
Khabarovskly 
kral 
Amur obl 

NORTH EAST 

Sakhalln obl 

Sakha Rep 
(Yakutla) 
Magadan obl 

No of 
Unemployed 
as of 1 SEP 

1994 
('000s) 

24 0 

32 0 

37 6 

14 2 

20 6 

23 3 

5 6 

29 9 
3 8 

6 4 

2 2 

13 5 

15 6 

12 1 

11 3 
2 0 

4 8 

Level of 
Unemploy 

ment ( O h )  as 
of 1 SEP 

1994 

3 3 

1 6  

2 3 

0 8 

1 3  

1 4  

1 8  

2 0 
0 5 

1 1  

1 4  

1 0  

1 6  

2 0 

2 6 
0 3 

2 1 

Dlrect 
Employment 

In 1992 
('000s) 

70 4 

41 0 

135 4 

79 4 

296 3 

25 5 

24 4 

63 1 

27 1 

Assumed 
redundanc~es 
at mlnes In 

1997 

Var 1 Var 2 

490  3 8 4  

Expected Expected 
level of number of 

unemploy unemployed In 
ment In 1997 ( 000s) 

1997 (1) 
Var 1 Var 2 Var 1 Var 2 
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Committee 
of the Russian Federat~on 
on Metallurgy 

Fax 203 74 82 
Interagency Commission 

on Social and Economic Problems 
of Coal Mining Regions 

103 71  8 Moscow Slavyanskaya PI 2 
Cable Moscow K 11 Metallurgy CommMee 

September 12 1994 No 1 1 66 

On the report by the lntarnat~onal Bank for Reconstruct~on and Developmant 
On the srtuatlon In the sector and reconetructlon of coal rnlnlng industry 

of the Russlan Federat~on 

The Committee of the Russian Federation on Metallurgy, having considered the 
report by the International Bank for Reconstruction and Development "On the situation in 
the sector and reconstruction of coal mining industry of the Russian Federation" and its 
annexes, is noting hereby a quite high level of the papers prepared, an ample scope, and 
comprehensive solution of the issues raised 

The findings and proposals as contained in the report may well serve as a basis for 
further formulation of a reconstruction program for Russian coal mining industry 

Some findings and statements by the report authors seem, nevertheless, to offer a 
cause for argument Thus, the suggestion to further raise coal prices does not take into 
account the fact that their rise would result, as substantiated by the current practices, in 
growth of consumers' debts and would fail to resolve the problems of coal mining 
enterprises 

The report entirely overlooks the fact that a price rise for coal, given limited 
opportunities of its export expansion, would cause significant distortions in the economy 
and land-slide bankruptcies of the operational enterprises as a result of price and tariff 
rises for electric power, transportation services, and industrial goods In the last analysis, 
the industry would loose its domestic users This is why the views of coal mine 
management, the Rosugol company, the Committee of the Russian Federation for 
Metallurgy, the Ministry of Economy, and the Ministry of Finance seem to be more 
pertinent as to establishment of an ad hoc coal fund to subs~dize the coal industry 

A statement to the effect that consumption of cok~ng coals would drop by 27 5% 
by 1997 as agarnst 1993 (p 101 does not seen to be correct, for our est~mates do not run 
over a 10% drop 

The idea to immed~ately (as from 1995) abolish regular subsidies, but for those for 
social needs (that runs all through the report) does not seem to be acceptable under the 
current situation in Russia for a number of reasons First, this would result in land-slide 
price and tariff rises in the supplier industries using coal (power generation, transportation, 
steel, etc and would render their products non-competitive, second, given unreal 
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opportunltles of the employees to  get hous~ng and employment In other reglons, thls klnd 
of solutlon would be a source of hlgh soclal tension In the region, th~rd, wage/salary 
subsldles In 1995 merely to  the reglons wlth an employment rate in the coal minlng of 
over 5% of total employees would chase the employees of those reglons (Amur, 
Chelyablnsk, Irkutsk, Magadan, Perm, Sverdlovsk, Tula, Krasnoyarsk, Prlmorskly Kral, the 
republics of Bashklrlya and Yakut~ya) Into deadlock That approach absolutely dlsmlsses 
the fact that the coal mlners are housed In a given reglon In compact settlements, I e in 
some towns and v~llages rather evenly In the whole of the area 

To our mlnd, it would more appropriate to  apply that approach to  the number of 
jobs In the town or lndustrlal agglomeration In questlon 

Head of the Department 
for Economy and Forecast~ng (signed) V G Bobylev 
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PROPOSALS 

of the joint stock company "Severokuzbassugol" 

pertaining to the conclusions and recommendations of the World Bank 

concerning the restructuring in the coal industry 

of the Russian Federation 

1 To adopt appropriate policy in the coal industry the requirements in coal produced 
separately by enterprises of each joint stock company should be determined 

In our opinion, without State support enterprises of the joint stock company cannot 
remain stable A level of State support and a period of State support should be 
determined When decisrons on these matters are taken the problem of released industrial 
and production workers should be addressed 

2 Subs~dies for the development of production should remain Subsidies should be 
provided in accordance with the existing procedure, I e through "Rosugol" 
Subsidies should be provided for the development of production, closure of mines, 
personnel reduction and for the production as well Subsidies for the production 
should be provided on the selective basis 

3 An amount of subsidies should encourage the retirement of workers while ensuring 
their social protection 

4 Programs should be developed for each coal field with spelling out every directron 

5 Mines should be closed in accordance with a strict Government program 
simultaneously with the development of a program of social protectron of workers 
and engineer and technical personnel 

General Director 
A 0  "Severokuzbassugoln 

E V Kukharenko 



OPEN JOINT STOCK COMPANY 
"CONCERN KUZBASSRAZREZUGOL" TO S V Loparev 

Deputy head of the admlnlstratlon 
of Kemerovskaya obiast 

Ref Proposals of the World Bank regarding the 
restructurlng of the coal Industry In Kuzbass 

Wlth reference to your letter NQ 10-1 011 584 of 29 August 1994 we are ready to 
advlse you as follows 

Enterprises maklng a part of open jolnt stock company "Concern 
Kuzbassrazrezugoln are not plannlng to cut the coal productlon In the years to come 

Durlng elght months of 1994 the output at the enterprlses of the jolnt stock 
company Increased by 386 thousand tons as compared wlth the same perlod of the 
prevrous year 

To Increase the competlt~veness of produced coal the enterprlses of the joint stock 
company have developed and carry out measures almed at Increased efflclency of 
productlon, growth of labor product~v~ty, cutting of productlon costs for all components of 
cost value, reduction of the number of workers and introduction of advanced cycllcal 
assembly-line technologies at the enterprlses of joint stock companies "Razrez 
Bachatsky", "Razrez Taldlnsky", "Razrez Krasny Brodn 

According to technical and economlc estimates, lmplementatlon of developed 
measures and lntroductlon of new technosogles will permlt to cut the number of workers 
and at the same tlme to Increase the coal productlon by 4 - 4 5 mllllon tons In the next 
two or three years 

Hlgh quallty of coals produced at the enterprlses of the joint stock company allows 
them to compete wlth coals produced In other flelds 

The enterprlses of the joint stock company are constantly expanding the coal sales 
market 

For example, an agreement wlth energy producers In the Ural region has been 
reached concerning the use of our coal Instead of coal produced In Eklbastuz 

Moreover, the need for coal In Kuzbass Itself IS lncreaslng due to the reduced 
supplles of natural gas 

At the same tlme the search for new consumers of our coal In the reglons of 
Slber~a, Far East and other regions stdl remalns a prlorlty task, and for ~ t s  solutlon ways to 
cut the costs of the Mlnlstry of Railroads for the transportation of cargo should be found 
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It would be apprec~ated if ~n the process of consrderrng the proposals of the World 
Bank for Kuzbass In general this position of our joint stock company 1s taken rnto account 

Chlef englneer of the joint stock company A L V~rula 
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OF THE INDEPENDENT LABOR UNION 
OF COAL MINING INDUSTRY EMPLOYEES 

( R O S U G L E P R O F )  
109004 Moscow Zemlyano y val64 Phone 9 15 8 0  8 1 Fax (modem?) 9 15 0 1 02  

STAND 
OF THE MINERS' LABOR UNION 

on the paper "Report on the sltuatlon In the sector 
Restructur~ng the coal Industry August 8, 1994" 

prepared by the World Bank 

Bankers' Recommendat~ons and an Obscure Outlook 
for Russian Economy 

A d~st~nct~ve feature of the report by the World Bank IS ~ t s  thrust on purely 
f~nanclal Issues w ~ t h  no account taken of the speclflc nature of the coal mlnlng Industry 
The World Bank IS f~rs t  and foremost a BANK and ~ t s  reDort IS a BANK DOCUMENT as 
ap~lled to the coal mlnlna lndustrv Except for plans to cut subs~d~es, no mechan~sms of 
rnak~ng the sector compet~t~ve are suggested It all IS to materlallze In some ~nconcelvable 
way, and that way remalns off screen 

The calculat~ons d~sregard the follow~ng 

- the role the coal mining Industry plays In Russran economy, 

- the potent~al of the coal mining Industry to develop upwards, and 

- the eventual soc~al repercusslons of a massive shut-down of mines 

Restructur~ng IS a~med at two bas~c results to Improve the f~nanc~al Dosltlon 
gf the Government and TO CUT EMPLOYMENT In the coal mlnlna realons, In both 
Instances - the sooner, the better (p 19 of the Engllsh vers~on), whlch IS hard to rate as a 
strategy of restructur~ng the coal mining Industry 

The Inadequate translat~on of the Engl~sh orlglnal Into Russ~an glves rise to  
doubts Thus, the above outl~ned alms are worded In Russ~an as follows the pace of the 
lmplementatlon of the actlons recommended for sett~ng target f~gures IS k~nd of a trade-off 
between two pr~nc~pal tasks, I e to ImDrove the flnanc~al ~oslt lon of the Government and 
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TO CUT DOWN THE LEVEL OF UNEMPLOYMENT In the coal mlnlna realons, In both 
Instances the sooner, the better (pp 19-20 of the Russlan verslon) The sald 
mislnterpretatlon IS a matter of prlnclple, and a negligent translation (we leave aslde the 
assumption that the contents of the report have been purposefully distorted) can result In 
mutual mlsunderstandlng of the Russlan and Amerlcan partres, given the fact, rn partrcular, 
that thrs error IS not the only one In the report 

Under the Russran versron, the paper is a jolnt report by the World Bank and 
the Russlan Government The Engllsh orlginal ldentifles ~t as a report by the World Bank 
As the Government's own posltlon 1s polltlcally meaningful, the Mlners' Labor Unlon would 
llke t o  clarlfy the Issue 1s the eaeer submitted for dellberatlons a ~olnt  reeort bv the World 
Bank and the Russlan Government settlna forth the vlews of the latter or 1s ~t a reDort 
made bv the World Bank for the Russlan Government? 

RUSSIAN REALITIES COAL AND THE FUTURE OF RUSSIA 

The need for the Russran coal mlnrng rndustry to be restructured 1s beyond 
doubt The current subsldy system IS apparently too heavy a burden on the publlc budget 
and 1s unable to Improve houslng or worklng condltlons of the mlners or to promote the 
long-term development promlse for the sector elther 

The suggestions by the World Bank are resting, however, on an Ideal market 
economy model and on an analysls of the coal mining Industry that proceeds from entlrely 
unrealistic statistics For seventy years, the "plannlngn of the Russian economy has been 
based on utoplan schemes which were a product of morbid lmaglnatlon of ~ t s  fuhrers 
Russia has just only begun gettlng rld of ldeologlcal dogmas What people now need 1s not 
the market bolshev~sm of the World Bank, but rather a well-conceived program for the coal 
mlnlng rndustry that rests upon the reallty of Russlan economlc and soclal environment 

The coal mlning Industry IS the bass of coal reglons economy When there IS 

no coal mlnrng, the coal reglons will slmply dle out and millions of people will become 
refugees The only way to  avold an economlc and soclal catastrophe IS the development of 
the coal mlnlng reglons economy on the bass of coal through developing and updatlng 
coal user lndustrles and the drvers~ficat~on of the reglon lndustrlal basis 

Coal mining enterprises are not mere bank accounts and equrpment, they are 
a core of mlners' commun~ty settlements surrounding the mines In a due course, the 
mrnes holdlng no promlse must be closed down, but the settlements should develop 
production substitutes with the partlclpatlon of the available work collectives 

Havlng fam~llarlzed Itself w ~ t h  the report of the World Bank on restructuring 
the Russlan coal mlnlng Industry the M~ners' Labor Unlon disagrees on the following 
Issues 

FORECASTING A CRISIS AND MOTH-BALLING RUSSIAN ECONOMY 
AT THE CRISIS STAGE OF DEVELOPMENT 

The sum total of estimates and the coal Industry restructuring concept as a 
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whole are bullt upon an Idea of a contlnulng product~on decrease In the country Such 
formulation of the problem IS Incorrect for a number of reasons Flrst of all, ~t IS contrary to 
fact Some flgures show a halt In the product~on drop and some stablllzatlon ensulng In ~ t s  
turn, the report by the World Bank also allows of an eventual recovery of the economy, 
after ~t has passed its crisis peak In 1995 The World Bank's tactlcs almed at a dramatlc 
reductlon of the oroductlon caoacltles of the coal lndustrv results, therefore, In moth- 
balllna Russlan lndustrlal oroductlon at the neak of the crlsls It IS not by chance that the 
coal Industry has been chosen, for ~t IS baslc for the heavy ~ndustry, and ~ t s  moth-balling 
lnvolves a cham-moth-balling and aggravating of the crlsls In all the heavy rndustry sectors 

The argument of the World Bank to the effect that world coal consumptlon 
IS on decllne and the same would, therefore, happen In Russla IS not logically true elther 
The prlncrpled error conslsts In the fact that the world coal consumptlon drop was the 
result of a technologlcal restructurlng of all lndustrlal sectors New energy-conserving 

technologies emerged, along wlth change-over from coal to 011, propanelbutane, etc , In 
other words ~t was a natural stage of the sclentlflc and technologlcal revolution Unllke the 
sltuatlon In the West, the causes for the decrease In Russla were not technologlcal ones, 
for its product~on potentlal has not been renewed or updated The lmmedlate cause was 
scarce turn-over funds whlch brlng about debts and mutual non-payments Fundamentally, 
now In Russla. we are wltnesslna a crisis of a structural chanae-over from the orevlous 
svstem of economlc manaaement to a new one, thls IS whv ~t IS lnaooroorlate to talk about 
an over-oroductlon crlsls (The crlsls that the World Bank Intends to resolve by hard market 
methodology IS actually a response of the Russlan economy to the appllcatlon of market 
methodology to ~t - and its fallure A restructurlng of a vast economlc complex requlres a 
planned regulation, whlch was mentloned, as a matter of fact, In the November report by 
the World Bank) The slmplest example to substantiate the above mentloned IS as follows 
agrlcultural machlnery has not been renewed In kolkhozes for 5 to 8 years now, and not 
because there IS no need to, but rather because the State has not pald its debts to 
kolkhozes for several years Hence, the missing demand for agrlcultural machlnery - and 
metals, and coal Would the heavy lndustrv be able to overcome the crlsls if there IS a 
drastlc reductlon of coal mlnlna caoacltles? 

UNSYSTEMATIC APPROACH OF THE PROGRAM 

A major drawback of the report IS that a systematic approach IS lacklng, one 
product~on sector IS artlflc~ally dlssoclated from its soclal context, its cultural environment, 
and from the whole of the product~on complex, though its lnterconnectlon wlth other 
sectors IS easy enough to see The suggestion to phase out mining power coal In the 
Pechora fleld (p 32) whlch would black out vast areas of the Republlc of Koml IS one of 
the oddest 

A major Issue of the structural change-over faclng Russla, and one that IS 

hlghllghted In the report by the World Bank IS the locatlon of Industry that was 
precondltloned rather by past mllltary and polltlcal and not economlc conslderatlons It 
resulted In coal mlnlng, metal product~on, and heavy Industry preva~llng In the Kuznetsk 
and Urals coalfields whlch supply the far reglons of Russla, wlth l~mlted catering to the 
needs of the local population The Ideas of the World Bank aoolled to other oroductlon 
sectors mav lead to the same conclus~ons as the reoort on the coal lndustrv does Metal 



productlon, chem~cal, and heavy lndustrles In the Urals and Kuznetsk coalfields are 
noncompetitive because of hlgh transportation costs, and, In the wake of World Bank's 
log~c, are to be shut-down In fact, ~t looks as ~f the World Bank forecasts of a decrease In 
coal demand were based on the assumption that the mentioned sectors are to wrap up 
But what would replace them7 Who is supposed to invest In services and productlon of 
goods for people ~f they have nelther work nor prof1ts7 

The lack of a svstematlc approach IS based on a tactics of isolation of the 
coal mlnina from other sectors and the mlners from the rest of the ~ o ~ u l a t l o n  

NEW SOCIAL PROBLEMS AS THE RESULT OF THE IMPLEMENTATION 
OF THE WORLD BANK'S PROGRAM 

The lmplementatlon of the World Bank's program poses more new problems, 
for the Government ~nclusive, than ~t promises to solve The World Bank experts have no 
Idea whatsoever of the soclal and cultural context within which the Russran society IS 

functioning In their suggestions, they proceed from their own experience, that has nothing 
in common wlth the Russlan reallty Their advlce In this fleld tends to destroy the social 
infrastructure unstable as ~t IS 

Such are, for Instance, the recommendations on the speedlest possible 
shiftlng of the social matters from enterprises to municipal authoritles In dolng thls, the 
"Housing" Sectlon (p 16) lndlcates the houslng available and In no way the constructlon of 
the new one With the matters of housing transferred to municipal authoritres, people who 
have llned for (free) dwellings for years are deprlved of this right Under the current 
condltlons, a worker cannot solve h ~ s  housina problem without the sumort of the 
entermse Thus, even ~f the vounner aeneratlon can flnd a lob, ~t would be incapable of 
faclna the problem of housrnq 

Even more dublous seems the advlce to the effect that upon havlng attalned 
the goal of lowerlng the employment level In a glven coalfield by 25 to 30% (p 14, 
para 1 ), the main thrust must be made on the formulation of reglonal programs involv~ng 
measures to promote migration from the most crltlcal areas to the ones with better mining 
opportunities or simply wlth more favorable economic outlooks (p 14, para 1) People 
suggesting measures to encourage migration are absolutely unaware of the Russian real~ty 
although even the "experts" of the World Bank should have heard about the problems of 
the redeployment of the Russian military, not to mention numerous refugees from the 
former Soviet republcs For the reasons of lacking a houslng market, of the obligatory 
administrat~ve registration, and other social and cultural factors, people would hold on to 
the mining to their very utmost Furthermore, people, former miners who have left the 
areas of a planned disaster and lost housing there would not be able to have it elsewhere 
The program of actlons to encourage mlgratlon if implemented, would not only result in a 
tragedy for many families but In a new ~roblem for the Russian Government. I e the one 
of refuaees from coal mrnina reaions The program of the World Bank thus Intends to make 
the mlners and thew famlly members not only unemployed but also homeless people who 
have been sacrificed to the idea of restructuring in Western style 

The program suggests that subsidles be channelled to indemnify the 
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drsmlssed, I e the subsldles are suooosed to be oald for closlna current lobs instead of 
lnvestlna them Into the aeneratlon of new ones The ~ndemn~f~cat~on of the dlsmlssed 
employees IS an act of payment for closure of a job, I e the lndlvldual occupying the given 
job sells ~t The Trade Unlon IS agalnst the Idea of forclng employees to sell their jobs On 
top of that, a job IS not a property of the lndlvldual who occuples ~t 

Instead of discussing the matter of poor lndemnltles to the dlsmlssed and 
the amount of those ~ndemnltles, ~t IS more appropriate to thlnk of the generatlon of new 
jobs Closina mines and the lm~lementatlon of the Droaram of a comorehenslve 
restructurlnn would lnvolve 300 000 to 500 000 em~lovees dismissed - not counting the 
loss of jobs by those employed in the infrastructure servicing the miners - and lacklng jobs 
for the younger generatlon Does the Russlan Government have funds for the constructlon 
of new enterorlses to orovlde jobs for such a number of the unemoloved7 And ~f not the 
Government, who IS supposed to Invest into the deserted coal mlnlng reg1ons7 

HOW THE TWO VERSIONS OF THE REPORT BY THE WORLD BANK DIFFER 

An analysls of the two versions of the report by the World Bank shows that 
the report ~ssued in August 1994, as agalnst the one formulated In November 1993, has 
considerably shifted its thrust 

The November verslon ldentlfled labor costs as not berng one of the cruclal 
factors bearlng on the growth of production costs and subsldles (p 2, para 61, whlle the 
August verslon makes a sharp turn Rlses In wages were the main drivlng force of the 
growing productlon costs In 1993 (p 8, para 41, hence mass d~sm~ssals and a drop In 
oversized miners' wages (the latter - through abol~shed Tarlff agreements governing the 
wage levels In the sector) It IS an open secret what Russlan statlstlcs are This IS why the 
flgures on the changing subs~dy pattern IS but a juggle wlth statlstlcs Actually, the 
subsldles have been relatively stable as from 1991, the reason being not the rlslng miners' 
wages, but rather the collapse of the Russlan economy In general Furthermore, subsldles 
for coal minlng were heavlly cut down in 1994 whlch was not followed by any klnd of 
planned actlon to reform the coal Industry or economy In general (judglng by the figure at 
page 9 of the report the cut was by 20% and by the figure at page 88 of the same report 
the cut amounted to 40% Such considerable difference IS one more evldence of a shaky 
statlstlcs reference for the global flndlngs by the experts of the World Bank) 

The November report drsplays a kind of crltlcism of market economy and 
concern for eventual chaotlc and unorderly changes resulting In major economlc and soclal 
after-effects (p 1, para 3) and suggests that the process of changes be put under control 
(I e as based on planning) by turning to coordinated efforts to formulate a comprehensive 
pol~cy of structural changes In the sector and to settle social consequences (p 2, para 5) 
In the Auaust reoort. the market covers evervthlna and a cut-down of subsldles for minlnq 
lndustrv IS rated as the most Important mechanism But the November reoort has 
cautioned us aaalnst exactlv thls kind of oollcv In notlna that the exoerlence aathered bv 
other countrres IS lndlcative of the fact that thls klnd of actlon would have llmlted effects 
and would lnvolve maior costs manlfest In soclal and oolltlcal unrest (p 12, para 451, In 
this Instance, Increased subsldles for metal productlon, heat generation, and electr~c power 
generation are to be substituted for a subsldy cut for coal Industry 



The follow~ng actions aimed at making miners drop their jobs are suggested 

- to ban the retired from being employed, 

- to cut miners' wages, and 

- to opt for a modest and short-term indemnity for the dismissed 
Instead of paylng subsidies for the coal sector 

In other words, the two versions of the report are controversial and even 
conflict~ng This k~nd  of dash~ng is a case for caution and no one can guess the pos~tlon of 
principle to be taken by the experts of the World Bank in the year to come Though it IS 

not far-fetched that the second version has merely d~sclosed the prev~ously concealed 
purpose to cut the subsidies ASAP, in doing so, the version does not take into account 
the prospects for those dismissed from the mining industry in miners' reglons 

Actually, the issue of subsidles has no bearing whatsoever either on the fact 
that certain mines produce coal at higher costs as compared with other mines, or on low 
labor productivity level and overs~zed personnel of the mines The November version of the 
report (p 5, para 18) states that In 1990, the subsidles were absolutely ~nsignif~cant This 
IS why the World Bank is in the know that, apart from the dramatic price rise for 
materials, the problem of subsidles has emerged from a general production drop 

The World Bank IS puzzled to see that the enterprises do not tend to dismiss 
their employees In spite of the output drops, that the latter was relat~vely uniform at all 
enterprises, and low cost mines faded to dramatically raise thew output This IS, however, 
a policy of the industry sustainable enough to reta~n production capacities and labor force 
pending an economic revival, all the more so at times where The Employment Fund IS 

short of funds to support the unemployed 

EVENTUAL EFFECTS 

ECONOMIC EFFECTS 

The program of restructuring the coal mining industry proposed IS a policy of 
a drast~c cut of the industr~al potential of Russia In the August report, all moves are 
d~rected to soft-pedal discontent w ~ t h  and protest against the policy of the World Bank In 
do~ng so, the Bank has no argument in support of the ~mplementat~on of the pol~cy 
proposed and there IS no ev~dence of its pos~tlve effects on Russ~a's economy and welfare 
standards of its people There is no other purpose there than to reduce product~on 
capacltles, cut the number of the employed by the Industry and, thus, to abolish the 
subs~d~es An instrumental aim IS promoted as a major one, but its purpose stays off 
screen It is absolutely unclear how the mines that survived could poss~bly grow 
competltlve, and the report ind~cates no way of meeting the challenge Should the answer 
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be new technologres, would the survrvrng mrnes be capable of updating, provrded that the 
maln purpose of restructuring IS to abollsh the subs~d~es, and they would rapidly decrease? 

The ~ r o ~ o s e d  oroaram tends to undermine the fundamentals of the heavv 
rndustrv and IS ~roductrve In turnrna Russra rnto an rmDorter of metals, heavv machrnerv, 
etc The reduction IS a purpose per se It IS a wrap-up for wrap-up's sake A false analogy - 
wrth the West IS berng drawn where the reduction was condltloned by technological 
updatrng Here we are facrng erther a logrcal error or a well-conceived polrcy 

SOCIAL EFFECTS 

In rts drrve towards abolishrng the subsrdres for the coal rndustry, the 
Government could drsmrss mrners It would have, however, to Dav funds thus saved on 
the subsrdres throuah other channels The costs of unemployment are vast and of a long- 
term character Those payments are not merely the ones for socral needs made through 
munrcrpalitres The costs rnclude grgantrc economrc losses, the loss of skills by the 
drsm~ssed, the demoralizatron of the unemployed under rmparred socral condrtrons, the cost 
rise of health care (grven a tendency for mental drsorders and drug addrction to rrse In the 
areas of mass unemployment), of controllrng crime that, under mass unemployment, could 
become the only source of subsrstence The surging wave of refugees from coal mrnrng 
areas generated by the "measures to promote mrgratron" proposed would exact huge 
add~tlonal costs whrch are unsustarnable under the current situatron and are not envrsaged 
In public budget 

POLITICAL EFFECTS 

The rmplementatron of a program that forecasts and perpetuates Russla's 
backwardness would be the best promotron In favor of opposrtronal polrtrcal forces, the 
party of Zhrrinovsky rnclusrve The Mlners' Labor Unron IS rnformed of a growing 
drsapproval of the polrcy of the current Russran Government In the field In recent months, 
the workersf movement most defrnrtely has grown polrtrcrzed At  the town and enterprise 
level and In mrners' collectrves, the Issues of formrng therr own party by workers or of 
backrng up one of the actrve partres are drscussed There have appeared lnrtratrves to 
restore workers' and strrkers' committees have The absence of its own Droaram of 
reformrnn the Russra's rndustrv and the rm~lementatron of the oroaram of the World Bank 
bv the Russran Government would brrna the countrv to the brrnk of economrc colla~se and 
would mean a surcrde of the current Government 

OPINION OF THE MINERS' LABOR UNION 

1)  The Mrners' Labor Unron absolutely drsagrees wrth the rnhuman prrncrples 
taken as a basrs for the rmplementatron of the restructurrng program proposed by the 
World Bank The Unron deems ~t rmpossrble to agree to the plans of turning the coal mlnrng 
regrons rnto areas of mass unemployment, the plans to organize rmpoverlshment of mrners 
and a surge of refugees from the mrners' areas whrch would be the result of the World 
Bank's programs proposing "measures to encourage mrgratron" from one areas to another 

2) The Mrners' Labor Unron rates the rndemnltres to be pard to the 
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employees fired from the enterprises as a payment for the liquidation of their jobs and 
insists on the main thrust to be shifted to the forward-looking generation of new jobs 
rather than to  indemnities 

3) The Miners' Labor Union thinks that, for all its draw-backs, the report by 
the World Bank has played its positive role in prompting public and private agencies to get 
down to discuss the issues concerning the future development prospects of the coal 
~ndustry The Miners' Labor Union suclaests that the Russian Government should carrv on 
with the discuss~on of the oroblems of the coal industrv and initiate a forward ~lannina of 
the reconstruction of the Russian economv To the contrary of the World Bank's approach 
that promotes a mass vacation of jobs (I e mass unemployment) as a conceptual and 
instrumental purpose and condition of the implementation of the program, the Miners' 
Labor Union oroDoses that the main thrust In the formulation of restructurina oroarams 
should be on the retention of social aains, and in deliberations and formulation of a 
program of comprehensive economic revival of Russia Prominent line experts of the 
industry, labor unions as well as intellectual potential of academic and research institutes 
should be involved 

The onlv thina reauired is the will of the Russian Government to refuse the 
suaaestions bv the World Bank and to initiate its own revival oroaram for the Russian 
economv taraeted at the needs of the Russian oeoole 

For the ~mplementat~on of a revlval program for the coal ~ndustry, the 
Mlners' Labor Un~on lns~sts on the following 

1) The coal industry should be managed and funded by a sole central body 
that would be able to harmonize the development of the coal industry and its suppliers 

2) The Miners' Labor Union turns down the attempt to restructure the coal 
industry by a forced cutting of miners' wages and Insists that the Tariff agreement should 
stay in place, and the issues of labor remuneration and of wages should stay on as a main 
Item of line tariff agreements 

3) Budget funds should be used far investments in the development of coal 
regions and for the generation of alternat~ve jobs 

The need for and expediency of such measures are substantiated by the 
experience of restructuring of coal industries in the countries of Western Europe, the 
operation of the Agreement of the Century in the FRG and the actual experience of the 
European Coal and Steel Union 

Moscow, September 21, 1 994 
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MINUTES 
OF THE MEETING OF "KUZBASS COAL" ROUND TABLE 

PROBLEMS AND PERSPECTIVES 

September 21, 1 994 City of Novokuznetsk 

The round table was held within the framework of the workshop "Kuzbass Invites 
to  Cooperation" The round table meetings were attended by the heads of the productron 
associations, joint-stock companies, mines and open pits of the coal industry, by the heads 
of the joint-stock companies in metallurgical rndustry, by representatives from the 
adm~nistrations of Kemerovo regron and Kuzbass coal mrnrng towns, by sclentrsts from the 
academic and departmental research institutes and higher educational institutions of 
Kuzbass, by representatives from the company "Rosugol", by representatives from forelgn 
engineering companies, geological exploration agencies and other organrzations operating 
in conjunction wlth the coal miners 

The round table chairman - V Ye Bragln, first deputy director, Kuzbass 
admrnistration for the coal industry "Rosugol" 

G I Gritsko - Chairman of Kemerovo research center, Srberian branch of the Russian 
Academy of Sciences, correspondrng member of RAS 

The reports on the agenda were presented by 

V Ye Bragin - Flrst deputy director, Kuzbass administration for the coal ~ndustry 
"Rosugol" "Survey of Kuzbass Coal lndustry Economrc Indices of the Coal Mining 
Enterprrses The place of Kuzbass in the Coal Balance of Russia" 

G I Grltsko - Chairman of Kemerovo research center, Srberian branch of the Russran 
Academy of Sciences, corresponding member of the RAS "Energy Program of Russia and 
the Role of Kuzbass in its Implementation" 

V M Stankus - head of laboratory, the lnstrtute of Coal, the Siberian branch of the 
Russian Academy of Sciences "Kuzbass Coal lndustry Strategy in a Market Economy" 

A A Baichenko - head of laboratory, the Institute of Coal, the Srberran branch of the 
Russian Academy of Scrences "Reprocessing Coal Slime from the Outer Settlers of 
Kuzbass Coal Enterprises 

At the participants' request an additional report "On Recommendatrons by the IBRD 
Regarding the Perspectives of the Coal lndustry of the Russ~an Federation" was presented 
by S V Loparev, deputy head of Kemerovo regional administration 

The reports examined the srtuation in the coal ~ndustry of Kuznetsk coal basin, the 
use of production capacities, the measures to  stabilize the coal output The reports clearly 
outlined a number of drawbacks that make it impossible to improve the technical and 
economic indices of the mines, open p ~ t s  and other coal enterprises of Kuzbass region 
Some of the drawbacks are a decline in the coal production from 159,2 mln tons in 1988 
to 107 mln tons In 1993 and a decline by 12% In 1994, unjustrfied high railway tarrffs for 



coal transportation and a complicated payment procedure at terminals, delays In payments 
by customers, unstable prices on equipment, materials and power supply, excess staff on 
payroll (overstaffing) because of the shortage of jobs In the coal mining towns, reduced 
demand for coal In summer months and In general, whlch relates, to a great extent, to a 
general decllne In the lndustrlal output In the Russlan Federatlon 

Varlous strategies of the development of Kuzbass reglon were analyzed It IS worth 
mentlonlng that the reports and the ensuing debates displayed much controversy on the 
perspectives of Kuzbass 

Moscow central bodles and the lnternatlonal Bank of Reconstruction and 
Development suggest a decllne In the coal productlon of both the Russlan Federatlon and 
of Kuzbass to 220 and 73 rnln tons accordingly Thls suggestion IS substantiated In the 
flrst place by a decllne In the paylng capacity and the need for coal productlon subsldles 
The majorlty of the round table meeting were very crltlcal of the unsubstant~ated and even 
harmful nature of such proposals To prove thls point a number of well grounded 
arguments were presented, among them are the following 

- the world tendencies In the development of energetics ( of primary energy 
resources In particular) polnt to a rise of the share of coal from 24% In 1990 to 27-28% 
by 2010 

- the energy program envisages a decllne In the power capaclty of the GNP by 220- 
250 rnln tons of coal fuel wlthout speclfylng the concrete measures to be Implemented 
now In order to transfer the natlonal economy to a new sclentlflc and technological level 

- the program d ~ d  not predlct a sharp decline in the 011 productlon by almost two 
times from 1990, but thls decllne 1s already a fact and ~t IS not clear how to  make up for 
It 

- In case a decline In the lndustrlal output In the Russlan Federatlon stops and, on 
the contrary, the economy improves, ~t will not be posslble to cover the power deflclt 
earher than In 10-1 5 years, given the reduction In the capacltles of the mlnes and open 
p1ts 

- the termlnatlon of Investments In the coal Industry will not permlt the exlstlng 
mlnes and open plts to Introduce new technologies and to replace the old mlnes by new 
highly productive ones, extracting cheap coal of h~gh qual~ty 

- the termlnatlon of subsldles to the mines will lnevltably result In their closures 
and, consequently, In a sharp Increase of unemployment The openlng up of one job 
vacancy requlres Rb52-84 rnln In productlon Investments In the January 1994 prlces (a 
slmple calculation Rb70 rnln x 70000 unemployed = Rb4900 bln ) 

The following speakers partlclpated In the debates 
Ye V Pugachev - professor, Slberlan metallurgical institute, 
A I Tartyshkln - deputy general director, Kemerovo factory 

"Kh~mvolokno" ("Chemical flbern ), 
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G N Sharov - chairman of Yuzhsibgeolcom, 
S V Loparev - deputy head, Kemerovo regional administration, 
Yu A Kustov - general director, West-Siberian metallurg~cal concern, 
M I Reizin - general director, association "Kuzbassuglemash" 

The following recommendations and decrsions were drawn up and approved by the 
coal section of the workshop "Kuzbass Invites to Cooperation" after a broad drscussion 
and expert debates 

- Kuznetsk basin remains the prrncrpal coal producing center of the Russian 
Federation, providrng power engineering wrth hrgh quality ecologically clean fuel, 
metallurgical Industry - with high qualrty coking coal, developrng new coal extracting and 
reprocessing technologies, stabilizing, on the whole, the power engineering of the Russian 
Federation Kuzbass IS to supply 43 min tons of coal for coking annually, supply fuel coal 
to Novosrbirsk, Tomsk, Omsk, Kemerovo regions and Altai krai, export 10 mln tons, 
besides, the Ukrarne declares a demand of 8-10 mln tons of coking coal a year 

In the transrtional period because of the economic recession there is a natural lack 
of demand for coal This srtuatron must be used to improve dramatically the technrcal and 
economic indices of the mines and open pits and to accelerate the social development of 
the coal minlng towns 

The excess labor and material resources must be used to carry out the technical 
reequipment of the basic product~on, the upgrading of the mining industry and the 
infrastructure of the coal mining towns and of the coal basin on the whole The attempt to 
veil the existing "latent" unemployment through a dramatic decrease of the technical and 
economic indices of the basic production is politrcally and economically inexpedient - it 
increases the cost of coal and serves as a false premise to cut down the share of coal in 
the fuel balance of the country 

- It IS necessary to devise scientifically based criteria of the profitableness of the 
coal fields and on this basis to carry out an inspection of the production capacities of 
Kuzbass coal Industry in order to make a decision on the further operation of the mines 
and open pits, on the ~nvestments for reconstructing or reprofilrng them or, in rare cases, 
on closing down barren mines 

- the organization of work of public importance will improve the infrastructure of 
the mining towns 

- housing - renovation and bullding, 
- sewer system, water supply, heatlng, 
- roads, 
- living conditrons - the improvement of services and the quality of life Provision of 

drfferent levels of life for different categories of people the minimum of services must be 
provided for all the population, better quality paid services - for the bulk of the population, 
superror services - for talented and well paid categories of people The work of public 
Importance will enable to Improve the qualrty of life and to create permanent jobs, people 
will stop considering it disgraceful to work in the servicing 
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- Due to unreasonably hlgh rallway tarlffs and In order to decrease the spaclal 
component In the commodity cost ~t IS necessary to channel the Investments to devlse 
technologies lncreaslng coal marketablllty 

Enrichment of all klnds of coal up to the world standards Ash lo%,  Sulfur 1,0%, 
Brlquettlng and sortlng of coal, 
Use of captured methane and methane from exhausted mrnes, 
Underground gaslflcatlon of coal, 
Construction of thermal power plants of hlgh capacity, supplled wlth "Ilquid coaln 

through pipelines, In Kuzbass and on the Ob and the lrtysh rlver (there IS shortage of water 
In Kemerovo reglon), 

Settlng up "Irquld fueln d~strtbutlon stations along the perimeter and as far as the 
area of economical rarlway coal dellvery 

Use of underground chambers and cavltles for the need of the natlonal economy 

- To change the procedure for the use of the funds (budget for restoration of the 
resources), permitting thelr use not only for coal prospectlng but also for the prospectlng 
of other mineral resources 

- To contlnue the manufacturing of hrghly productive coal mlnrng equipment at the 
mach~ne-buildlng plants of Kuzbass, including defence plants 

- To secure the use of a multlple approach wlth due account of the ecological 
requirements In develop~ng Yerunakovsk~ coal fleld In Kuzbass, to ensure the use of a 
unlfled project for the whole coal fleld and ~ t s  lmplementatlon In accordance wlth the 
schedule attached to the englneerlng project 

Heads of sectlon V Ye Bragln 

G I Grltsko 

Sclentlf~c secretary V M Stankus 
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