ECONOMIC ANNALS-XXI

ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

ECONOMIC ANNALS-XXI
ISSN 1728-6239 (Online)
ISSN 1728-6220 (Print)
https://doi.org/10.21003/ea
http://ea21journal.world

Volume 191 Issue (7-8(1))'2021
Citation information:

Kabanov, V. (2021). Wage growth in Russia: opportunities and consequences.
Economic Annals-XXI, 191(7-8(1)), 43-583. doi: https://doi.org/10.21003/ea.V191-04

Vadim Kabanov

D.Sc. (Economics), Professor,

National Research University Moscow State University of Civil Engineering
26 Yaroslavskoye Hw., Moscow, 129337, Russian Federation
kabanovvn@yandex.ru

ORCID ID: https://orcid.org/0000-0003-2191-0671

Wage growth in Russia: opportunities and consequences

Abstract

The paper assesses the potential for increasing the minimum wage and the average wage in the Russian
economy, the wages paid to employees, the profit of enterprises and the capital investments of enterprises.
Based on the study of the research results published in periodicals, the socio-economic consequences
of increasing the minimum wage and increasing the average salary of employees in the state and non-
state sectors of the economy are systematized. When comparing the wages and profits of employees, it is
possible to measure the potential for wage growth. The author attributes this dimension to the increment
of knowledge. The results of the study show the possibilities of state authorities to improve the tax system
in terms of a differentiated approach to the taxation of profits aimed at direct investment or personal
enrichment. Change in the income tax should both stimulate the investment activity of business owners,
and limit the desire for personal enrichment. The Russian economy has potential to increase the average
wage twofold.
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KaG6aHos B. M.

[OKTOP EKOHOMIYHMX HayK, npodecop,

HaujoHanbHWIA gocnigHUbKnin MOCKOBCBKUIM AepXKaBHUI OyaiBENbHUIA YHIBEPCUTET,

Mockea, Pociiicbka Pepnepauis

3pocTaHHa 3apo06iTHOT naaTh B Pocii: MOXIMBOCTI Ta Hacnigku

AHoOTauiga. Y po6oTi ouiHeHO noTeHuian gns 36inblUEHHS MiHIMaNbHOro po3Mipy onnartu npaui Ta
cepegHboro po3Mipy 3apo6iTHOI nnatu B ekoHoMiui Pocii. Ha ocHoBi pesynbraTiB gocnigXeHsb,
onyb6nikoBaHMX Yy NepioanYyHUX HayKOBUX BUAAHHAX, CUCTEMATM3OBAHO MiAXoAM A0 OLHKM couianbHO-
€KOHOMIYHMX HacnigKiB 36ibLUEHHS MiHIMaNbHOrO PO3Mipy 3apobiTHOI NnaTK Ta NigBULLLEHHS CepenHbOi
3apobiTHOI NnaTyM HaMaHWX MPaUiBHUKIB Y OEPXABHOMY Ta HEOEPXaBHOMY CEKTOpax EKOHOMIKM.
HaykoBOl HOBM3HOW OOCNIOXEHHS € BUMIp MOTeHUiany Ans 3poCTaHHsA 3apo6iTHOI Nnatn B eKOHOMILL
Pocii B pe3ynbtaTi NOpiBHAHHA 4aCTOK A404aHOT BApPTOCTI, NPU3HAYEHHAM AKMX € onJsiata npawi HammMaHux
npauiBHUKIB i npnbyTok. CUCTEMY BUMIPIOBAHHS CKIanu AaHi 4epXXaBHOMO CTaTUCTUYHOMO CIOCTEPEXEHHS
€KOHOMIYHUMX NMOKa3HMKIB: BUpobsieHa BanoBa AoaaHa BapTiCTb, BUMNadeHa 3apobiTHa nnata HanMaHuMm
npauiBHMkam, NpubyToK NiANPUMEMCTB, BeNUYMHA KaniTanbHUX BKNageHb. Pe3ynbtatu O0CHiaXeHHS
NOKa3ylTb MOXJMBOCTI OpraHiB AepXaBHOi BfaAu LWOA0 BOOCKOHANIEHHS CUCTEMW OMNOAATKyBaHHSA
B YaCTUHI OudepeHLuiinoBaHOro nigxo4y A0 ONOAATKYBaHHS MPUOYTKY, LLO CNPSMOBYETLCSA Ha MNPSAMI
iHBeCcTULii a0 ocobucTte 30arayeHHs (NpakTuyHa 3Ha4MMICTb po60Tn). OCHOBHI BUCHOBKM CTOCYIOTLCS
OOr'pyHTYBAHHS 3MiHWU CTaBKW MOAATKy Ha NpuOYyTOK, SIKUIA, 3 ogHOro 60Ky, MOBUHEH CTUMYJOBATU
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iHBECTULIVHY aKTUBHICTb BNIACHWUKIB MiANPMEMCTB, a 3 iHLWOro — 0OMeXyBaTu NparHeHHs 00 0COOUCTOro
36arayeHHs. Bmpaetbcsa BaXnMBUM 0OMeXyBaTW MNpaBa KepiBHUKIB AepXaBHUX NiAMPUEMCTB LWOA0
BCTAHOBJIEHHS PO3Mipy 3apobiTHOI nnaTu, ska GopMyeTbCs 3 DIOAXETIB, WO 3a6e3neynTb CKOPOYEHHS
HEpPIBHOCTI cepen, NpauiBHNKIB, 3aNHATUX Yy Ol0aXeTHI cdepi. Pociiicbka ekoHOMiIKa Mae noTeHujian ang
306inbLLUEHH:A cepenHboi 3apobiTHOI NaTy HE MeHLLUe, HiX BABIYi.

KniouoBi cnosa: 3apobiTHa nnaTta; gogaHa BapTicTb;, NpUOYTOK; KaniTanbHi BKIAQOEHHS; HalMaHi
npauiBHUKN.

Ka6aHoe B. H.

JOKTOP 9KOHOMUYECKNX HayK, Npodeccop,

HaunoHanbHbIn nccnepoBaTesbCknii MOCKOBCKUIN FOCY0aPCTBEHHbIV CTPOUTENbHbBIA YHUBEPCUTET,
Mockea, Poccuiickas depepauns

PocT 3apaboTtHoii nnatbl B Poccuu: BO3MOXXHOCTU 1 NOC/IeACTBUS

AHHOTauua. B paboTe oueHuBaeTca noTeHuuan Ans yBEJWYEHUS MUHUMANbHOrO pa3mepa onnarhbl
TpyAa n cpegHero pasmepa 3apaboTHOM nNnartbl B 9KOHOMUKE Poccun. Ha ocHOBE M3yyeHus pesynbTatoB
nccnenoBaHuin, onybMKOBAHHbBIX B MEPUOANYECKUX HAYUYHbIX U3OAHUSAX, CUCTEMATU3MPYIOTCS NOOX0ObI
K OLEHKEe COoLManbHO-9KOHOMMYECKUX MOCNEACTBUIA YBEINYEHUS MUHMMASIbHOrO pa3mepa 3apaboTHoW
nnatbl M MOBbILWEHUS cpeaHe 3apaboTHOW nnaTbl HaeMHbIX PabOTHUMKOB B FOCYAAPCTBEHHOM W
HerocyJapCTBEHHOM CEKTOpax 9KOHOMUKW. Hay4yHOW HOBM3HOW €BMASIETCA WU3MEepeHne noTeHumana
Ons pocTta 3apaboTHOW nnatbl B 9KOHOMUKE Poccun B pesynbTate CpaBHEHUs! fofien [o6aBfieHHOM
CTOMMOCTU, HanpaefSEMbIX Ha OnfaTy Tpyaa HaeMHbIX PaboTHUKOB U Mpubbiib. B KayecTBe CUCTEMBI
N3MEPEHUS MPUMEHSIOTCS OaHHblE TOCYAAPCTBEHHOrO CTAaTUCTMYECKOro HabnaeHUs SKOHOMUYECKUX
nokasartenei: npousBeneHHass BasoBas OobOaBneHHas CTOMMOCTb, BbiladeHHas 3apaboTHas nnarta
HaeMHbIM paboTHMKaM, npubbllb NPEANnPUATUA, BENVYMHA KanuTalbHbIX BAOXEHWUA. Pesynbrarhl
nccnenoBaHus NokasblBaloT BOSMOXHOCTU OPraHOB roCyAapCTBEHHOW BNAaCTUM NO COBEPLLUEHCTBOBAHUIO
CUCTEMBI HaNOrooB60XeHNsT B YacTu anddepeHUMpOBaHHOIO Noaxoaa K Hanorooba0XeHNIo Npmbbinu,
HanpaBnSeMOn Ha NPsIMble MHBECTULVN UIIN NIMYHOE oboralleHue (NpakTnyeckas 3Ha4MmMocCTb paboTol). B
KayeCTBE OCHOBHbIX BbIBOAOB MPMBOAMNTCS 0OOCHOBAHWE N3MEHEHNS CTABKU Haora Ha Npuobib, KOTOPLIN
C O[IHOM CTOPOHbI OO/IXEH CTUMYNINMPOBATh NHBECTULMOHHYIO aKTUBHOCTb BlafesbLeB NpeanpuaTuii, a c
OpYyron — orpaHnyYMBaTb CTPEMIIEHUE K IMYHOMY oboralieHunto. NpeacTaBnseTcs BaXHbIM OrpaHnYMBaTh
npasa pPyKOBOAMTENEN FOCYNAPCTBEHHbBIX NPEANPUATUIA MO YCTAHOBMIEHMIO pasMepa 3apaboTHOM nNnatbl,
KoTopas popmmpyeTcs M3 BI0AXETOB, YTO 0OECNeYnT COKpALLEHME HEpPABEHCTBA cpean paboTHWUKOB,
3aHATbIX B OtoxeTHOM cdepe. Poccuiickas skoHOMMKa 061agaeT NoTEHUMaNnoM 419 yBeIMYeHUs CpeaHeEN
3apaboTHOM NnaTkbl HE MeHee, 4eM B 2 pa3sa.

KnioueBble cnoBa: 3apaboTHas nnarta; nobaBjieHHas CTOMMOCTb; NPUOLIIb; KanuTasibHble BJIOXEHUS;
HaeMHble PabOTHUKMN.

1. Introduction

The study of the question of wage levels does not belong to new areas of economic science.
The debate over the size of wages has been going on for over 400 years. Yet, the study of this to-
pic still belongs to the current areas of economic science.

In the new Russia, the Presidium of the Russian Academy of Sciences discussed the issue of
remuneration in the framework of the report «Economic Science and Development of Russia»
by D. S. Lvov on 12 January 1999 (Lvov, 1999). Ascertaining the facts about low productivity and
wages in Russia, the speaker noticed that per one dollar of wages the average worker in Russia
produced approximately three times more finished products than in the USA (Lvov, 1999). From
the author’s point of view, the conclusion drawn more than 20 years ago is valid today.

The need to increase wages is noted by all strata of Russian society. Leading Russian econo-
mists continue to convince the government of the Russian Federation of the need to take
measures aimed at increasing the wage level. The report «On overcoming the current crisis and
ways of developing the Russian economy» by academicians among whom are A. G. Aganbegyan,
B. N. Porfirieva and A. A. Shirova is one of the latest addresses. The report suggests that the go-
vernment significantly increases the minimum wage level for workers employed in all types of eco-
nomic activity. The abovementioned report prompted the author of the present paper to share the
results of his own research accumulated over the past 20 years.

2. Brief Literature Review
Itis important to pay attention to the subject of economic research which considers wages as a
function or an argument. The most frequently published dependencies include:
- casual relationships between wages and inflation (lvanova, 2016; Campos-Vazquez &
Esquivel, 2020), including the rise in consumer prices (Korovkin et al., 2003);
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- the relationship between nominal wages and unemployment rates (Caliendo et al., 2018; Cen-
giz et al., 2019; Selwyn, 2019; Brummund, 2020; Holtemoeller et al., 2020; Marijit et al., 2020;
Bossler et al., 2020);

- the impact of the share of wages on GDP (Lvov, 2003; Brancaccio et al., 2018; Tridico &
Pariboni, 2018; Kohler et al., 2019), as well as the dependence of GDP on minimum wages
(Jung et al., 2020; Blumkin et al., 2020);

- the impact of minimum wages on productivity (Jackson, 2019; Mayneris et al., 2018; Taylor &
Omer, 2020) and migration (Monras, 2019);

- the indicator of inequality with regard to wage levels (Hammar & Waldenstrom, 2020) and labour
productivity (Arestis , 2020);

- the wage level with regard to the volume of labour supply (Pol, 2020);

- the interrelationship between profit and wages (Mokre & Rehm, 2020).

In the above studies, attempts are made to establish important relationships that describe
changes in the socio-economic situation as a result of an increase in the minimum and average
wages. The author of the paper has established that a description of the source of wages for em-
ployees, namely the produced added value, is very rare to find in published studies. In the classi-
cal view of Marxism, the produced added value plays a key role and acts as the basis to describe
the contradiction between labour and capital, which is a source of social tension in society.

3. Purpose
Based on the Marxist concept of the produced added value, the purpose of this work is to as-
sess the potential that can provide an increase in average wages in Russia’s economy. To achieve
the goal, the following scientific tasks were solved during the research we:
- determined the changes in the shares of wages and profit in the produced added value;
- assessed the use of profits in order to preserve and modernize the existing facilities and create
new ones;
- draw a conclusion about the existing potential which may foster an increase in the average
wage level.

4. Research Methodology

The task of finding mathematical dependencies was not set when conducting the research. In
this regard, there is no need to justify the division of quantitative indicators into functions and ar-
guments (factors).

Publicly available government statistics were used as initial indicators. While carrying out the
research, we were able to obtain quantitative values for the period from 2002 to 2019. The use of
initial values correlated with the state statistics is the basis for the application of the methodolo-
gical approaches established by Rosstat (the Russian Statistical Yearbook, hereinafter referred to
as RSY), 2020, 286-295. For example, the produced added value is represented as a sum of three
elements: employees’ wages, taxes and profits.

In order to avoid a discussion about the actual value of money, the author proposes to use re-
lative indicators that reflect the structure of the studied indicator (value added). To obtain a rela-
tive indicator, it is essential to divide employees’ wages in Russian rubles by the actually produced
value added in Russian rubles.

The research took into account the impact of the public sector on the economy («P» - Educa-
tion; «Q» - Health Care; «O» - Public Administration), according to the Russian classifier of eco-
nomic activities. For this purpose, an amount of GDP produced by the «P», «Q» and «O» types of
economic activities at all levels of budgets in the Russian Federation was subtracted from the va-
lue added produced by the national economy within the year. Similarly, the values indicating pro-
fits and labour costs decreased. Thus, the reliability of the results obtained while studying the non-
governmental sector of the Russian economy was ensured.

When drawing conclusions about the use of profits by the non-governmental sector of the na-
tional economy, the author of the paper deducted state capital investments from the annual vo-
lume of direct investments (RSY, 2020, 298). The obtained balance was divided by the amount
of profit received by the non-governmental sector of the economy minus the profit received by
the «P», «Q» and «O» types of economic activity.

The quantitative results are given in the form of graphs, since the computational proce-
dures for each time period are not labour-intensive operations, and the necessary information
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is quickly retrieved from the official Rosstat website (https://rosstat.gov.ru). The discussion of
the research results obtained by the author was carried out in comparison with the proposals
and conclusions set out in the open periodical scientific press.

5. Results

The statistical data graph describing the annual change in the shares of profit and labour costs
in the non-governmental sector of the economy (Figure 1) allows us to draw the following conclu-
sions:

1. Russian owners of production facilities are not ready to reduce the share of profit which is
generated from each ruble of the produced added value.

2. A decrease in the share of labour costs leads to an increase in profits (2011, 2015-2019,
Figure 1).

3. The only source used to increase wages in the nongovernmental sector of the Russian eco-
nomy is profit. At the same time, the share of profit is apparently the same as the share of labour
costs (Figure 1). Based on this, it follows that there is a significant potential for wage growth at
commercial enterprises.

0.5
0.45

0.4

0.35

0.3
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Labour costs = = : Profit

Figure 1:
Dynamics of changes in the shares of labour costs and profit in terms of the produced added
value in the Russian Federation
Source: Compiled by the author based on RSY (2020, Tab. 13.17)

The point of view that owners of production facilities spend part of their profit on the restora-
tion of the existing and creation of new production facilities is completely justified. In order to un-
derstand what part of the profit is spent on the creation of new and modernisation of the existing
production facilities, a graph describing the share of profit spent to invest in fixed assets (capital
investments) has been constructed. The dynamics describing the investment activity of Russian
business owners is shown in Figure 2.

The analysis of the graphs shown in Figure 1 and Figure 2 leads to obvious conclusions:

1. Russian owners of production facilities seek to obtain profit distributed in the form of dividends
in the amount of at least 20% of the produced added value. This indicator is achieved due to an
increase in the intensity of production and savings on wages of hired workers.

0.5
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0.35
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0.25
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Figure 2:
Share of profit spent on direct investments in the Russian Federation
Source: Compiled by the author based on RSY (2020, Tab. 13.17, 14.2)
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2. To achieve high profit (20% of the volume of the produced added value), owners of enterprises
are ready to reduce costs, including the volume of investments spent on the modernisation of
the existing and creation of new production facilities (2011, 2015 - 2019; Figure 1 and Figure 2).
The dynamics of changes in the share of profit received from a unit of the produced added va-

lue (Figure 1), as well as the share of profit spent on capital investments, confirms the well-known

conclusion by Karl Marx that the capitalist will stop at nothing for profit.

When following the issues related to the problem of wage growth in the non-governmental sec-
tor of the economy, it is necessary to take into account the rather serious impact of the «P», «Q»
and «O» types of economic activities financed from a variety of budgets of the Russian Federation.
To prove this conclusion, the change in the share of the added value produced by the budgetary
sector of the Russian Federation is given (Figure 3).

0.15
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0.09
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Figure 3:
Share of GDP created by state-owned enterprises of the Russian Federation
Source: Compiled by the author based on RSY (2020, Tab. 13.12)

Particular attention should be paid to the share of the added value spent on wages in budge
tary enterprises. It is obvious that most of the funds are spent on wages in the field of health care, edu-
cation and public administration (Figure 4). In such a situation, an increase in average wages is possi-
ble under the condition of an increase in government spending or as a result of smoothing out inequali-
ty inwages at enterprises belonging to public sector by the «P», «Q» and «O» types of economic activity.

The fact of mutual impact of the wage levels in the non-governmental and in the budgetary sec-
tors does not require proof. At the same time, there exists a link between the average wages of
public sector employees and the average wages in the industry, which is established by govern-
ment authorities.

Based on the graphs (Figure 3 and Figure 4), the conclusion that the budgetary sphere of
the Russian Federation does not have a clear internal potential (profit share) that can be used to
increase the average wages is obvious. In the absence of internal potential for profit, for example,
an increase in the minimum wage will inevitably lead to an increase in government spending on
wages in education, health care and public administration.

1
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Figure 4:
Changes in the shares of wages and profits in the added value produced
by budgetary enterprises
Source: Compiled by the author based on RSY (2020, Tab. 13.12)
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6. Discussion

With an increase in the minimum wage or the average wage in the economy, it is custo-
mary to study the socio-economic consequences in terms of changes in the real income of
the population, as well as the possibilities of obtaining such income in the labour market. In
addition it is customary to assess the impact of growth in wages on productivity. The present
research does not quantify the socioeconomic and macroeconomic conseqguences of wage
increase. Instead, based on the above graphs (Figures 1-4), the author provides a scienti-
fic analysis of published research results describing the impact of the growth of the minimum
and average wages on the unemployment rate, inflation, inequality, labour productivity and
migration.

6.1. Unemployment and wage growth

There are different points of view on the change in unemployment as a result of the increase in
the minimum wage. Some researchers do not find the effect of change in the minimum wage on
the unemployment rate (Caliendo et al., 2018; Monras, 2019; Marijit et al., 2020), others, who rep-
resent the majority, express the opposite point of view and find an increase in unemployment due
to anincrease in the minimum wage (Selwyn, 2019; Brummund, 2020; Holtemoeller & Pohle, 2020;
Bossler & Oberfichtner, 2020). It is essential to pay attention to the fact that from the point of view
(Marijit et al., 2020) an increase in wages leads to an increase in the attractiveness of jobs and
thereby decreases the unemployment rate.

Types of economic activities financed from the Budget, such as education, health care and
public administration, are most sensitive to increasing minimum wages. As a rule, this sensitivity
is explained by the calculation of employees’ wages basing on the minimum wage established by
the national legislation. It isimportant to emphasise that an increase in the payroll of budgetary or-
ganisations is compensated by an increase in budgetary expenditures.

For the sake of fairness, attention should be paid to another opportunity considered by em-
ployers when increasing the minimum wage, i.e. reducing the length of the working day or giving
workers pert-time jobs. It should be noted that transfer to a part-time rate does not provide for a
reduction in the amount of work in most cases. This approach most clearly demonstrates the de-
sire of business owners to increase the degree of exploitation of employees.

6.2. Wage growth and inflation

If we proceed from the conclusions (Harasztosi & Lindner, 2019) which say that 75% of the
growth in the minimum wage is paid by the consumer, and only 25% is paid by the employer,
then we should expect a price rise, since the increase in the minimum wage is transferred to
the consumer by owners of enterprises. Probably one can agree with this approach, provided
there is unlimited consumer demand or a significant number of solvent consumers to whom
producers can sell manufactured goods. At the same time, it is important to take into account
the consumer value of the product, which is the consumer’s willingness to buy in the case of
increasing prices.

There is a fairly substantiated point of view that an increase in inflation is not detected in the
case of an increase in the minimum wage (Campos-Vazquez & Esquivel, 2020). Indeed, increa-
sing minimum wages in Russia may affect only those who are employed in the public sector and
for whom wages are stipulated in the budgets. For the non-governmental sector of the economy,
the need to increase the wages of all employees in a percentage equal to the increase in the mi-
nimum wage is not mandatory.

Another important finding is that the cut of the central bank rate does not automatically imply an
increase in wages (Pol, 2020). Indeed, classical macroeconomics asserts the fact that a decrease
in the central bank rate leads to an increase in entrepreneurial activity and, as a consequence, to
an increase in the real income of the population. Yet, Russia’s experience shows that owners of
production facilities are not willing to refuse from the high profits. At the same time, if the lower li-
mit of the profit share in the added value is easy to determine (Figure 1), then the upper limit is not
established and is determined by the strength of the desire to increase profits.

In the course of the discussion of the problem of increasing average wages there may be
fears that increasing wages may provoke a rise in prices. From the author’s point of view,
such a scenario can be viewed as very pessimistic. If we assume that business owners pay
more attention to the absolute value of profit (dividends), then the absolute value of profit will
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inevitably decrease with an increase in average wages. To maintain a given amount of profit,
the easiest way to avoid the problem is to increase the price of products. However, this poses
the risk of a decrease in sales volume. The only rational solution to this problem is to increase
the volume of production through the modernisation of existing facilities or via construction of
new production facilities. If modernisation leads to an increase in labour productivity, then the
creation of new industries leads to an increase in workplaces. Both the concepts have a posi-
tive effect on the macroeconomic situation and intensify competition, which reduces the risk
of increased inflation.

6.3. Wage growth and inequality

A study of published research results on the impact of wage growth, including minimum wa-
ges, on inequality indicators show a coincidence of the authors’ views on the reduction of inequa-
lity (the value which is most often determined by the Gini coefficient) as a result of an increase in
labour costs (Jung, 2020; Blumkin et al., 2020; Hammar & Waldenstrom, 2020). It should be em-
phasized that in some studies attention is paid to the need for an outstripping increase in wages of
lower and middle-level workers (Caiani et al., 2019).

Research of statistical data describing the dynamics of changes in the Russian economy makes
it possible to establish a high level of wage differentiation at enterprises of the non-governmen-
tal sector, and, which is particularly important, the public sector is approaching such a level of
inequality in wages (Malkina, 2016). This conclusion is confirmed by a detailed study of budge-
tary enterprises. It is possible that at some point the heads of state-owned begin to feel like ow-
ners and, by analogy with those who operate in the non-governmental sector, consider it possible
to increase the degree of exploitation of hired workers.

To reduce inequality in wages at public sector enterprises, the state will have to reduce the
authority of managers in relation to stimulating the work of their subordinates. A return to strict
government regulation of rates for each category of employees is inevitable. It is advisable
for the heads of budgetary organisations to leave the opportunity to stimulate employees with
profits received. Such an approach will ensure the targeted use of budgetary funds and sim-
plify the implementation of state assignments in terms of expenditures provided for the remu-
neration of employees. It should be noted that this conclusion is based on the emerging trend
toward an increase in profit related to the added value produced at public sector enterprises
(Figure 4).

Reduction of functions of managers who redistribute the payroll at state-owned enterprises
could have a positive impact on reducing inequality related to payments for various categories of
workers. This conclusion is substantiated in the paper (Kabanov, 2012).

Special attention should be paid to the dependency describing a decrease in the value of the
inequality indicator along with an increase in labour productivity, given in (Arestis, 2020). It is diffi-
cult to disagree with this conclusion, since if wages rise in proportion to the growth in labour pro-
ductivity, the inequality rate will inevitably decrease. at the same time, the profit of the owners of
the enterprise cannot decrease both in absolute and in relative terms. This statement has been
proven by the author of the current paper in (Kabanov, 2012) with the use of indicators applied in
the CVP-model.

6.4. Wages and labour productivity
The importance of studying the interdependence between wages and labour productivity has
been repeatedly emphasized by Russian economists. For example, in the study of the lag between

Russia’s economy and the economy of the USA, the relevant indicator is estimated at 5-6 times,

while the lag in wages is 15-25 times. From this statement it follows that per 1 ruble of paid wages,

employees in Russia create threefold more added value then, for example, their counterparts in
the USA. This approach casts doubt on popular conclusions about the backwardness and low ef-
ficiency of the Russian economy.

The impact of wages on labour productivity is under the close scrutiny of modern researchers.

When studying the published results, it is advisable to highlight the main points of view.

1. If the growth rate of wages outstrips the growth rate of labour productivity, then there is a decrease
in the profitability of production and a decrease in the income of business owners, which inevi-
tably leads to a reduction in production capacity (Kohler et al., 2019; Jackson, 2019; Bukina &
Orekhovsky, 2018).
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2. An increase in wages in proportion to an increase in labour productivity enhances the profita-
bility of enterprises and the income of their owners (Caiani et al., 2019; Mayneris et al., 2018;
Mokre & Rehm, 2020).

3. Anincrease in labour productivity is achieved as a result of a reduction in wage costs (Bran-
caccio et al., 2018; Kapeliushnikov, 2009).

4. A decrease in wages leads to a decrease in labour productivity (Tridico & Pariboni, 2018).

5. There exists a lack of a stable relationship between labour productivity and wages (Kape-
liushnikov, 2014).

The author of this paper assumes that there exists a positive, significant and reliable relation-
ship between wages and labour productivity (Mokre & Rehm, 2020). Besides, we have deter-
mined the value of the excessing growth rate of wages over the growth rate of labour productivity
with a constant value of profitability of sales along with a specified value of profit per unit of time
in absolute values (Kabanov, 2012). Such a result can claim a high degree of reliability with regard
to the rational behaviour of all groups of employees from management to personnel, ensuring the
functioning of the production process of added value.

Summing up the considerations regarding the issue of the mutual impact between labour pro-
ductivity and wages, we should pay attention to a need for state regulation of the procedure rela-
ted to distributing the wage fund in the budgetary sector of the economy. Such regulation may
provide for the fixation of rates for all categories of workers regardless of the territory. Meanwhile,
for territories with extreme climatic conditions increasing coefficients are applied by analogy with
the system that existed in the USSR.

The author is convinced that the practical application of the labour productivity - wages - pro-
fit dependency will make it possible to avoid the existing disproportion, which consists in diffe-
rent forms of taxation regarding employees’ wages and profits received by enterprise owners. The
statement that in the current Russian system of taxation when paying actual wages to employees,
for example, in the amount of 1 Russian ruble, the employer must pay taxes, including social tax,
in the amount of 0.5 Russian ruble, while the net profit tax from each ruble is 25 kopecks maxi-
mum. Simple calculations show that business owners have more favourable conditions for their
income in terms of taxation. This factor has an additional impact on decision making in favour of
limiting labour costs and increasing profits.

Obviously, the state has been motivating business owners with a low tax in order to increase
the volume of direct investments (capital investments). However, as statistical observations
show, such incentives lead to an increase in the net income of business owners. No more than
30% of profit gained by owners of enterprises is spent on the modernisation of the existing and
creation of new production facilities (Figure 2). Hence, it is necessary to develop such a sys-
tem of income taxation under which capital investments will continue to receive preferences,
and part of the profits allocated to the payment of dividends will be subject to a higher tax rate.
As aresult, it can be assumed that in order to receive dividends in the desired quantity, an en-
trepreneur will have to consider an increase in sales. The increase in sales will require an in-
crease in output, which is ensured by increased labour productivity or creation of new produc-
tion facilities.

6.5. Wage levels and migration

Migration of the population should be considered to be an important indicator of the so-
cio-economic consequences of increasing wages. The obvious conclusion is that the most ac-
tive part of the population strives for territories with higher wages (Monras, 2019). In terms of
the Russian economy these processes are manifested in metropolitan cities where population
growth occurs due to classical and circular types of migration. Migration occurs not only due to
the desire to have higher wages, but also due to infrastructure which satisfies the needs of the
population which grow in proportion equal to their income growth. This explains a lower level of
migration in Tyumen region and Yakutia, if compared with the level of migration in Moscow and
St. Petersburg.

6.6. Wage growth tools

The scientific community recommends non-state owned enterprises to actively stimulate the
growth of labour productivity by outstripping the growth of wages (Suvorov et al., 2020). At the
same time, an important role is assigned to the democratic work control over firms proposed
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by Karl Marx (Wisman, 2020). At the present stage, work control over firms has transferred
into a tripartite agreement with the participation of public authorities. It is the tripartite agree-
ment that is proposed to be used to monitor the established minimum wage at enterprises
(Rzhanitsyna, 2000).

The author of the paper is not among the supporters of government subsidies for wages. At the
same time, it should be admitted that a need for subsidies in some cases is quite convincingly ar-
gued. For example, government subsidies to support wages at enterprises are introduced in areas
where there is a high unemployment rate.

In scientific literature, the concept of government subsidies (Blumkin et al., 2020) is consi-
dered in terms of the introduction of the so-called subminimum for young workers. Another me-
chanism for public authorities to directly impact wage levels is the system of taxation (Mokre &
Rehm, 2020), the improvement of which should be carried out with regard to the following di-
rections:

- regulation of the distribution of the newly created value by factors of production (Kozlova &

Arzyakova, 2007);

- wage growth in proportion to the growth of labour productivity (Kuklin & Leontieva, 2010);
* maintenance of aggregate demand based on an increase in investment costs in the economy,

as well as on growth of real income of the population (llyashenko & Kuklina, 2018);

- reduction of wage inequality for all categories of workers (Caiani et al., 2019).

The listed proposals aimed at improving the existing taxation system are of a larger scale and

require further research.

7. Conclusion

Based on the dynamics of changes in profits and wages given by the author in Figures 1-4,
as well as on the study of published research results on socio-economic consequences of the
increasing minimum and average wages for the national economy, we can conclude the fol-
lowing:

1) to assess the socio-economic consequences of the growth of the minimum wage and the ave-
rage value of wages in the Russian economy, it is necessary to forecast changes in inflation,
unemployment, inequality, labour productivity and migration;

2) proposals aimed at increasing the income of the population mentioned in the report (Agan-
begyan et al., 2021) should be implemented simultaneously with the introduction of the corre-
sponding amendments to the tax legislation of the Russian federation, which should both main-
tain investment activities of business owners and limit the desire for personal enrichment;

3) making the simplest, from a technological point of view, decision to increase the minimum wage
is unlikely to change the situation with wages in Russia’s economy; subject to an increase in the
minimum wage, the public executive authorities should establish a fixed amount of remunera-
tion for all categories of public sector employees, including education and health care, regard-
less of the location of state-owned enterprises;

4) the increase in the minimum and average wages at enterprises in the non-governmental sector
of the economy should be carried out as a result of improvements made in the current tax sys-
tem: changes should include higher taxation for profits spent on paying the dividends and lower
taxation for the amounts of money which are to become capital investments;

5) the research carried out by the author (Figures 1-4) show that the Russian economy has the po-
tential for at least a twofold growth of wages in the non-governmental sector of the economy;
the use of this potential can reduce the difference in the amount of the produced added value
per one Russian ruble of paid wages by at least 50% in comparison with the developed econo-
mies of the world.
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