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Foreword

Poverty was not a central issue confronting policymakers a decade
ago when Europe and Central Asian countries started embarking
on the transition from plan to market. The general expectation was

that poverty was limited, and that where it existed, it was very shallow.
The presumption was that growth would come quickly as countries moved
forward with the transition process, and that, with good labor mobility
and high levels of education, it would reduce the incidence of poverty
rapidly. Poverty was believed to be largely transitory in nature, and best
addressed through the provision of adequate safety nets.

A decade or so later, it is clear that many of these suppositions have not
materialized. The collapse in output was more severe than anticipated
and the recovery in growth was much slower to come, especially in the
CIS countries. The increase in inequality that occurred in many countries
was also much larger than anticipated. Narrow sets of private interests,
rather than the broader public good, have dominated the policy agenda
in many countries and have derailed the reform process. Together these
factors have given rise to a virtually unprecedented increase in poverty in
the region. Moreover, there is a core group of very poor-notably the
long-term unemployed and socially excluded-that is likely to be bypassed
even by strong economic growth. And despite notable achievements in
the education and health sectors in the past, both systems are under strain
and are increasingly working to the detriment of poor families and the
long-term economic mobility of their children.

v
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Making Transition Work for Everyone: Poverty and Inequality in Eu-
rope and Central Asia offers a detailed look at the nature of poverty in
transition countries, the factors that have contributed to the diverse out-
comes across the region, and the institutional and policy issues involved
in raising livings standards and reducing social exclusion. Drawing heavily
on the framework of promoting opportunities, facilitating empowerment,
and enhancing security on which the World Development Report 2000/
01: Attacking Poverty is based, Making Transition Work focuses on the
specific challenges facing the transition countries. It is an important con-
tribution to our ongoing reflections about how we at the World Bank can
work most productively with our clients and partners to reduce poverty.
It is meant to stimulate debate. I hope it will be useful in forging a broad
consensus on the actions needed to bring about better lives for the poor
during a period of unparalleled economic, social, and political change.

Johannes F Linn
Vice President

Europe and Central Asia Region
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Overview

In 1998 an estimated one out of every five people in the transition
countries of Europe and Central Asia survived on less than $2.15 per
day.1 A decade ago fewer than one out of twenty-five lived in such

absolute poverty. While these estimates are at best an approximation given
serious data deficiencies, there is little doubt that poverty has increased
dramatically in the region. Moreover, the increase in poverty is much larger
and more persistent than many would have expected at the start of the
process. Poland is a telling case: poverty has come down steadily from its
peak in 1994 as the economy rebounded, yet poverty rates were still higher
in 1998 than in 1991.

Absolute poverty in the aggregate is unlikely to diminish in the medium
term unless the countries accounting for a large share of absolute poverty
in the region, such as Russia, undertake substantial policy reforms that
will lead to widespread improvements in living standards. Some countries
in the region have moved more effectively than others to tackle poverty.
But even the most successful reformers in the region can do more to foster
the growth of productive employment, educate their children better to
improve their labor productivity in the globalizing market economy, help
people cope with the major risks of old age security, health, and unem-
ployment in a fiscally sustainable manner, and address the needs of an
emerging underclass of poor.

1
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What is Unusual about Postsocialist Poverty?

The magnitude of the increase in poverty-and its persistence during the
past decade-alone would probably suffice to distinguish the experience
of the transition countries in the Europe and Central Asia region from
other regions. The decline in economic output rivaled that of the Great
Depression of the 1930s, and many countries have not yet recovered their
pretransition level of GDP. Large as the collapse in living standards is,
what truly sets it apart is that it has occurred in the context of profound
and far-reaching systemic changes in political, economic, and social life.

On the political front, inhabitants of all but five of the postsocialist
countries of Europe and Central Asia have found themselves suddenly
living within new state borders, in nations that are fundamentally redefin-
ing their identities, and in political systems that in many cases have opened
new avenues of political expression and expanded civil rights. On the eco-
nomic front, transition to a market economy-in many countries not yet
fully achieved-has brought new opportunities for many, while for others
it has meant unaccustomed material hardship and loss of security. Succes-
sive economic shocks-loss of jobs or prolonged nonpayment of salaries,
hyperinflation and loss of savings, and the drastic erosion of accustomed
supports (such as low-cost or free social services, subsidies, and discounts
on goods and services)-have made people feel unusually vulnerable,
powerless, and unable to plan for the future.

For most of the new poor, transition has brought not only unaccus-
tomed material hardship, but also the destruction of "normal" life and
accustomed social patterns. In contrast to the majority of poor people in
developing countries, most of the poor in transition countries are literate,
many are well educated, and before the "transition" had secure employ-
ment and anticipated receiving regular pensions and allowances from the
state after retirement. As jobs are lost and hidden unemployment grows,
these sources of support-psychological and otherwise-are breaking
down.

The poor expressed deep distress that their knowledge, skills, and for-
mal and informal competencies have become irrelevant. They feel they
have lost their sense of belonging to society and are no longer necessary to
anyone. Their sense of personal failure, together with the loss of respected
social roles and identities, has frequently given way to a paralyzing sense
of shame and depression. Increased alcohol consumption, family tensions,
and higher suicide rates are some of the manifestations of increased psy-
chological and social stress that have surfaced in consultations with the
poor. The psychological pain is as devastating as the material hardship:
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"poverty is pain; it feels like a disease. It attacks a person not only mate-

rially but also morally. It eats away one's dignity and drives one into total

despair" (a woman from Moldova, quoted in Narayan and others 2000, 2).
An important legacy of the past is the shame and stigma associated

with being poor. In communist times poverty was largely regarded as a

result of individual failings or deviancy, since the state provided guaran-

teed employment for the able-bodied and assistance to those who were
otherwise unable to work. Moreover, the existence of widespread poverty
would have been judged as a failing of the socialist state, and so the state

tended to suppress any discussion of poverty. This, of course, is changing,
but vestiges remain.

At the beginning of the twenty-first century, many of the politically
fragile governments in Europe and Central Asia are reluctant to foster a

public debate on poverty issues since poverty is on the rise, and nostalgia
for the security of the former system is widespread. These factors tend to
make societies reluctant to openly acknowledge the existence of poverty
in its various manifestations. Experience elsewhere in the world suggests

that more open dialogue at all levels of society about the causes and con-
sequences of poverty and inequality helps improves outcomes for the poor.
This book aims to contribute to that dialogue. It summarizes what is known

about poverty and inequality in the region and explores the major chal-
lenges involved in reducing poverty and building more inclusive societies.

The Dimensions of Poverty in ECA

Levels of absolute income deprivation-measured by the $2.15 a day per

person poverty line in 1996 PPP terms-vary considerably across the re-
gion, with the highest levels found in the Central Asia and the Caucasus
region (figure 1). Based on the $2.15-a-day measure, there is virtually no
absolute deprivation in many Central European countries. In contrast, the
incidence of absolute poverty in Russia is close to 20 percent. The Russian
poor accounted for about 60 percent of those living in absolute poverty in

the region in the late 1990s. As a measure of absolute deprivation, the
two-dollar-a day poverty line is preferred to the one-dollar-a-day line used
in some other parts of the world because of the additional heating costs

necessitated by the very cold winters prevailing in much of region. It also
is at the bottom end of the range of national poverty lines, expressed in

PPP terms, of the poorer countries in the region.
Although measures of absolute deprivation are useful in deriving re-

gional estimates of poverty, they tell us little about the levels of resources
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individuals need to live with dignity and respect in a particular country.
For this reason countries usually establish their own national poverty lines.
These national poverty lines tend to increase with a country's income level.
Therefore, even though the level of absolute deprivation based on the two-
dollar-a-day line is very low in some Central European countries, poverty
does exist in these countries, and it is a serious concern-just as it is in the
United States or Western Europe. In the United States, for example, the
poverty line for a family of four in 1998 was set at $11.41 per person per
day. It was originally calculated in the mid-1960s as three times the mini-
mum basket of food a family would need and since then adjusted for
inflation. At this line, the official poverty rate in the United States in 1998
was 12.7 percent.

A Profile of Poverty in the Region

Despite some notable similarities, transition countries in ECA vary sub-
stantially in a number of ways, including their income levels, demographic
profiles, degree of urbanization, pattern of labor market adjustment, and
scope and targeting of public transfers. As a result, the pattern of poverty
might be expected to vary across countries. But surprisingly, these pat-
terns are quite similar across the region.

Figure 1 Percentage of Population Living in Absolute Poverty in ECA Transition Countries

Headcount index (at $2.15 per person per day in 1996 PPP)

100
90
80
70
60
50
40
30
20-
1 0
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Source: Chapter 1, table 1.1.
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Three major risk factors stand out: employment status, age, and location.
First, employment status: not surprisingly, households with a head that is
unemployed or inactive have a higher risk of poverty, relative to the rest of
the population. Unemployment levels are correlated with education lev-
els, and as a result people with only a primary school education have a
higher risk of poverty than do people with a secondary education or higher.
Second, age: in most countries, children are at a much higher risk of pov-
erty than are the elderly, contrary to popular opinion. Likewise, the more
children a household has, the higher its relative risk of poverty, even al-
lowing for some economies of scale in consumption. Having more mouths
to feed puts multichild households at higher risk of poverty, but lower
levels of adult labor force participation also work to their disadvantage.
Third, location: in most countries the rural population has a higher risk of
poverty than the urban population, though there are a few exceptions,
notably Ukraine.

Ethnicity is also a high risk factor in some cases. Although poverty data
disaggregated by ethnic status are very limited, survey evidence for a few
countries in Central and South Eastern Europe confirm that poverty rates
for the Roma far exceed those of the overall population. In Hungary, for
example, the Roma are about eight times more likely to be in long-term
poverty than the general population (World Bank 2000a).

The unemployed, children, and rural populations have the highest rela-
tive risk of poverty, but in most countries they do not comprise a majority
of the poor. The typical poor person is more likely to be between the ages
of 15 and 64 and to live in an urban area in a household whose head is
employed. Only in a few countries in Central Europe, where the relative
risks of poverty are especially high for children or the rural population, is
the typical poor person likely to be a child or live in a rural area. There are
also a few countries in Central Asia where the majority of the poor are
either children or rural residents, but this reflects these groups' large share
of the population more than their high relative poverty risks.

Economic Insecurity

Another dimension of poverty is economic insecurity. If people are liv-
ing on the margin of poverty, fluctuations in their incomes could easily
push them into poverty, especially if they have few assets to rely on to
smooth their consumption. As in other parts of the world, in Europe and
Central Asia there is a high degree of volatility in incomes and consump-
tion. One consequence is that there is a lot of movement in and out of
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poverty over time. Panel survey data from Russia, for example, show that
the share of the population that has experienced at least one bout of pov-
erty is more than double the fraction of the population in poverty in any
one year; for Poland and Hungary the share is slightly less than double.

Although many households experience expenditure shocks-and some
fall into poverty-many of those shocks are undone in subsequent peri-
ods. Over a long time horizon, economic positions are more stable. Strip-
ping away the fluctuations and looking at the underlying pattern of
expenditure reveal that poverty status is far more persistent. About 80
percent of those in the bottom quintile of the expenditure distribution in
Poland, Hungary, and Russia remain stuck there. This more persistent
picture of poverty is consistent with the long duration of unemployment,
particularly in Central Europe. It appears that an underclass is forming,
and with it the threat of long-term, structural poverty. Safety nets are
needed to help people cope with temporary poverty in ways that do not
dampen their incentives to earn income, but a potentially even more seri-
ous issue is how to improve the prospects of those with few opportunities
to better their life chances.

Material deprivation and income insecurity are particularly important
dimensions of poverty in Europe and Central Asia, given the fall in in-
come and profound change in economic structures defining the transition
process. The concept of poverty, however, goes beyond material depriva-
tion. It encompasses poor health and lack of education as well as other
nonmaterial dimensions of well-being, including powerlessness and social
exclusion. Because of the positive achievements of the past, the poor in
ECA fare much better than the poor in other parts of the world in terms of
their education and access to health care. But there are signs that these
past achievements are being undermined by cutbacks in the delivery of
health and education services and, even more importantly, by the wide-
spread rise in under-the-counter payments demanded by public service
providers.

Deteriorating Health and Education Systems

School enrollment rates in ECA countries are significantly higher than
those typically found in countries of similar income levels. Even in the
poorest transition economies, primary school enrollments exceed 85 per-
cent, and in many countries primary enrollment is effectively universal.
Unfortunately, enrollment rates have started to fall in some of the poorest
CIS countries: from more than 90 percent in 1989, primary school enroll-
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ment rates have fallen by about ten or more percentage points in Moldova,
Armenia, Georgia, Turkmenistan, and Tajikistan during the past decade.
In addition, there are signs of declining school attendance. The available
evidence, sketchy as it is, suggests that poor children are the most likely to
drop out of school or attend sporadically, and the least able to afford the
costs (clothing, textbooks, transportation) of going to school.

The decline in funding for educational materials, unpaid teachers' wages,
and lack of heat and maintenance for some schools contribute to a decline
in the quality of schooling. Regional disparities also appear to be a prob-
lem in some countries, reducing the opportunities for children in poor
rural areas to get a quality education. Moreover, as their salaries have
fallen in a number of countries, some teachers have resorted to supple-
menting their incomes through tutoring-effectively requiring students to
pay for tutoring to be awarded a passing grade. Parents also are being
asked to pay bribes to obtain entrance to specialized schools for their
children. These forms of corruption effectively result in unequal opportu-
nities for children from poor families.

On the health side, indicators for the region are also far better in most
cases than in countries of similar incomes, reflecting the universal provi-
sion of comprehensive health care services to consumers and high levels of
education. Maternal mortality rates are low, ranging from less than 10 per
1,000 live births in Central Europe to less than 30 per 1,000 live births in
Central Asia (with the exception of Turkmenistan), and they declined sig-
nificantly between 1980 and 1987. Rises in under-five mortality rates have
largely been contained. Even in the poorest countries in Central Asia, most
children continue to be immunized, despite cuts in public expenditures on
health.

Notwithstanding the relatively favorable indicators, disturbing health
problems are surfacing. Most widely commented on has been the de-
crease in male life expectancy, particularly evident in many, though not
all, of the countries in the former Soviet Union (FSU). Male life expect-
ancy fell by around four years between 1989 and the mid-1990s in the
Baltic countries and by more than five years in Russia, Ukraine, and
Kazakhstan. By 1994 male life expectancy in Russia had fallen to 58
years-with a significant share of the decline attributable to the almost
100 percent increase since 1989 in the mortality rate of males between
the ages of 40 and 59. Not all countries experienced a drop; life expect-
ancy remained almost constant in Armenia and Turkmenistan. There
has been a lively debate about reasons for the increase in deaths. The
proximate cause is an increase in cardiovascular and circulatory diseases
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and accidents and violence. Psychological stress in response to the diffi-
culties of transition-which appears to have led to an upsurge in exces-
sive alcohol consumption-may have contributed to excess deaths from
these causes. Mortality increases were lower in areas where social sup-
port systems were stronger.

Diseases such as tuberculosis that had been largely controlled are now
staging a resurgence, along with an explosion in sexually transmitted dis-
eases and the related threat of an HIV/AIDS epidemic in parts of the re-
gion, most notably in Eastern Europe. Ukraine, Belarus, Moldova, and
Russia have the highest rates of HIV infections, with 1 percent of the adult
population of Ukraine estimated to be living with HIV/AIDS. In Russia
the number of reported HIV cases quadrupled between 1998 and 1999,
largely among injecting drug users. The skyrocketing increase in sexually
transmitted diseases suggests that in the future HIV is in danger of spread-
ing into the mainstream population through sexual transmission. Tuber-
culosis, including more drug resistant forms of the disease, also increased
during the 1990s. In Russia survey-based rates of drug resistant TB are
among the highest in the world. TB is neither diagnosed reliably nor treated
effectively, because of a lack of drugs and the use of nonstandard treat-
ment protocols. If HIV becomes more widespread in the general popula-
tion, it is likely to fuel a parallel increase in tuberculosis.

Less widely recognized-but with potentially serious implications for
child development-are signs of emerging nutritional deficiencies. Mal-
nutrition is a concern: in several parts of the Caucasus and Central Asia,
wasting and stunting exceed WHO-determined threshold levels. The re-
emergence of iodine deficiencies, which leads to goiter, is another serious
concern, especially because of the risks it presents of severe mental retar-
dation. Salt iodization programs, the principal way of eliminating iodine
deficiencies, appear to have broken down in some countries, leading to a
rise in goiter rates. Goiter rates now approach 80 percent in parts of the
Caucasus and Central Asia.

While there is little hard evidence showing that health outcomes for the
poor are more negatively affected than the rest of the population, it is
clear that access to health care is becoming increasingly dependent on
whether a household can afford the "informal" payments to doctors and
others practicing in collapsed public institutions (figure 2)-and that the
poor have the least ability to pay. In some countries, notably the Caucasus,
informal payments account for more than 85 percent of all expenditures
in the sector. The poor sometimes go without medical care or drugs, or
they sell off their income-generating assets to scrape up the cash needed to
get treatment. The loss of access to free health care is of considerable
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Figure 2 Share of Patients Making Informal Payments in Selected ECA Countries

Armenia (1999) 91

Poland (1998) 78

Azerbaijan 78

Kyrgyz Republic (1996) 75

Russian Federation (1997) 74

Moldova (1999) 70

Tajikistan (1999) 66

Slovak Republic (1999) 60

Albania (1996) 22

Bulgaria (1997) 21

Percent
Source: Chapter 8, figure 8.3.

concern to the poor and near poor and contributes deeply to their sense
of growing vulnerability.

Growing Social Strains

The stresses of the transition are evident in many indicators. Families are
no longer stable: divorce rates have increased in the Western CIS and Es-
tonia, while marriage and birth rates have declined sharply throughout
the region. Children and young adults are increasingly at risk. Poverty has
led to an increase in the number of institutionalized infants ages 0 to 3,
while a growing number of children are living on the street. In Russia
alone the number of street children is estimated at one million. Youth
unemployment is high in many countries, teen pregnancies have sharply
increased, and the increase in unprotected sex has made young people
vulnerable to sexually transmitted diseases including HIV/AIDS. Suicides
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of young males increased by more than 50 percent between 1989 and 1997
in Russia, Belarus, Lithuania, Slovenia, and the Czech Republic (UNICEF
1999); trafficking in young women is on the rise; and young men in the
poor rural areas of Central Asia are increasingly being recruited into the
drug trade. These trends presage the emergence of major social problems
that threaten to complicate future efforts at poverty reduction.

Consultations with the poor reveal a decline in social cohesiveness.
Poverty has reduced their ability to participate in informal networks of
self-help. At the same time the consumption of the rich has become more
conspicuous, fueling social tensions. The poor see the rich as people who
have gotten where they are by exploiting their connections and by profit-
ing dishonestly from their official positions. As one poor woman observed,
the rich "have been plundering everything and eating so much that they
cannot carry their own stomachs." Corruption, indifference, and ill treat-
ment by those in power pervade virtually every aspect of the lives of the
poor, whether it is dealing with social assistance and pension offices, ob-
taining health care, trying to run a small business, or seeking help from
the police. Throughout the region the poor perceive the state as having
effectively abandoned them. As one Georgian said: "Our leaders announced
transition to new market relations and then left us to the mercy of fate,
not asking whether we were prepared to accept the transition" (Dudwick
1999,20).

Explanations for the Increase in Poverty

The main explanatory factor for the emergence of poverty in Europe and
Central Asia is the social and economic dislocation of transition, and the
resulting drop in output, government revenues, and household incomes.
The impact of this economic collapse was accentuated by a large increase
in income inequality. Coming as it did when incomes were falling, the
increase in inequality meant that those at the bottom of the income distri-
bution received an even smaller share of a shrinking pie.

Although they can account for much of the quantitative rise in pov-
erty, these two factors-the collapse of output and increasing inequal-
ity-are in some sense just proximate causes, behind which lies a complex
interaction of economic, social, and political processes. Both the extent of
the output collapse and the rise in inequality were influenced by many
interrelated factors: the degree of initial macroeconomic distortions, the
familiarity of institutions and individuals with market mechanisms, the
inherited economic structure, and the comprehensiveness and quality of
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the policy reform package. Most importantly, the path of output and
incomes was conditioned by institutional legacies, which largely deter-
mined the behavior of policymakers during the transition and their inter-
est and ability to deliver a consistent reform program, with adequate
safeguards to protect the vulnerable.

The Fall in Output

The decline in output was pronounced throughout the region, but much
more so in the CIS countries, where poverty has also risen the most. On
average, the cumulative output decline in the CIS countries was almost 50
percent, while in the CSB (Central and South Eastern Europe and Baltic
countries), output declined by about 15 percent before starting its recov-
ery. The size of this output collapse is linked both to initial conditions and
the choice of reform path. Less favorable initial conditions-larger eco-
nomic distortions, less familiarity with market mechanisms and institu-
tions, and less political reform-typically led to worse output performance.
Yet while initial conditions are important, the choice of policies, and espe-
cially the comprehensiveness and quality of economic reforms, seem to
have mattered even more. Some countries with highly unfavorable initial
conditions have done well because they implemented strong reform pack-
ages, while others that started from a more favorable situation have done
poorly. Overall, countries that implemented inconsistent or partial reforms
experienced a larger drop in output than did those that reformed more
quickly.

More importantly from a poverty perspective, these partial reformers
experienced a sharper rise in poverty, for a given drop in output, than did
countries that implemented more comprehensive reforms. This was mainly
because inequality in these incomplete and partial reformers increased much
more. People have mainly experienced the impact of the output collapse
as a change in paid employment and in what wages can buy, and as a fall
in government transfers and services.

Declining employment. All transition economies have experienced a
sharp drop in the demand for labor. Falls in output across the region have
entailed large declines in employment and wages. These effects have been
amplified by the need to improve productivity and reduce the labor hoard-
ing common to the old system. Most countries have also witnessed a de-
cline in labor supply, as participation in the labor market has dropped
because of early retirement, discouragement, or women choosing to stay
at home. In all the transition countries of the region, the share of the
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population employed today is significantly smaller than it was at the start
of the transition.

In most of the CSB countries, open unemployment rates are high and
persistent. While the employed are benefiting from rapidly rising produc-
tivity and wages, the jobless-and especially the long-term unemployed-
risk being left behind. Despite the strong resumption of GDP growth, job
creation remains sluggish. The recovery of output has not resulted in much
growth in net aggregate employment. Differences in standards of living
between those with jobs and those without them are large and growing.
Poverty is closely linked to unemployment.

In the CIS countries the decline in GDP was so abrupt and sizable that
equivalent cuts in employment were politically and socially untenable.
Enterprise restructuring has been limited, and the reduction in real wages
or nonpayment of wages has been the dominant mode of labor market
adjustment. Registered unemployment is low, but definitions based on
household surveys suggest much higher rates of actual unemployment and
inactivity. Hidden unemployment, with workers retaining formal ties to
an enterprise but neither working nor receiving a wage, is also high. Yet
income opportunities outside these attachments to nonviable and low-
paying enterprises appear to be few. New private sector activities that
could attract these workers have been slow to emerge, largely because of
the incompleteness of reforms. Given the lack of alternatives, many fami-
lies have turned to subsistence agriculture, or other forms of small-scale
self-employment, to supplement their meager formal incomes. As a result,
labor is channeled to these low-productivity activities rather than to new,
higher-productivity jobs. GDP growth-where it has happened-has not
brought about a recovery of employment levels. An extreme case of this is
Armenia. Despite five years of continuous positive growth (averaging 5.2
percent per year) between 1994 and 1999, employment declined by 8.5
percent.

Shrinking fiscal revenues and transfers. The collapse in GDP also en-
tailed a collapse in state revenues throughout the region. For many of the
CIS countries, this was compounded by the loss of large fiscal transfers
from Moscow as a result of independence. What happened to revenues
dictated to a large extent whether countries were able to take action to
cushion the social impact of the transition. Many of the CIS countries
simply did not have the fiscal space to maintain basic social transfers-in
some cases not even pensions. Many also had to slash spending in health
and education, contributing to the spread of informal and under-the-table
payments and hurting the poor more than the rich. Poor budget manage-
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ment and implementation in the face of shrinking revenues also led to the
emergence of pervasive arrears in public sector payments, wages, and pen-
sions in parts of the CIS (for example, Georgia, Moldova, Russia). These
arrears have had a highly regressive aspect, since they fall disproportion-
ately on the poor and are highest in poor regions.

Could fiscal adjustment have been carried out in a different, more pro-
poor way? There is little doubt that, at least in the CIS, the quality of fiscal
adjustment could have been much better. Across-the-board cuts in expen-
ditures, with a bias toward cutting social and infrastructure spending, con-
tributed to worsening inequality, and hence to increasing poverty. The
absence of a safety net made it hard to restructure and lay off workers,
and this contributed to slowing down growth and lengthening the reces-
sion. Moreover, by increasing inequality, these cuts may have contributed
to slower growth. They certainly made it more difficult for necessary mar-
ket-supporting institutions to develop: cash-starved governments that can-
not pay their civil servants will find it impossible to develop an effective
and accountable public administration and regulatory bodies.

In contrast to the CIS experience, expenditures in CSB countries were
kept at very high levels. High levels of expenditures, especially in the so-
cial sectors, helped cushion the impact of the transition and made reforms
more acceptable. In Poland, for example, pensions were critical to pre-
venting the elderly from falling into poverty. In this manner high expendi-
tures in the CSB may have been crucial to maintaining support for reforms
and hence to the recovery of growth. The challenge for the CSB coun-
tries right now is how to reduce the fiscal burden imposed by these high
levels of social spending without undermining their positive protective
impact.

Rising Inequality

The collapse in output was critical in determining what happened to pov-
erty. But what has happened to inequality has been equally important.
The countries of Europe and Central Asia entered the transition process
with some of the lowest levels of inequality in the world. But since then
inequality has increased steadily in all transition countries-and dramati-
cally in some of them (figure 3). Countries like Armenia, the Kyrgyz Re-
public, Moldova, and Russia are now among the most unequal in the
world, with Gini coefficients nearly twice their pretransition levels.

The rise in inequality is in part attributable to positive developments:
rising returns to education, a decompression of wages, and returns to risk
taking and entrepreneurship. Despite the resulting increase in inequality,
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Figure 3 Changes in Income Inequality in Selected ECA Countries during Transition
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these forces are welcome because they signal that the market is now work-
ing to reward skills and effort, as in more mature market economies. In
the CSB countries, the rise in education premiums and wage dispersion
has been dampened by strong social transfers and redistribution, in line
with the demands that these societies have placed on their governments
for such mechanisms. This has not been the case in the CIS, where social
transfers have at best been negligible and in some instances even contrib-
uted to making inequality worse.

Rising educational premiums and wage dispersion are not sufficient to
explain rising inequality in the CIS and, in fact, explain surprisingly little
of it. Much of the rise in inequality in the CIS must be attributed instead to
the apparent collapse of formal wages and income opportunities, the per-
vasiveness of wage arrears, and the resulting explosion of self-employ-
ment as the main source of household incomes. Unlike in the CSB, however,
this emerging self-employment does not reflect new, private business ac-
tivity but rather a large-scale move toward subsistence agriculture-a last-
resort coping strategy to keep households afloat. New, formal job
opportunities in the CIS are scarce, stifled by the lack of competitive mar-
kets and the pervasiveness of corruption and bribe-taking. People, except
for a privileged few, are largely stuck in their low-paying (and sometimes
nonpaying) jobs. Access to connections and informal networks, and an
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ability to pay, are key to finding a job and getting ahead. This has led to
highly unequal outcomes.

Although these developments can explain the rise in inequality in the
CIS, they are not the root of the problem. They are rather the manifesta-
tions of the failure to carry through with reforms aimed at the public good
as a result of the state's capture by private interests. Those whose incomes
depend on the continuation of opportunities for asset-stripping, monopoly
rent-seeking, illegal enrichment, and tax evasion are a powerful force
against policies that would foster widely shared prosperity. They have a
strong interest in blocking further reforms that would allow for a true
transition to a market economy and a more equal distribution of opportu-
nities and incomes.

The Role of Institutions

Why were some countries so much more successful than others in manag-
ing the transition in a socially responsible way? And why were some coun-
tries more susceptible to capture by private interests from the start? The
answer lies in the institutional structure these countries inherited, and the
resulting incentives power holders faced to break with the past. Countries
with stronger institutional checks and balances (resulting from stronger
civil societies, more mature political democracies, and more developed
market-supporting institutions) were better at establishing economic and
political contestability from the start. As a result, these countries imple-
mented more pro-poor policy choices: they carried out more comprehen-
sive and decisive reforms, moved more quickly toward a market-based
system for allocating resources (and away from the power- or access-based
system that characterized late socialism), and carried out more socially
focused adjustment. Because they were better at getting markets to work,
these countries generated more new job and income-earning opportuni-
ties for their citizens. At the same time they also gave higher priority to
keeping a strong social safety net and devoted a much larger share of their
resources to this goal. Poverty and inequality increased, but much more
moderately than in other parts of the region.

Other countries, most notably those of the CIS, failed to establish eco-
nomic and political contestability. The partiality and incompleteness of
economic and political reforms during the first stage of transition simply
allowed some power groups-mainly traditional socialist elites in combi-
nation with some entrepreneurial newcomers-to cement and legalize the
power relationships that existed at the end of socialism. In the absence of
institutional checks and balances or other measures to restrain the arbi-
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trary use of power, these groups were able to generate concentrated rents
for themselves at a high cost in terms of increased inequality and poverty
to the rest of society. These power groups are now the main obstacles to
any further economic reform that would threaten their concentrated
rents. With rent-seeking channels now firmly "institutionalized," poli-
ticians in much of the CIS are reluctant to let the process of democ-
ratization and market expansion move further, since this may jeopardize
the status quo.

The partiality of the initial reforms-especially the lack of further efforts
to deconcentrate economic power and create better-functioning markets-
has stifled job creation and opportunities for all but these privileged parts
of society. Formal wages and employment opportunities have collapsed,
and with pervasive noncompetitive practices and corruption to contend
with, there is little room for new small- and medium-scale private activity
to emerge to create jobs. Resource-starved governments have revealed only
limited interest (and ability) to protect the vulnerable: social spending has
collapsed throughout much of the CIS, and along with it so has the social
safety net. The result has been a virtually unprecedented increase in pov-
erty and inequality.

Public Action to Reduce Poverty

Social and economic policies can go a long way to create opportunities,
reduce poverty, and bring about a more egalitarian society-provided there
is a political consensus for such policies. Such a consensus is unlikely to
exist when institutions are not effective and do not act in the interests of
the broad electorate. They are unlikely to work well when state capture or
corruption are pronounced. Politicians captured by special interests have
little incentive to advocate policies in the interest of all in society, includ-
ing the poor. Public servants who earn their living through side payments
for services rendered have little interest in forgoing corrupt practices. Cap-
tured and corrupt states are unlikely to "correct" themselves unless pres-
sure comes from nonstate institutions and actors.

Building Institutions to Support Poverty Reduction Strategies

How can state capture and administrative corruption be tackled? The key
is to address the underlying problems of institutional capacity and incen-
tives faced by the state, civil society, and the private sector through a multi-
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pronged approach focused on increasing the cost of state capture to poli-
ticians and reducing the benefits from state capture to firms. There are
five key building blocks: (a) increasing political accountability; (b) strength-
ening institutional restraints; (c) strengthening civil society participation
and media oversight; (d) creating a competitive private sector; and (e)
reforming public sector management. Increasing the transparency of the
political process and political competition will make leaders more account-
able to voters. Political participation by all segments of society can work
to improve distributional equity, and it can improve social outcomes in
health and education. Strengthening institutional restraints requires building
and reinforcing the horizontal separation between the legislative, execu-
tive, and judicial branches, and turning them into legitimate and compe-
tent state institutions. The poor have much to gain from a well-functioning
legal and judicial system and professional law enforcement, since police
harassment, lawlessness, corruption, and violence deeply affect their daily
lives. Building an effective public service is a key element in the strategy to
reduce administrative corruption, and it can have a large impact on those
most dependent on public service provision, the poor.

Once a state is captured, pressure must come from civil society and
nonstate organizations, such as citizens groups, nongovernmental organi-
zations, trade unions, religious organizations, and from the media. Long
repressed during the socialist period, civil society will take some time to
develop-especially where NGOs and other groups and the media are
closely identified with government interests. Increasing economic compe-
tition will help dissolve the concentration of economic interests-though
such a policy is likely to face strong resistance. Here, too, pressure from
civil society will be key.

But even in states with governments that are not captured or corrupt,
the poor are often voiceless, and their interests figure little in public policy.
What can be done to increase their opportunities to make their concerns
heard? One step is the creation of a concept of true public service, which
when combined with mechanisms to monitor whether public servants are
serving their clients effectively can help ensure that programs designed to
serve the poor actually deliver their intended benefits. Another important
advance is to ensure that the poor are made aware of their legal rights to
receive benefits and public services, and have an effective means of redress
if those rights are abrogated. Decentralization (a means of putting public
officials in closer touch with the concerns of local populations) may give
the poor greater opportunities for voice, provided issues of accountability
and transparency are addressed.
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Measures to build the social capital of the poor can play an important
part in their empowerment. Reconstructing and empowering civil society,
constructing new bases for community and social cohesion, and decen-
tralizing government institutions are particularly important in ECA, given
the devastating impact the strongly centralized, authoritarian socialist re-
gimes had on "community" and "society." Where state capacity to deliver
services is weak or absent, building accountable, inclusive local-level insti-
tutions can serve an important role. Yet such efforts are fraught with pit-
falls: where local-level power structures are highly unequal,
decentralization can increase exclusion and hurt the poor; widespread
cynicism about public authority and politics and a tradition of alienation
may slow down the development of civil society; the strong lack of com-
munity identity in many parts of the region-or identification with a so-
cial network that excludes other groups on ethnic or clan-related or other
grounds-may work against the construction of an inclusive community
able to act effectively on its own behalf. Building inclusive community-
based institutions will not be fast or straightforward. But it may be the
best hope for fostering the creation of national-level and state institutions
that serve the broad interests of society-and are inclusive of, and ac-
countable to, the poor.

Better-functioning and more inclusive institutions will facilitate the
implementation of policies aimed at the broader public good, but even
the best-intentioned governments will need a well-thought-out and co-
herent strategy to deliver improvements in living standards. Making tran-
sition work for everyone means first and foremost improving people's
opportunities to earn a living through productive work. In turn, this means
that everyone, including the poor, must have the capabilities needed to
take advantage of those opportunities. Education and health systems must
be reformed so that the poor as well as the rich can participate fully in the
market. Making transition work for everyone also means providing for
those who cannot participate in the market and helping citizens reduce
the economic insecurity they face. In the past, socialist societies strongly
emphasized security at the expense of individual achievement. Many citi-
zens today want government to play an active role in providing for those
who have no means of supporting themselves and in reducing the risks of
inadequate income in old age and loss of income from employment. The
challenge is how to do so in a way that is consistent with the fiscal re-
sources available and does not dampen incentives to create new jobs.
Governments can play an active role in reducing inequality and enhancing
the mobility of those at the bottom-not only for reasons of social justice
but also to foster social cohesion and long-run prospects for growth.



OVERVIEW 19

Creating Opportunities

Growth-and with it the generation of employment opportunities-is a
sine qua non for poverty reduction. Living standards in very poor coun-
tries cannot be improved without growth. Provided it is equitably shared,
growth can have a big impact on poverty reduction. In Poland, for ex-
ample, the mean expenditures of the poor fall some 20 percent short of
the relative poverty line-reflecting relatively shallow poverty. A 10 per-
cent increase in mean income, equitably distributed, would reduce the
incidence of poverty by 35 percent. But in Russia, by contrast, the in-
comes of the poor fall more than 30 percent short of the poverty line-
hence deeper poverty. The same increase in mean incomes would reduce
poverty by only 20 percent, far less than in Poland but still a respectable
amount. In aggregate, absolute poverty could be reduced by more than
50 percent over a ten-year period if the region were to grow at 3.7 percent
per year and that growth were to be shared evenly among the population.
Were aggregate growth to be somewhat lower-2.7 percent per year-
and inequality to worsen by 20 percent, however, poverty might actually
increase in the region.2 These simulations underscore the importance of
robust, sustainable economic growth that is widely shared across the popu-
lation. But this is far easier said than achieved.

While growth is essential to a continuing improvement in living stan-
dards, what matters ultimately is that growth generates jobs and that real
wages rise over time as labor productivity increases. High unemployment
rates and declines in labor participation rates in the CSB countries, and
the considerable labor hoarding and low productivity prevalent in the CIS
countries, suggest that job creation is likely to lag economic growth for
some time to come. Even in the more successful reformers, such as Hun-
gary and Poland, employment growth has lagged output growth by a con-
siderable (and increasing) margin. In Hungary, for example, the number
of jobs in 1997 was 30 percent lower than in 1989, even though output
had recovered to its 1989 level. If the countries of the OECD are any
guide for these economies, increasing the "job content" of output growth
and tackling unemployment will require measures that go well beyond
making the labor market more flexible. Increasing the flexibility of hous-
ing markets, deregulating product markets, and breaking up infrastruc-
ture monopolies are likely to be as important. Those measures are the key
to the emergence of a competitive private sector that can be the engine of
growth and rising labor demand.

Although some countries are on the road to growth, prospects are more
uncertain in others. The challenges differ depending on where countries
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are in their reform efforts and on their income levels. Broad cross-cutting
themes, however, are relevant to all countries First, fiscal adjustment re-
mains central to the macroeconomic stabilization and growth prospects
of all countries-and to poverty reduction efforts-since economic and
financial crises are harmful to the poor. But the quality of that adjustment
is paramount, if the state is to play its role in ensuring that all citizens have
the capability to participate in the market and protect the vulnerable. Sec-
ond, the enabling environment for private sector development-the key
engine of job creation-remains deficient across the board. Third, virtu-
ally all countries face the problem of providing adequate social protection
for those affected by economic restructuring. This, of course, is linked to
the fiscal resources available, thereby closing the circle on the key set of
needed reforms.

The more advanced market reformers have largely attained aggregate
fiscal discipline, but they face quality issues in terms of managing off-
budget fiscal risks generated by explicitly and implicitly guaranteed loans
by government. Pension systems have threatened to undermine fiscal
sustainability in many of the advanced market reformers as the ratio of
contributors to dependents has fallen substantially over the transition pe-
riod and will continue to fall. Pension reform is under way in many coun-
tries to reduce the burden on the budget and on contributors. This will
help keep jobs in the formal economy, the number of covered workers
high, and the future secure for senior citizens of today and tomorrow.

The less advanced market reformers have not yet achieved sustainable
aggregate fiscal provision. This will require continuing efforts at revenue
enhancement and expenditure retrenchment, with a particular focus on
commitment control so that all expenditures are made on time and in
cash. Key here will be inter- and intrasectoral budget tradeoffs, particu-
larly with regard to the health and education sector, which accounts for a
large share of budget spending. Soft budget constraints on the enterprise
sector need to be eliminated in all their forms, because they not only com-
promise the tax and fiscal effort but also undermine restructuring and
future growth prospects.

Although the advanced market reformers have made significant progress
on the privatization and enterprise reform agenda, they still face chal-
lenges. They now confront the difficult challenge of privatizing infrastruc-
ture and utilities monopolies to bring in the new investment needed to
modernize these sectors and maintain a competitive edge in the global
economy. But for privatization to be successful, an appropriate legal and
regulatory framework needs to be in place. Similarly, while the more ad-
vanced market reformers have in place the basic elements of frameworks
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for enterprise liquidation and insolvency, corporate governance, competi-
tion and antimonopoly policies, and regulation of the banking sector, these
frameworks are sometimes deficient in key respects and inadequately en-
forced. The less advanced market reformers face the same challenges in
improving the institutional structure that governs private sector activity.
However, in addition, the enabling environment for small business remains
sorely lacking, with excessive government micromanagement and corrup-
tion a major issue in many countries.

Moving ahead on the land reform agenda and promoting agricultural
growth more broadly will contribute to overall growth and poverty eradi-
cation, especially in the low-income countries. Smallholder agriculture is
more productive and labor intensive than is the newly privatized state and
collective farm sector While all countries have embarked upon agricul-
tural reforms, considerably more progress must be made, especially in the
areas of farm restructuring and liberalizing of marketing arrangements.
Input markets are not functioning well in parts of the region. Govern-
ments may need to determine where this problem is attributable to exces-
sive government interference and corruption and where there are more
genuine market failures-for example, in the area of rural credit-in which
they might usefully play a role.

Imposing hard budget constraints on enterprises and continuing the
privatization process will increase the claims on the budget for severance
payments, unemployment insurance, and other social assistance measures.
Combined with measures to promote entry of new firms, this will gener-
ate a more productive economy over the medium term and over the long
term more jobs. Considerable restructuring of the social sectors, including
downsizing of personnel, will also be necessary to improve health and edu-
cation services for the poor. But in the short term these measures may
aggravate poverty. Freeing up fiscal resources to finance social assistance
measures will be difficult, given the competing claims on the budget-
hence the importance of improving revenue collections and prioritizing
expenditures.

Improving Capabilities

To ensure that growth will be inclusive over the long term and to avoid the
intergenerational transmission of poverty, ECA countries will need to pay
particular attention to improving capabilities. While much has been
achieved in this area under socialism, there are major deficiencies in health
and education systems that affect much of the population, and especially
the poor. Across the region people are increasingly being called on to
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make side payments to publicly financed health care providers. This is
also a problem in the education system. Most governments have avoided
making the tough decisions required to rationalize the intrasectoral allo-
cation of expenditure within the two sectors as real social sector expendi-
tures collapsed along with GDP. Personnel are underpaid or not paid at
all, complementary expenditures (on materials, drugs, heat, and repairs,
for example) are underfinanced, and the number of facilities and person-
nel significantly exceed OECD benchmarks. A major reallocation of ex-
penditure-and greater accountability-is needed to ensure that
governments can deliver on their commitments to provide universal pri-
mary education and basic health services to the population. Without a
reallocation of funds, some of the poorest countries in the region risk not
being able to provide universal primary education and essential health
services. Rationalizing personnel and facilities, and allocating more funds
where necessary, would help put both sectors on a sounder financial foot-
ing. In turn, this could eliminate the conditions that give rise to the "in-
formal" payments that are rationing the poor out of the system at present,
assuming there is government commitment to stamp out this form of
corruption.

Beyond this lies the challenge of bringing the quality of the education
and health systems up to OECD standards. Despite substantial achieve-
ments in these areas, neither system delivers high-quality health or educa-
tion services. For the most part, education systems have not been adapted
to prepare people for a modern market economy, which requires the abil-
ity to apply learning to new situations, rather than narrow specialization.
Health systems have some ways to go in applying the most up-to-date
treatment protocols and encouraging their population to change behav-
iors that lower adult life expectancy.

But these reforms are unlikely to fully address questions of differential
access of the poor. The state, for example, may want to subsidize poor
children's attendance at preschool programs. To keep their children in
school, very poor parents may require additional assistance offsetting the
loss in income children earn when kept out of school. And as cost-recov-
ery measures are put in place for tertiary education, scholarship programs
for the poor need to be instituted. Ensuring that the poor get access to
health care entails deciding on the type of national health program to
implement and how coverage for the poor will be financed. Of major
importance to the poor is coverage for catastrophic illness-which they
can least afford to pay for.
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Reducing Destitution and Increasing Security

The key social protection challenge for most countries is to help the truly
destitute and ensure that children do not suffer long-term developmental
damage or fail to gain access to schooling and other opportunities for lack
of funds. Once these objectives are met, societies can provide protection
against adverse economic outcomes to a much broader range of the popu-
lation. The challenge is to provide the right amount of social protection.
Too much protection is fiscally costly and entails major disincentive ef-
fects, while too little protection may give rise to socially unacceptable
levels of destitution and may irreparably harm children. Striking the right
balance between protection and efficiency concerns is difficult for most
countries, but it is especially tough in transition countries. First, as noted
earlier, the choices between efficiency and protection are not clear-cut:
higher expenditures on social protection programs to facilitate the reallo-
cation of labor to more productive uses may serve long-term efficiency
objectives. Second, the political challenges of reforming social protection
systems are formidable. The socialist system provided a high degree of
security that the public continues to want. For this reason, poor transition
countries often have a more developed set of social protection programs
than do other countries of similar income levels.

Despite the emphasis that has been placed on social protection mea-
sures, they have had only limited success in reaching the poor Many coun-
tries spend about 1 percent of their income on social assistance programs,
and even where they spend somewhat more, these programs for the most
part have been poorly targeted, have covered only a limited number of
poor, and have made little difference in their economic circumstances.
Recent evaluations show that social assistance reaches only 2 percent of
the poor in Latvia, for example. In some cases the bottom quintile gets
only its share of total spending on social assistance, while in the best cases
the bottom quintile receives roughly 40 percent of total spending. Thus,
the bulk of spending is not going to the poorest.

In a number of countries, especially in the CIS, a great deal of money is
spent subsidizing utility consumer prices-often by the utilities themselves
from their capital budget-but most of this spending does not go to the
poor, entails significant price distortions, and has deprived utilities of funds
needed to maintain their infrastructure. The biggest chunk of social pro-
tection spending has gone to social insurance programs, especially pen-
sions. Pensions have played a major role in helping countries (especially in
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Central Europe) cope with transition shocks, reduce poverty in pensioner
households, and dampen inequality.

A major challenge is to improve the targeting of social assistance pro-
grams and utility price subsidies. In all countries the priority should be the
provision of adequate protection to the truly destitute and children at risk.
But it is not easy to find cost-effective ways of doing this. In the poorer
countries where poverty risks are not often well differentiated, categorical-
based benefit systems are not likely to be well-targeted or to achieve high
coverage-if they are affordable. Community-based benefit delivery might
be used in conjunction with a transparent, interregional benefit allocation
formula, especially in the poorer countries. Such programs might be supple-
mented by self-targeted programs, including work-fare schemes, which of-
fer below market wages to avoid disincentive work effects. Middle- and
high-income countries have the resources, financial and administrative, to
adopt more universal, means-tested programs. Of particular concern for
these richer countries are the high rates of poverty in multichild households,
which ought to be a major focus of social protection programs. They also
need to address the problems of socially excluded populations-in particu-
lar, the long-term unemployed and ethnic minorities such as the Roma.

Pension spending is high in transition countries, especially relative to
income levels. The aging of the population-which will further reduce the
number of contributors relative to the number of recipients-makes it all
the more imperative to put pension systems on a more sustainable basis
over the long term. The main public pension reform option in middle-
and high-income countries is to tighten the benefit-contribution link,
downsize public systems in order to reduce the burden on the budget,
reduce contributors' tax rates, and create room for a funded program that
would eventually supplement the publicly funded system. Low-income
countries cannot afford the pension systems that they have-and hence
they have let extensive pension arrears develop. In the short term it would
be better to move to a flat distribution of payments that are paid on time.
As economies grow and the contribution base widens, the benefits could
be differentiated in line with contributions.

To deal with growing unemployment in the early years of transition,
many countries initiated unemployment insurance programs similar to those
in OECD countries. These programs proved to be expensive, not only
because they had very generous benefits, but also because unemployment
was high and persistent. Countries tightened provisions and often let ben-
efits erode with inflation. While the programs may have helped cushion
the shock of transition, they are not sustainable as they are. Unemploy-
ment insurance programs are more relevant for countries that can finance
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benefits at low tax rates, can administer benefits well, and can collect
contributions attributed to individuals. Only some of the higher income
transition countries are reaching this stage. Lower income countries may
want to convert their unemployment insurance programs-which are not
meeting their objectives-into unemployment assistance programs financed
from general revenues and focused on flat-rate layoff packages, and coor-
dinate them better with other social assistance schemes.

Reducing Inequality and Improving Mobility

Governments can also play an active role in reducing inequality and en-
hancing the mobility of those at the bottom. The main motivation for this
may be social justice and a desire to maximize social welfare. But there are
also other reasons for societies to be concerned about levels of inequality.
For example, the existence of capital market imperfections combined with
high levels of income inequality may effectively prevent equal educational
opportunities. There is also evidence that high levels of inequality may
threaten social cohesion, thereby deterring new investment and lowering
long-run growth prospects.

While some increase in inequality as a result of transition was both
anticipated and welcome-insofar as it provides incentives for risk-taking
and hard work-the magnitude of this increase in some countries is wor-
risome: it raises doubts about the ability of some segments of society to
participate fully in economic, social, and political life in the future. The
agenda of policy actions described earlier that further the objective of
transition are by and large consistent with a strategy to reduce inequality.
Improving tax compliance-a major issue in most CIS and South Eastern
European countries-would not only improve the fiscal situation and ca-
pacity for inequality-reducing transfers, but also could in itself help to
reduce inequality. The aforementioned social assistance programs are a
powerful tool for redistributing income to those at the bottom. Redis-
tributive fiscal policy can also play a role in fostering the accumulation of
public capital and promoting educational opportunities in poor rural re-
gions in the higher income countries. In addition, many of the reforms
described under the growth agenda-including further deregulation of the
product market and financial sector development-will help reduce in-
equality. This is an important message because the popular perception is
that market development and liberalization raise inequality. But the evi-
dence for ECA suggests that this need not be the case.

Various other policy measures are often considered by societies that are
committed to a more egalitarian distribution of income. Some can work,
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but others come at high cost. For example, policies to raise the wages of
unskilled or low-skilled labor include those that establish a minimum wage
or wage floor and those that facilitate investments in human capital and
increase the productivity of the unskilled. The evidence from other regions
suggests that minimum wages may lead to some decline in inequality (and
somewhat larger positive effects on poverty), but they carry well-known
risks, including a potentially negative effect on employment. Therefore,
such policies are to be approached with caution. Training programs can
also be used to provide workers with new skills better suited to the market
economy. Evaluation of the effectiveness of training schemes for unem-
ployed workers in three transition countries (the Czech Republic, Hun-
gary, and Poland) found generally positive, though small, employment
effects. Women and young workers benefited more than did male and
older workers. While such programs may have a role to play in economies
that are well advanced on structural reforms and are growing, they will
do little to solve the problems in only partially reformed economies where
the fundamental problem is collapsed labor demand. Policies that foster
labor market participation of women may reduce poverty as well as hav-
ing other beneficial effects, including reducing women's vulnerability to
violence and increasing investments in children. The link between women's
labor force participation, affordable childcare programs, and higher house-
hold incomes justifies a renewed focus on childcare-especially if it can be
tied to early childhood education programs that improve the life chances
of poor children.

Conclusions

Widespread poverty in transition countries in Europe and Central Asia
need not be a permanent phenomenon. Economic and social policies have
been effective in reducing poverty elsewhere in the world and could be
effective in ECA-if governments choose to pursue them. Building public
institutions that are accountable and responsive to a broad electorate is a
prerequisite for more effective poverty reduction strategies. This, in turn,
is linked to the development of a vibrant civil society in which informa-
tion freely circulates and channels exist for making preferences known.
Spurred in part by the prospects of accession to the European Union, some
countries are moving quickly in that direction. But even in these countries,
the poor may have little direct voice in shaping the interventions that af-
fect them on a day-to-day basis. Effective poverty reduction strategies
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will entail removing the barriers to their equal participation in the market

and in political life.
For countries where powerful private interests have captured the state,

the challenge is particularly great. The cost of inaction is much higher as
well, since these are the countries where the majority of the poor are

found. It is essential to reduce state capture and make public institutions
more broadly accountable. Societies can then confront the difficult chal-
lenges of expanding opportunities for productive work, improving the
capabilities of the poor so that they can participate in the market, and
providing the destitute with the basic essentials of life. Only then will
transition work for everyone.

Notes

1. These estimates (World Bank 2000b) are based on 1993 PPP rates. Figure 1
reports the most recent available estimate of poverty by country, based on the
newly available 1996 PPP rates, which are better for estimating poverty outcomes
in the second half of the 1990s. Estimates based on the 1996 PPP rates are not
comparable to estimates based on the 1993 PPP rates.

2. These projections are based on a $2.15 poverty line in 1993 purchasing
power parity (World Bank 2000b).
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PART I

DIMENSIONS OF POVERTY
IN TRANSITION ECONOMIES

P overty increased dramatically in the transition countries of Europe
and Central Asia during the past decade-in part a result of the
collapse in GDP rivaling that of the Great Depression of the 1930s.

Not only is the increase in poverty unprecedented, but it has taken place
in the context of profound changes in economic, social, and political life.
These factors differentiate the experience of the poor in ECA from that of
the poor in other parts of the world.

Chapter 1 explores the various dimensions of poverty within the broader
context of the transition to a more market-oriented economy. For some
the transition process has brought about a level of material deprivation
unknown in the recent past, while many have experienced a decline in
living standards. Achievements in education and health are being under-
mined as the poor are being rationed out of the system by their inability to
pay. The security that was provided during the socialist period through
guaranteed employment, old age pensions, and free health care and other
services has given way to massive unemployment or underemployment,
declining pensions, and services that are available to those who can pay. A
strong sense of insecurity, vulnerability, and helplessness surfaces frequently
in the voices of the poor, especially where prospects for economic recovery
have been slow to materialize. While the transition has brought new eco-
nomic and political opportunities to many, it also has widened the gulf
between poor and rich. The poor often attribute much of this growing
prosperity to corrupt and privileged access to resources and opportunities,
which further entrenches the growing divide. As a result of these forces at
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play, social cohesion is no longer as strong, and social marginalization is
increasing.

Chapter 2 takes a closer look at one important dimension of poverty-
namely the characteristics of those whose incomes put them at the bottom
of the income distribution. First, it examines the characteristics of the groups
that have a higher than average risk of poverty, based on a relative pov-
erty line for each country set at 50 percent of median income. Labor mar-
ket status, location, and certain demographic characteristics show a strong
correlation with poverty risks, more so in Central and South Eastern Eu-
rope and the Baltic states than in the Commonwealth of Independent States.
Second, the chapter discusses the groups that make up the majority of the
poor. For the most part they are the working poor with children. Third,
the chapter explores the persistence of poverty over time. Survey data
show that households tend to experience relatively large fluctuations in
incomes over time that move many households in and out of poverty.
From this, it would appear that poverty is largely a transitory phenom-
enon. However, a deeper look at panel survey data suggests that there is a
greater degree of persistence in poverty. Indeed, an underclass may be
forming.



CHAPTER 1

The Nature and Evolution of Poverty1

T he poor in Europe and Central Asia have much in common
with the poor elsewhere in the world-notably a lack of assets
and access to resources and services, a low standard of living,

poor health, limited social relationships, the sense of being stigmatized by
the nonpoor, and feelings of powerlessness and insecurity (Narayan and
others 1999). The region's socialist heritage, however, and the transition
to a more market-oriented economy have made postsocialist poverty un-
usual in several respects.

The Unusual Features of Postsocialist Poverty

The magnitude of the increase in poverty would probably suffice to dis-
tinguish the experience of the ECA region from other regions in recent
times. Between 1988 and 1998, absolute poverty rates in Europe and
Central Asia increased from 2 to 21 percent. 2 While these estimates are
an approximation given serious data deficiencies, there is little doubt that
absolute poverty increased dramatically in the region.

In transition countries the decline in economic output and in the stan-
dard of living rivals that of the Great Depression of the 1930s, yet unlike
the latter it has taken place in the context of far-reaching systemic changes
in political, economic, and social life. Poverty has been accompanied by a
feeling of profound disorientation: all the rules of the game changed over-
night. As an employment services administrator in the Kyrgyz Republic
explained, "Imagine traveling along in a car for seventy years and suddenly
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the road disappears and your car crashes. You don't know where to go"
(Kuehnast 1993, 26).

In contrast to the majority of poor people in developing countries,
most of the poor in transition countries are literate, many are well educated,
and before the transition they had secure employment and anticipated regu-
lar pensions and allowances from the state after retirement. The poor in
ECA tend to look to the past-with its guaranteed work, stable wages paid
regularly, and predictable future-as a time of well-being. As a man from
Bulgaria said, "In the past, with your salary you also got security-security
that you would have free health care, access to a trade union sanitorium,
that nobody would steal your money or that the bank would [not] go bank-
rupt" (World Bank 1999b, 23). Successive economic shocks-job loss or
nonpayment of salaries, hyperinflation and loss of savings, and the increas-
ing cost of education and health care-have made the poor in Europe and
Central Asia unusually vulnerable and unable to plan for the future. As one
Bulgarian acknowledged, "There's great insecurity now. You can't make
any plans. For all I know, I might be told that we'll be laid off for a couple of
months or that the factory is to be shut down. We work three days a week
even now, and you're in for a surprise every day" (World Bank 1999b, 29).

For the new poor, poverty has brought not only unaccustomed mate-
rial hardship, such as hunger (box 1.1), but also the destruction of "nor-
mal" life and accustomed social patterns. Under the socialist system,
employment helped define an individual's social importance in formal net-
works (such as the work collective), and it provided the context for infor-
mal networks, an important source of support and information that helped
people cope in a shortage economy. As jobs are lost and as hidden unem-

Box 1,1 Hunger as Experienced by the Very Poor

One important indicator of material deprivation is hunger. Relatively rare in the recent past,
hunger is now more frequently experienced by the very poor (Narayan 2000b, 67).

Poverty is the fact that sometimes I go hungry to bed in the evening, because I do not have
bread at home. Macedonia, 1998
That person is poor who for 20 days out of the month eats boiled potatoes without butter,
drinks tea without sugar, and doesn't have enough money to buy subsidized bread. Armenia,
1995

Only God knows how we shall survive over the winter. At night you wake up because of a
stomachache and because of hunger. Moldova, 1997
If I consider how other people live, then I feel poor because I cannot give my child what he
needs. If an employed individual still has to worry about buying his or her child bread and
has to scrape to make ends meet-this is not normal. Latvia, 1997
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ployment grows, these sources of support-material, social, and psycho-
logical-are breaking down.

Poverty has further eroded the essential sources of support. Driven
into isolation by poverty and shame, the poor lack the resources to main-
tain important social contacts. They find themselves increasingly cut off
from informal supports at the very moment when unusually sharp com-
petition over access to jobs, assets, and other resources have made "con-
nections" more important than ever. Schoolchildren in Macedonia say,
"School is no good if you don't have connections" (Narayan 2000b, 54).
In a shrinking job market, there is a growing sense that qualifications
matter less than do connections.

Although the poor in Europe and Central Asia hold governments and
officials responsible for the widespread impoverishment, many also blame
themselves. The poor expressed deep distress that their knowledge, skills,
and formal and informal competencies have become irrelevant. They say
they have lost their sense of belonging to society and are no longer neces-
sary to anyone. In Bosnia and Herzegovina, for example, people explained
that their inability to find a regular job made them feel worthless to them-
selves and their families (World Bank 1999a, 17).

Their sense of personal failure, together with the loss of respected so-
cial roles and identities, frequently have produced a paralyzing sense of
shame. This has contributed to self-destructive responses such as alcohol-
ism, depression, and even suicide. Poverty has greatly increased social
stress. Respondents in Russia, for example, attributed the decrease in the
birth rate, increases in mortality, growing alcoholism, rising divorce rates,
and increasing crime to growing poverty (World Bank 1999e, 16). As one
middle-aged Kyrgyz man said:

As a result of poverty, people steal and rob, children run away
from their parents, because of lack of clothes and shoes children can't
attend school, the poor are humiliated by the rich, and people com-
mit suicide. We've sold to China everything we had, even electric power
lines. Everything built in the Soviet times was broken, stolen, taken
apart (World Bank 1999d, 64).

The Extent of Material Deprivation

How many people are living in absolute deprivation in the transition coun-
tries of Europe and Central Asia? To answer this seemingly straightfor-
ward question, we use the so-called two-dollar-a-day poverty line (actually
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$2.15 per person per day in 1996 purchasing power parity).3 While in
many parts of the world the one-dollar-a-day line is used to measure abso-
lute deprivation, the two-dollar-a-day line is more appropriate for the ECA
region because its very cold climate necessitates additional expenditures
on heat, winter clothing, and food. The additional cost of heating expen-
ditures for a modest apartment in Riga can easily run more than $0.50
cents per day per person for a family of four at current exchange rates.
The lowest calorie-based national poverty line in the region, that of
Moldova, is actually slightly above the two-dollar-a-day line, indicating
that it is a reasonable threshold for absolute deprivation for the region.4

Poverty levels are highest in Central Asia and the Caucasus; the incidence
of poverty in Russia approaches 20 percent (table 1.1).

By and large, the poverty estimates appear plausible. Plotting the
headcount indices based on the $4.30 poverty line (which does a better
job of spreading out the high income countries) against 1998 GNP per
capita in PPP, we find that poverty rates, as expected, decline as GNP
increases. Some anomalies appear as well. Poverty rates seem low for
Ukraine, Bulgaria, Turkmenistan, and Croatia, and somewhat high for
Russia and possibly Romania (figure 1.1). However, the high level of in-
equality in Russia would lead to higher poverty levels for the same level
of private consumption. It is also interesting to note that in Kazakhstan,
Hungary, and Romania, mean expenditure per capita based on the survey
results is substantially lower than private consumption per capita calcu-
lated from national account data. For Azerbaijan, Moldova, Ukraine,
Belarus, and Croatia, on the other hand, ratios are high. It is not clear
where the data shortcomings lie. Surveys may be systematically under-
reporting (overreporting) expenditures-in which case absolute pov-
erty would be overestimated (underestimated). 5 Or they might be failing
to adequately sample the better off in the society-if so, inequality
would probably be underestimated but poverty measures might be fairly
robust. 6 Or the national account data may be misestimating private con-
sumption.

Another caution is in order regarding these estimates of absolute dep-
rivation. They are based on PPP rates derived from the International Com-
parison Programme's price surveys carried out by the Organization for
Economic Cooperation and Development (OECD) in 1996. According to
these surveys, the prices of many services and some goods in ECA coun-
tries were extremely cheap relative to international prices. Measurement
error may be a factor here, since it is very difficult to estimate prices when
markets are developing and to take into account the value of ancillary
benefits received by public sector employees. On average, market exchange
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Table 1.1 Absolute Poverty Rates otTransition Economies in Europe and Central Asia,
Selected Years, 1995-99

Ratio of
survey mean 1998 GNP in dollars

Headcount index consumption per capita
Survey $2.15! $4.30! to private Atlas 1996

Country year day day consumption method PPP

Tajikistan 1999 68.3 95.8 1.02 370 1,040
Moldova 1999 55.4 84.6 0.67 380 1,995
Kyrgyz Republic 1998 49.1 84.1 0.83 380 2,247
Armenia 1999 43.5 86.2 0.62 460 2,074
Azerbaijan 1999 23.5 64.2 1.39 480 2,168
Georgia 1999 18.9 54.2 0.88 970 3,429
Russian Federation 1998 18.8 50.3 0.85 2,260 6,186
Albaniaa 1996 11.5 58.6 0.68 810 2,864
Turkmenistan 1998 7.0 34.4 0.89 502 2,875
Romania 1998 6.8 44.5 0.43 1,360 5,571
Macedonia, FYR 1996 6.7 43.9 0.69 1,290 4,224
Latvia 1998 6.6 34.8 0.68 2,420 5,777
Kazakhstan 1996 5.7 30.9 0.45 1,340 4,317
Bulgaria 1995 3.1 18.2 0.67 1,220 4,683
Lithuania 1999 3.1 22.5 0.69 2,540 6,283
Ukraine 1999 3.0 29.4 0.95 980 3,130
Slovak Republic 1997 2.6 8.6 0.75 3,700 9,624
Estonia 1998 2.1 19.3 0.80 3,360 7,563
Hungary 1997 1.3 15.4 0.47 4,510 9,832
Poland 1998 1.2 18.4 0.67 3,910 7,543
Belarus 1999 1.0 10.4 0.99 2,180 6,318
Croatia 1998 0.2 4.0 1.18 4,620 6,698
Czech Republic 1996 0.0 0.8 0.81 5,150 12,197
Slovenia 1997/98 0.0 0.7 0.94 9,780 14,399

Note: Recent household survey data are not available for Bosnia and Herzegovina and Uzbekistan. Private con-
sumption data are not available for Talikistan, Turkmenistan, Kazakhstan, Georgia, or Moldova. GDP per capita in
current prices is used instead. GDP per capita (first half 1999) are used for Ukraine. The poverty headcount num-
bers are based on the international poverty lines of $2.15 and $4.30 per person per day.
a. The survey did not cover the capita city Tirana.
Source. Authors' estimates; see appendix for further details. GNP estimates from World Development Indicators
database, World Bank.

rates are more than three times greater than the PPP rates in ECA coun-
tries-the largest divergence of any region in the world, including Africa.
This is surprising since one would expect to find the greatest divergence
between PPP rates and exchange rates in the poorest region of the world.
If price estimates for transition countries are too low, the PPP rates would
be biased downwards. A further source of distortion may occur from our
use of PPP rates based on 1996 price surveys to estimate poverty based on
household surveys carried out in later years. Although the PPP rates are
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Figure 1.1 Incidence of Poverty vs. GNP in Selected ECA Countries
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adjusted for inflation by the CPI index, they do not take into account
changes in price structure that have occurred since 1996.7 This may intro-
duce another downwards bias. To the extent that the PPP rates are biased
downwards, poverty rates would be biased downwards. For these reasons
the poverty data presented in table 1.1-based on an international pov-
erty line and PPP rates-should be used with caution, and only to gain an
approximate picture of the extent and variation in absolute deprivation
across the region.

More fundamentally, the international poverty lines intended to mea-
sure the extent of absolute deprivation tell us very little about the level of
resources individuals in a particular country need to live with dignity and
respect in that country.8 For this reason countries establish their own na-
tional poverty lines-but even this is not without problems (box 1.2). Na-
tional poverty lines tend to increase with a country's income level. Even
though the level of absolute deprivation based on the two-dollar-a-day
line is very low in some of the European Union (EU) accession countries,
poverty does exist in these countries and is a serious concern-just as it is
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in the United States or Western Europe.9 In the United States, for ex-
ample, the poverty line for a family of four was $11.41 per person per
day in 1998. It was originally calculated in the mid-1960s as three times
the minimum basket of food a family would need, and since then it has
been adjusted for inflation. At this line the official poverty rate in the
United States was 12.7 percent.10

Income deprivation is the conventional objective measure of poverty.
However, it does not necessarily accord well with people's own assess-
ment of their economic welfare, as Ravallion and Lokshin (1999) demon-
strate with data from Russia. They find that current household income is
not closely correlated with people's self-reported assessments of their eco-
nomic status. Adding other explanatory variables (such as educational
attainment, health status, average income in the area of residence, and
employment status) to household income and demographic measures sub-
stantially improves their ability to predict people's assessment of their eco-
nomic welfare. Health and education are important aspects of well-being
independent of their impact on income levels. Being unemployed or being
afraid of losing one's job also lowers self-rated welfare, even controlling
for household income.

Clearly, employment is valued for more than just the income it pro-
vides. Relative income also matters; if two people have the same income
but live in different areas, the one living in the area of higher average
income will perceive herself or himself to be worse off. The more income
an individual earns, the better off the individual perceives her or his own
economic welfare, even holding total household income constant. This
suggests that earning income is important for more than the purchasing
power it provides. These findings highlight the need to look beyond the
conventional income-based measures of poverty to other factors that in-
fluence people's perception of their economic welfare.

Living Conditions

Living conditions for much of the population in Europe and Central
Asia compare favorably with the conditions in countries of similar in-
come levels. This is a positive legacy of the heavy investment in the past
in infrastructure. Access to piped water, electricity, and central heating is
high (table 1.3). However, the pattern of urban development is quite
distorted. Many dwellings are located far from places of employment
and the city center. Because of a lack of recent investment in housing
infrastructure, housing conditions have seriously deteriorated, particu-



38 MAKING TRANSITION WORK FOR EVERYONE

Box 1.2 Russia: How Many Poor?

Russia was the first country in the Commonwealth of Independent States to establish, in late
1992, an official methodology for measuring povert Since then Russia's statistical agency
(Roskomstat) has produced monthly data on poverty incidence. Yet the question of how many
people are poor in Russia is hotly debated because others have come up with alternative mea-
sures (table 1 .2). Although estimates differ widely, all the data come from two basic surveys to

Table 1.2 Russia: Poverty Rates from Various Sources (percent)

Source 1991 1992 1993 1994 1995 1996 1997 1998

Based on official national poverty line
Roskomstat official

poverty incidencea 11.7 33.5 31.5 22.4 24.7 22.1 20.8 23.8
Roskomstat revised survey

methodologyb 32.2 37.8
RLMS (World Bank)' 26.8 36.9 30.9 41.1 43.2 49.1

RLMS (UNC)d 14.6 11.5 17.2 29.5 36.3 39.0
RLMS (World Bank) Panele 37.6 39.6 43.1
RLMS (C, T, Y) Panel' 48.3 40.7 33.7 35.6 36.2
RLMS (Lokshin and Ravallion) PanelP 21.9 32.7
RLMS (Lokshin and Ravallion) 21.0 32.6

Based on $2.15 per day per capita in 1996 PPP
Roskomstat official surveyh 7.4 3.9 3.2 7.3
Roskomstat revised survey' 9.6
RLMS (World Bank)' 14.3 14.3 7.4 11.8 13.3 18.8
RLMS (C, T, Y) Panelk 13.5 14.0 6.7 11.0 9.3

Based on $2.15 per day per capita In 1993 PPP
RLMS (World Bank)' 19.6 24.4 25,1

RLMS = Russian Longitudinal Monitoring Survey.
a. Based on 49,175 households with 139,165 individuals, surveyed quarterly. Percapitatotal incomes (survey incomes
with imputations to bring survey means to macroaggregates) compared to regional cost of official minimum subsis-
tence basket. Source: Roskomstat: Russia in Figures, 1999. Official edition, p. 102. Moscow, 1999 (In Russian).
b. Consumption from Roskomstats original household survey data, official poverty line. Source: Roskomstat Statis-
tical Bulletin 11: 61 (November 1999).
c. Based on region-specific official poverty lines based on consumpton per capita. Source: For 1992-96, Foley (1997,
78); for 1998, own estimate using raw data and official poverty line.
d. The UNC measure of poverty Is based on incomes, not on consumption, and on region-specific poverty lines
valued at survey-generated prices. Source: Mroz and others (1999).
e. Only panel households, two panels: rounds 1-4 (1992-93) and rounds 5-8 (1994-98). Source: Wodd Bank (1999f, 6).
f. Based on local cost (estimated at survey unit values) of official poverty basket and per capita consumption; 1992
(average of rounds 1 and 2): 1993 (average of rounds 3 and 4); 1994 (round 5): 1995 (round 6); 1996 (round 7).
Source: Commander, Tolstopiatenko, Yemtsov (1999).
g. Based on expenditures and region-specific poverty lines valued at survey-generated prices. Source: Lokshin and
Ravallion (2000).
h. Bankestimates based on grouped data (official annual distribution of total income percapita, with macroimputadons
by deciles) and poverty line converted to local currency poverty line at average annual prices using national CPI.
Sources: See note a.
i. Based on published consumption decile data. Source: See note b.
j. Worid Bank estimates based on raw data, full cross sections; national CPI data used to convert poverty line into
local currency for survey months.
k. World Bank estimates based on raw data: see note e tOf panel definitions; regional price deflators used to calculate
regional poverty lines corresponding to a national average of $2.15 at PPP In local prices.
I. Estimates by Worid Bank. See note j.

(Box continues on next page.)
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Box 1.2 (continued)

measure living standards: the Family Budget Survey (FBS), carried out by Roskomstat, and the
Russian Longitudinal Monitoring Survey (RLMS), carried out by the Institute of Sociology of
the Russian Academy of Science with technical assistance from the University of North Caro-
lina (UNC).

Why are there two different data sets? In part, it is a result of the inaccessibility of the
Family Budget Survey, which for years has been off limits to outsiders and to a large degree to
insiders as well. Until very recently all data collected at the regional level have been processed
regionally, and no data set with national-level data existed. RLMS, on the other hand, is an open
source, and it is the only microdata set on Russia available to everyone. The FBS sample as of
1998 is about 50,000 households, substantially larger than the RLMS survey, which has
declined from approximately 5,500 households in 1992-93 to 3,619 households in 1990. It
is widely debated which data set has more flaws, but most agree that neither is perfect.

Leaving aside issues of survey representativeness, we turn now to three methodological
issues on which positions differ: (1) the definition of the welfare indicator; (2) the statistical
methods applied to survey-generated numbers; and (3) the choice of poverty line. However
abstract these issues may seem, all reflect important difficulties in measuring poverty in transi-
tion economies.

The definition of the welfare indicator. Very often welfare statistics rely on consumption
or expenditure data rather than on income-often because income is underreported. The gap
between household incomes reported in the Family Budget Survey and macro data from the
national accounts is on the order of 30 percent and varies over time. Even when a consumption-
based measure is used, there may be differences in the way the consumption aggregate is
constructed. For example, the World Bank's Poverty Assessment for Russia uses a consump-
tion indicator based on current expenditures, while the UNC data set computes one based on
total spending, including consumer durables. Roskomstat, however, uses incomes as the main
indicator of well-being but adjusts the income data.

The use of primary data and adjusted data. According to the poverty literature, raw pri-
mary data are generally better to use than adjusted data. Even if households tend to underre-
port their income, they do not have specific incentives to do so when asked about their
spending. On the other hand, official estimates of Russian poverty are based on adjusted
data: the information provided by the individual households is altered.

Roskomstat estimates for every region a measure called total monetary income based on
household survey data, enterprise reports of wages, retail trade, and banking statistics. It is
the amount of money spent by the population on purchases and payments on retail trade, net
change in deposits and holdings of securities, net purchases by households of foreign currency
and what is called "balance (saldo) of money holdings"-that is, the increase (decrease) of
currency outside banks and enterprises. This aggregate regional figure is compared with what
is reported by households for the same items in the Family Budget Surveys, and the latter is
adjusted upwards to match the former. The difference is distributed across households based
on log normal distribution.

These adjusted numbers result in lower poverty counts than the raw data from the Family
Budget Surveys. Roskomstat claims that these adjustments are essential to overcome
underreporting by respondents in household surveys. (The informal nature of many eco-
nomic activities contributes to this underreporting.) Since total expenditures of households
are checked against trade and monetary statistics, on an aggregate basis these corrections are
probably justified. They may impose other errors on the data, however. In the final analysis it is
not clear that adjusted data are preferable to estimates based more directly on the raw data.

(Box continues on nextpage.)
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Box 1.2 (continued)

Recently, beginning in 1999, Roskomstat began making available estimates based on unad-
justed data. It also published information on the magnitude of the adjustments. This resulted in
in yet another estimate of poverty.

The choice of poverty line. All agree that absolute poverty is a real problem in Russia and
that some absolute standard of basic needs should be used as a poverty threshold. One may
argue that the poverty basket on which all measurements are based is out of date, since it was
developed in 1992. Relative prices have changed enormously since then. But for the sake of
comparisons over time, a poverty basket must be defined. Where researchers disagree is how
to go from a basket of goods that is considered a subsistence minimum to the line expressed in
currency units. There are two different approaches that yield dramatically different results. One
approach, pursued by Roskomstat and the World Bank, is to use price data from price surveys to
cost the minimum consumption basket. This produces regionally specific lines but, as many
would argue, with a strong bias toward urban areas (where the price data are collected). The other
approach, taken by UNC, is to use the unit values (prices reported by households) from the survey
itself. Both approaches have merit. The different results reflect the geographic price differences in
very imperfect transitional markets. Others have combined elements of both approaches (Lokshin and
Ravallion 2000; Commander, Tolstoplatenko, and Yemtsov 1999).

Conclusion. Estimates of poverty in Russia, even estimates based on the same source of
data, differ widely. Differences In methodologies are to be expected, given the serious problems
of measurement presented by transition economies. Open access to data, more research, and a
wide debate may help users converge on a more broadly accepted set of poverty estimates. The
lack of a broadly agreed estimate of poverty makes it more difficult to have an informed dia-
logue about the extent of poverty and its causes.

Table 1.3 Households Connected to Utilities (percent)

Kyrgyz Russian
Poverty Armenia Croatia Hungary Republic Latvia Moldova Fed. Ukraine

Utility Group 1996a 1998 1997 1999 1997 1998 1996 1996

Electricity Nonpoor 99.0 99.8 n.a. 98.8 99.9 99.8 n.a. 99.9
Poor 98.2 99.0 n.a. 99.2 98.7 97.7 n.a. 99.5

District heating Nonpoor 9.0 33.4 26.6 30.0 69.9 35.9 72.7 31.2
Poor 10.4 7.8 14.8 12.5 49.0 23.1 62.5 36.9

Network gas Nonpoor 1.9 27.1 82.0 21.8 52.9 30.0 63.1 n.a.
Poor 1.4 11.0 56.4 8.6 38.4 21.4 60.9 n.a.

Water Nonpoor 88.4 96.6 93.4 76.2 83.9 35.0 79.2 57.8
Poor 87.4 74.5 73.4 68.7 70.2 20.0 68.2 69.5

Hot water Nonpoor 1.2 42.6 n.a. 0.7 59.0 32.9 61.4 24.3
Poor 1.0 20.3 n.a. 0.1 39.3 19.3 45.3 24.8

Sewerage Nonpoor n.a. 79.6 92.8 n.a. 82.1 35.0 69.9 34.1
Poor n.a. 51.2 71.0 n.a. 66.4 20.0 57.4 39.8

n.a. = not available.
Note: The poverty line is set at two-thirds of median per capita consumption.
a. Households with connections to nonfunctioning utility services are not considered connected.
Source: Lovei (2000).
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larly in high-rise dwellings built before the transition. Indeed, these dwell-
ings may be uneconomic in the new structure of urban land prices. "Ver-
tical" slums with their attendant social problems are likely to emerge in
the future.' 1

In socialist times, utility services were highly subsidized. With the tran-
sition and the end of energy supply credits from Russia and Turkmenistan,
energy supply became less reliable, and fuel shortages appeared in the
Caucasus, Moldova, and parts of Central Asia. From 1992 to 1995 most
of the population in Armenia received only 2 to 4 hours of electricity per
day, and central heating and gas supply were virtually cut off (Lampietti
and others 2000); since then conditions have improved substantially. The
reliability of water supply also dropped. Access to safe water has become
a significant problem in the poorest CIS countries (box 1.3). Despite gov-
ernment efforts to cushion the shocks through various subsidy mecha-
nisms, poor consumers must pay higher prices even as their incomes fall.
Even more distressing, poor consumers in some countries are paying more-
but getting less-as service delivery becomes increasingly erratic.

Education and Health

The high level of education and health in Europe and Central Asia is one
of the most important accomplishments of the socialist era. Today, school
enrollment rates continue to be significantly higher than for countries of
similar income levels. Even in the poorest countries in the region, primary
school enrollment currently exceeds 85 percent, and in many countries it
is effectively universal (see chapter 7). On the health side, indicators for
the region are also generally better than in countries of similar incomes,
reflecting high levels of education and the universal provision of compre-
hensive health care services to consumers in the past. Maternal mortality
rates are low, ranging from less than 10 per 1,000 live births in Central
Europe to less than 30 per thousand live births in Central Asia, with the
exception of Turkmenistan, and they declined significantly between 1980
and 1987. Increases in the mortality rates of children under five have largely
been contained. Even in the poorest countries in Central Asia, most chil-
dren continue to be immunized, despite cuts in public health spending
(Falkingham 2000).

The universal access to health and education that was publicly pro-
vided during the socialist era is being seriously undermined by families'
inability to afford the charges that are now being levied by many public
institutions. This problem includes the widespread under-the-counter pay-
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Box 1.3 Water Supply: Low-Quality Services Hurt the Poor

Lack of access to some minimum quantity and quality of water supply services results in
unhealthy living conditions and disproportionately affects the poor. Although official figures of
water supply service coverage in Europe and Central Asia are very high, the quality of services
has deteriorated rapidly. For example, in 1995 about 95 percent of all households in Baku were
connected to the water supply system (World Bank 1995). However, based on results of a
social assessment for a water rehabilitation project, water was available about 22 days per
month, 4 hours per day. Eighty-seven percent of the population believed piped water was
unsafe. The impact on the poor is higher (figure 1.2).

Figure 1.2 Water Availability in Baku, Azerbaijan, 1995
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Statistics on Armenians' access to drinking water can be misleading (Lampietti 2000).
While most households have access to home water taps, water service is unreliable. Typically
water is available for a few hours in the morning and in the evening, with urban consumers
having fewer average hours of daily service. Fifty percent of Armenian households indicated
that water was unavailable on average for 40 days. About 12 percent were without water for
three months or more; breaks in service were particularly acute for the rural poor. Some villag-
ers must travel far to fetch drinking water. In other villages water is for sale only from trucks,
and lines for water can last all day, with family members replacing each other in line. When the
need arises, about one-person-hour-per-day is spent finding, carrying, and storing water. In
more than 60 percent of households, water collection is the responsibility of adult females.
About a quarter of the households in Armenia treats the water before drinking it, the majority
by boiling it.

Improved water services continues to be a priority for Armenia. In a 2000 survey, house-
holds were asked to rank Armenia's top three development priorities among 15 presented
(unemployment, preventive health care, primary education, water supply, electricity, roads,
public transportation, telephone, new housing, housing maintenance, solid waste collection,
sewerage and wastewater, water level in Lake Sevan, social protection programs, and other).
While unemployment and social protection are the top priority for three fourths of Armenians,
water services is a leading "second tier" issue, selected as most important by 6 percent of the
population (the same percentage, whether poor or nonpoor). Nearly a quarter of the popula-
tion indicates water is one of Armenia's top three development priorities.
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ments expected by doctors and teachers to supplement their income. As
public spending on educational materials, teachers' wages, and mainte-
nance of schools and heat becomes tighter, the burden shifts in many cases
to parents. As household incomes decline, parents find it difficult to pay
the rising costs associated with sending their children to school. Nearly
universal school enrollment rates are being jeopardized in some of the
poorest CIS countries. Primary school enrollment rates fell by ten or more
percentage points in Moldova, Armenia, Georgia, Turkmenistan, and
Tajikistan during the 1990s. The evidence, though sketchy, suggests that
poor children are the most likely to drop out of school or to attend only
sporadically. In 1997 a young Moldovan mother explained that she keeps
her three school-age children out of school to help her scavenge card-
board: "We simply have to survive. If we had nothing to burn, we would
die. My children can't go to school because, without them, I wouldn't be
able to gather enough cardboard every day" (Narayan 2000b, 259).

Despite the relatively favorable indicators, disturbing health problems
are surfacing. The decrease in male life expectancy, particularly in coun-
tries in the former Soviet Union, is noteworthy. Male life expectancy fell
on average by four years between 1989 and the mid-1990s in the Baltic
countries and by more than five years in Russia, Ukraine, and Kazakhstan.
By 1994 male life expectancy in Russia had fallen to 58 years-with a
significant share of the decline attributable to the almost 100 percent in-
crease in the mortality rates of men between the ages of 40 and 59 since
1989. Not all countries experienced a drop; life expectancy remained al-
most constant in Armenia and Turkmenistan. There has been a lively de-
bate about reasons for the increase in deaths. An increase in cardiovascular
and circulatory diseases, accidents, and violence are the proximate causes,
to which an upsurge in excessive alcohol consumption may have contrib-
uted (box 1.4). Mortality increases were lower in areas where social sup-
port systems were stronger (Shkolnikov and others 1999).

Diseases such as tuberculosis that had been largely controlled during
the socialist period are staging a resurgence along with an explosion in
sexually transmitted diseases and the related threat of an HIV/AIDS epi-
demic, notably in the Baltic and Slavic FSU countries. In Belarus and
Ukraine, the incidence of syphilis and gonorrhea almost tripled between
1989 and 1997-presaging a likely HIV/AIDS epidemic in the next few
years. The world's steepest increase in HIV/AIDS incidence in one year
occurred in Russia in 1999, largely due to the rapid spread of HIV/AIDS
among injecting drug users. Transmission among drug users has increased
dramatically, resulting in the rapid rise in the number of HIV cases re-
ported in 1999. At least 90 percent of newly registered HIV/AIDS cases
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Box 1.4 Explaining the Decline in Male Mortality in Russian Federation

Between 1984 and 1987, life expectancy at birth increased from 61.7 years to 64.9 years for
Russian males and from 73.0 years to 74.3 years for Russian females. The next few years,
however, saw sharp declines, and between 1987 and 1994, life expectancy fell by 7.3 years
for men and by 3.3 years for women,

Leon and others (1997) analyze age-specific and cause-specific patterns of mortality
changes, and find that the largest increases in mortality rates are observed for alcohol-related
deaths, accidents, and violence. Although other factors, such as nutrition and health ser-
vices, may have been responsible, they find substantial evidence that significant changes in
alcohol consumption over the period explain the main features of the observed mortality
fluctuations.

In reviewing the evidence on historical patterns of alcohol consumption in Russia, McKee
(1999) observes that the state at various times actually encouraged alcohol sales. By the
early 1980s, the social cost of heavy drinking had become apparent. This led in 1985 to the
imposition of then president Gorbachev's wide-ranging and initially highly effective anti-alco-
hol campaign, which included state restrictions on the sale and supply of alcohol as well as
an increase in the price of alcoholic drinks. This trend continued into the 1990s, when sales
of alcohol increased once more as the political will to restrict consumption evaporated and
the price of alcohol fell relative to the costs of consumer goods, including basic foodstuffs.
Annual consumption of pure alcohol per head, which had fallen from 14.2 liters in 1984 to a
low of 10.7 liters in 1987, increased again to 14-5 liters by 1993. The experience of Russia
demonstrates the important role that the state can play in containing alcohol consumption,
and it highlights the importance of prevention measures designed to effect lifestyle changes.

have been attributed to intravenous drug use (Vinokur and others 1999).
Preliminary studies suggest that drug use is becoming common among
unemployed young people in many of the industrial cities of Russia and
Ukraine (World Bank 2000c).

Poverty and Vulnerability

At the mercy of a corrupt bureaucracy, the poor are dependent on what
little social assistance comes their way and humiliated by officials who
treat them with little respect. While their standard of living worsens, they
see officials enrich themselves through illegal actions. Institutions that
should help them are, more often than not, part of the problem.

The Poor Feel Cheated Out of Assets

In many transition countries the state divested itself of assets, notably in
the form of industrial enterprises, housing, and collective agricultural en-
terprises. The privatization of land and agricultural property was not
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always carried out transparently according to many poor. Abuses were
reported more frequently by workers who chose to remain with newly
privatized state and collective farms. The poor complained that collective
and state farm managers often obtained the best and largest shares of
land, agricultural equipment, and livestock. They accomplished this by
exploiting legal ambiguities, taking advantage of the population's igno-
rance of the law, overtly intimidating collective farm employees, misrep-
resenting the facts, and sometimes refusing to accept documents or to
abide by the law.

Armenia's far-reaching comprehensive land reform program distrib-
uted state and collective-owned land through a lottery system to villagers.
The poor claimed that the nonpoor used their "connections" to under-
mine the fairness of the process, particularly as regards the distribution of
livestock and machinery. "During privatization, those people who had a
patron received five or six cows and the rest received nothing," com-
plained one person. "The whole collective farm was plundered, and the
chairman, together with the district leaders themselves, took the remain-
ing 100 head of cattle to Turkey and sold them for $2 a kilo" (Dudwick
1995). When told of the strict state procurement regulations for milk,
other farmers refused to take livestock. Not long after the privatization,
the government lifted the procurement demands, which left these farmers
feeling like they had been cheated (Holt 1995).

Officials and collective farm managers in Moldova frequently misin-
formed and intimidated collective farm workers who wanted to with-
draw from the collectives. Dudwick (1997) reports that one mayor
interviewed for the study openly acknowledged that he had tried to dis-
courage pensioners and female collective farm workers from claiming their
land shares by informing them that their land would be confiscated if
they did not farm it. (The law does not make this provision.) On one farm
the manager had effectively prevented pensioners from withdrawing from
the collective by telling them (incorrectly) that they would lose their pen-
sions if they withdrew. In other villages the collective farm managers kept
people from leaving by threatening to prevent them from renting agricul-
tural equipment; others refused to distribute the other assets (mainly ag-
ricultural machinery) to those who withdrew their land shares from the
farm. As a stop-gap measure, one collective farm refused to allow people
to withdraw until May, when it was too late to sow the crop.

A 1997 study carried out in two oblasts of Kazakhstan (Bilesim Inter-
national 1997) found that farmland had become progressively more con-
centrated in the hands of a few. Fifteen percent of those interviewed had
"voluntarily" given up their property shares as a result of intimidation,
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blackmail, and fraud. In some cases farm management intimidated farm
workers by claiming that they could not take their shares because they
had not paid their portion of the collective farm debts.

The Poor Feel Cheated Out of Entitlements

The poor often feel that they are being cheated out of their entitlements-
although they do not always make the distinction between the state failing
to make funds available to pay pensions and other social entitlements and
misappropriation by social assistance officials. Informants in Kyrgyz Re-
public (World Bank 1999d, 99) believe that the payment of benefits in-
kind is cheating them; they accuse officials from social assistance offices
of distributing to them overpriced flour, oil, candies, and hosiery rather
than cash. A pensioner in Kyrgyz Republic explained, "Corruption is one
of the most important sources of poverty. The corrupt officials delay pay-
ment of our pensions and social benefits, because they use the money and
profiteer on it" (World Bank 1999d, 49). In other countries people some-
times have to pay bribes to get pensions or disability assistance to which
they are entitled. Informants in Javakhet, Georgia, for example, said that
they had to pay twice the amount of their monthly pension in order to
begin receiving their pension (Dudwick 1999). Adding insult to injury,
the poor are ill-treated when they do seek help from public institutions, as
these statements make clear:

Poverty is humiliation, the sense of being dependent, and of being
forced to accept rudeness, insults, and indifference when we seek help.
Latvia, 1998 (Narayan 2000b, 30)

Why are they [post office employees] there? They don't even want to
talk to us the way people do. We come to receive our own money, our
pensions, and they treat us as though we come to take their own money
away from them. Kyrgyz Republic, 1999 (World Bank 1999d, 97)

Corruption in the Health and Education Sectors

Corruption in the health and education sectors is widespread but not
new. During the socialist era, it was common to present teachers with
small gifts and in some cases to pay bribes to improve grades or scores on
university entrance examinations. As salaries have declined, teachers have
compensated by stimulating demand for their tutoring services by threat-
ening to fail students or by withholding knowledge required on university
entrance exams. Bribes are often needed to enter prestigious departments
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and institutes. Similarly, during the Soviet era, patients presented doctors
and nurses with gifts or small payments to ensure good care. But the costs
were minimal compared with the fees today. If gifts once consisted of
chocolates and cognac, or manageable cash amounts for surgery and child-
birth, the same procedures now cost up to hundreds of dollars in under-
the-table payments to doctors and hospitals. The following statements
underscore the difference between then and now:

Up to a few years ago I didn't even ask myself the question: What
shall I cook? Today there are times I do not have anything to put on
the stove and this is very difficult for a mother [crying]... Before we
were not afraid of getting ill, everything was well regulated and there
was health protection. Today we pray to God that nobody gets sick.
What could we do? Macedonia, 1998 (Narayan 2000b, 44)

Before everyone could get healthcare, but now everyone just prays
to God that they don't get sick because everywhere they just ask for
money. Bosniia anzd Herzegovinza, 1999 (Narayan 2000a, 79)

Illness is dreaded by the poor who cannot afford the "informal" pay-
ments required to get medical care from doctors and others practicing in
financially starved public institutions. In some countries, notably the
Caucasus, informal payments account for more than 85 percent of all
expenditures in the sector (Lewis 2000). The poor sometimes go without
medical care or drugs, or sell off their income-generating assets, to scrape
up the cash needed to get treatment. Illness can impoverish vulnerable
families.

Crime

The poor express an extreme sense of isolation and defenselessness, espe-
cially in relation to crime and police corruption. During the Soviet period,
police were fully prepared and equipped to preserve order and control the
actions of ordinary citizens as well as those of criminals. Today the ability
of the police to control crime appears to have weakened. Their interest in
pursuing criminals is linked, in some instances, to whether they receive
under-the-table payments.

Crime-petty street crimes as well as organized crime-has risen sub-
stantially throughout Europe and Central Asia during the transition. Crime,
mostly in the form of theft, was the most frequently mentioned impact of
poverty and ill-being by the poor in transition countries (Narayan and
others 2000b). The crime wave derives from severe impoverishment of
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some sectors of the community, the enormous difficulties faced by poor
unskilled youth in entering the labor market, and the weakening and cor-
ruption of state controls, particularly toward gang activity and organized
crime. In the Kyrgyz Republic and Uzbekistan, livestock theft is a growing
problem. In Ukraine storage bins in rural areas have been raided and live-
stock stolen. Theft from home gardens was viewed as a particular prob-
lem in Russia. "We watched over our potatoes with a gun. People from
other towns pretend to come to pick mushrooms. They sprinkle a few
mushrooms and some grass over the top of the basket, and underneath
they have potatoes" (Narayan and others 2000a, 137).

Police corruption came up repeatedly during the consultations with the
poor (Narayan 2000a, 144). "We feel absolutely insecure, they [the po-
lice] are corrupt," one Bulgarian respondent claimed. "If they catch a vil-
lain they let him walk; only those who can't give them anything are sent to
prison" (World Bank 1999b, 74). In Georgia farmers say they live in a
police state "in which police pay for their positions and freely harass citi-
zens." Indeed, people prefer to contact "criminal authorities" rather than
even come to the notice of the police who often extort payments from
them" (Dudwick 1999, 67). In Moldova the poor also noted that the po-
lice lacked interest in helping the victims of crimes, and tended to blame
the victim for theft or rape (De Soto and Dudwick 1997).

Organized crime has also become widespread, with "the network of
criminals forming a state-within-a state and seizing certain sectors of the
economy" (United Nations 1997). Mafia cartels operating throughout
Europe-some organized along ethnic lines-do billions of dollars of busi-
ness trafficking arms, drugs, and persons (as illegal migrants or prosti-
tutes). The connection between the police and criminal organizations is a
serious obstacle to small entrepreneurs, who find they have no recourse
against rackets. This was a frequent complaint of small traders in ECA
countries.

Drugs are becoming a major part of local informal economies, particu-
larly in Central Asia and the Balkans. Geography and history make
Kazakhstan, the Kyrgyz Republic, Tajikistan, Turkmenistan, and
Uzbekistan attractive areas, because they are situated between the world's
largest opium producers (Afghanistan, Pakistan, Iran, Burma, Laos, and
Thailand) and the most lucrative markets in Western Europe. Poverty
also makes for a fertile ground for recruiting young unemployed men to
traffick drugs. The sale of drugs is more than an economic livelihood; it
provides entire groups with means to advance political causes and finance
military campaigns-undermining in some cases the ability of national
governments to gain effective control over their boundaries. Drug-related
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crimes are becoming more frequent. The incidence of registered drug-
related crimes in Kazakhstan in 1994 was 564; in the first three months
of 1999, it rose to 5,247. In 1999, 185,000 drug-related crimes were
registered in Russia, a 90 percent increase from 1996. Drugs contribute
to the corruption of poorly paid police and other security forces (Olcott
and Udalova 2000).

Another manifestation of the relationship between impoverishment,
lack of economic opportunities at home, and criminality is the signifi-
cant increase in the number of women and children (both boys and girls)
involved in the sex industry in their own countries and in Western Eu-
rope, Israel, and the Persian Gulf. In Latvia authorities estimated that
juveniles constituted 12 percent of those involved in prostitution in 1995
(Stukuls 1999). Many women are recruited through advertisements from
ostensible modeling, tourist, or housekeeping agencies run by organized
crime, or through offers to work abroad as waitresses. Traffickers often
seize the women's passports, forcing women, without documents or
means, to work their way out of servitude (Wedel 1999). According to
the International Office of Migration, as many as 500,000 women are
being trafficked to Western Europe alone, and Ukraine, Russia, and
Belarus are becoming the center of the global trafficking of women. Al-
though officials and law enforcement agencies acknowledge that a traf-
ficking problem exists, many contend that the women are aware of the
risks involved. Law enforcement agencies in countries of destination of-
ten treat trafficked women as illegal migrants and therefore as crimi-
nals-rather than as victims of crime.

Poverty and Helplessness

Many of the poor view the transition process as an event beyond their
control, the reason for their downward mobility and loss of status. The
transition is akin to a natural disaster with which they are powerless to
cope. And while people may blame their downward slide on external
causes, they nonetheless experience shame and humiliation in not being
able to provide for their families and maintain connections with relatives
and friends. Men have been particularly devastated by their inability to
fulfill their expected role as the provider for the family. One man from
Ozerny, Russia, admitted, "I cannot feed my children normally any more.
[L] feel ashamed to come home (Narayan and others 2000a, 98).

Shame and helplessness have contributed to the increase in suicide,
noted by many of the poor interviewed in various qualitative studies.
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Speaking of four men that had recently committed suicide in the town of
Kalofer, Bulgaria respondents noted, "They can't take the tension, have
no job, must support three kids, so he takes the rope and that's it" (World
Bank 1999b, 88). An elderly woman in Kyrgyz Republic observed that
"the unemployed men are frustrated, because they no longer can play the
part of family providers and protectors. They live on money made by
their wives, and feel humiliated because of that. Suicides among young
men have become more frequent" (World Bank 1999d, 110). Suicide rates
skyrocketed the first half of the transition period, particularly in the former
Soviet Union, and then came down some in the late 1990s (figure 1.3).

Marginalized Groups

If conditions have worsened considerably for the mainstream poor popu-
lation, certain groups among them are in a particularly vulnerable situa-
tion, one that has worsened the effects of poverty or presented special
obstacles to overcoming poverty. The vulnerability of some groups de-
rives from external events, such as localized conflicts, war, or natural ca-
tastrophe. In other cases vulnerability is the outcome of long-term processes
of marginalization related to minority ethnic or religious affiliation. Vul-

Figure 1.3 Suicide Rates in Selected ECA Countries, 1991-98
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nerability also relates to dependency. Given the current inability of states
to provide care, the very young and very old, as well as people with severe
disabilities or illnesses, have few alternative resources when their family
support network breaks down. Because of the very nature of these
marginalized groups, it is difficult to give precise descriptions of their size
or the extent of absolute poverty among them. But there is little doubt
that they are among the poorest and most socially excluded.

Displaced People

Although the countries of Europe and Central Asia contain only 7 per-
cent of the world's population, they are home to an estimated 15 percent
of the world's refugees and internally displaced persons, and some esti-
mates go as high as 30 percent (Heleniak 1999). According to the U.S.
Committee for Refugees (1999), conflicts in Southeastern Europe (Bosnia
and Herzegovina, Croatia, and Kosovo), in the South Caucasus (Arme-
nia, Azerbaijan, and Georgia), Russia (Chechnya, North Ossetia, and
Dagestan), and Tajikistan have displaced almost 4.5 million people (in-
cluding 1,270,000 refugees and 3,130,000 internally displaced persons).
In some places, such as Kosovo, refugees have returned home within
months. In most cases, however, displacement has lasted long enough to
create pervasive effects on an entire generation. Displaced populations
suffer multiple losses-of family members, homes, assets, livelihoods, and
social networks-and they cope with high levels of physical, economic,
and legal insecurity, particularly when the situations that caused their dis-
placement remain unresolved. Postconflict transitions around the world
have demonstrated that the social and economic impacts of long-term
displacement linger far beyond the formal cessation of hostilities. In many
countries so many are displaced that, despite international humanitarian
assistance, public budgets are overwhelmed. During the late 1990s, Geor-
gia allocated as much as 20 percent of its development budget to entitle-
ments for internally displaced persons (IDPs). In such cases the
displacement problem affects not only the vulnerable poor but the social
fabric and economy of an entire country.

Unlike other poor people, many displaced persons have lost assets ac-
cumulated over a lifetime-including their homes. Years after the Dayton
Accords of 1995, hundreds of thousands of refugees and IDPs in the
Balkans are still displaced, unable to gain access to their properties. In
Bosnia and Herzegovina some local authorities have transferred housing
belonging to original owners to the new occupants, while contradictory
laws in Croatia deliberately discourage return of displaced ethnic Serbs.
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Displaced rural populations have lost access to land. Even when they
return, they may be killed by landmines, as the mine-related casualties in
the Gali region of Abkhazia or in Nagorno-Karabagh demonstrate. Some
displaced persons have been physically disabled or psychologically trau-
matized by the conflict that caused their displacement, conditions that
place even more obstacles in front of them.

Refugees and IDPs confront structural barriers that reduce their oppor-
tunities, often because they have few links to the structures of power in
host communities. Bosnian IDPs, for example, complained that local em-
ployers routinely rejected them in favor of people native to the given mu-
nicipality (World Bank 1999a). In the South Caucasus, where conflicts in
Nagorno Karabakh, Abkhazia, and South Ossetia remain unresolved, IDPs
in Azerbaijan and Georgia have been displaced for nearly a decade. The
Azerbaijani and Georgian governments have not wished to facilitate inte-
gration of IDPs into host communities, which could weaken their claim
on disputed territories. This has limited IDPs' legal access to land, perma-
nent housing, and formal employment.

Refugees and IDPs face additional insecurities related to their uncer-
tain legal status in the host country. In Moscow, which houses many refu-
gees from conflicts in Tajikistan as well as other former Soviet countries,
groups that lack a propiska (residence permit) are subject to harassment
and extortion by police. Tajiks, many of whom work as loaders in local
markets, reported that police beat them, confiscated their documents as a
pretext for repeatedly fining them, and sometimes took their earnings
(World Bank 1999e). In other cases the atrocities of war fueled continu-
ing mistrust and hostility, which further reduce the ability of displaced
persons to participate in local economies. For example, in South Eastern
Europe (Bosnian Muslims, ethnic Serbs, and ethnic Croats returning to
their former communities) or the Caucasus (South Ossetians returning to
Georgia), local populations or nationalist groups have sometimes physi-
cally prevented displaced persons from returning, or pressured them to
leave through hostile actions such as setting their houses on fire.

Many displaced persons live in conditions markedly worse than those of
surrounding poor populations (box 1.5). In Azerbaijan, Georgia, and parts
of the Balkans, displaced populations, dependent on humanitarian assistance
and government-provided social services, continue to live in collective cen-
ters, camps, makeshift shelters, or public buildings. By the end of 1999, 75
percent of IDPs in Azerbaijan still lived in temporary and substandard ac-
commodations. Many Crimean Tatars, some of whom left homes in Central
Asia voluntarily but others under pressure of growing ethnic hostility in
Uzbekistan, sold their assets to finance their move just before the hyper-
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Box 1.5 Living Conditions for IDPs in Azerbaijan

Living conditions alone pose a huge burden for displaced families, many of whom live in
accommodations never intended for habitation, remote from job opportunities, and appar-
ently forgotten by authorities. IDPs in Azerbaijan asserted that improving their housing con-
ditions was their first priority. A 30-year-old unemployed IDP in the basement of an unfinished
apartment building in a remote district of Baku referred to his three children as "basement
children." "We live here in this basement for five years now-all of us, my parent, my wife
and three children, my brother and his family. This place is not for living, it is an underground
utility area to keep water pipes. It is all made of cement, all the walls and the floor. That is why
everyone is so sick here....we will all rot here soon." The entire extended family lives on the
parents' pensions.

Source Bank staff Interviews.

inflation of the early 1990s. Since then, the majority of Tatars in Crimea
have been living in temporary buildings without amenities, and lacking
connections with municipal services (Wanner and Dudwick 1996; UNHCR
1997).

Ethnically-Based Exclusion

New state borders, the creation of new majority-minority relations, and
sharp competition for reduced resources and employment opportunities
can divide societies along ethnic lines. Some minorities live in considerable
social and political isolation (such as Russians in the northern rust-belt
communities of the Baltics). These Russians, however, are not necessarily
at higher risk of poverty than the majority population. But for the Roma
concentrated in Central and South Eastern Europe (box 1.6), social and
political exclusion is linked to extreme poverty.

Marginalized socially and economically during the socialist era, the
Roma during the transition have experienced an exclusion even more se-
vere. As enterprises downsized, Roma were among the first to be laid off.
Given their lack of skills and the discrimination against them, most are
likely to remain unemployed. Roma who worked in collective agriculture
but were not land owners lost access to land when restitution-based land
reform was instituted. Many Roma reside in ghettoized neighborhoods on
the peripheries of rural or urban settlements, and they have little access to
municipal services. Few Roma children go beyond basic education in large
part because of pervasive discrimination in the education system, where
they are often labeled as "mentally disabled" and channeled into poorer
quality special education. Attacks by skinheads, as well as mob violence,
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Box 1.6 Who Are the Roma?

Approximately 5 million Roma-often called Gypsies-are thought to reside in Central and
South Eastern Europe. The Roma are a unique minority because they have no historical home-
land and live in nearly all countries in Europe and the former Soviet Union. Roma make up the
largest share of the population in FYR Macedonia (11 percent); in Bulgaria, Slovakia, and
Romania they represent about 9 percent of the population. Estimates of the size of the Roma
population are very approximate because of undersampling (in censuses and household sur-
veys) of areas in which Roma are likely to reside, difficulties in locating and identifying popu-
lations that may not be officially registered, and problems with self-reporting. Roma prefer
not to self-identify for various reasons, including fear of discrimination. The "Roma commu-
nity" is internally diverse. There are numerous subgroups differentiated by type of settlement
and degree of assimilation, religion, and language. Some groups speak the Roma language,
while others do not.

Souri. Ringold (2000).

increased throughout Central and Eastern Europe in the 1990s. The Roma
are not likely to be helped by the police; rather, many experience police
violence on a daily basis (High Commissioner on National Minorities
2000). "The police are racists-when skinheads attack Gypsies and police
turn up, they start beating the Gypsies too and let skinheads walk away
scot-free. The skinheads are pampered rich kids. That's why they [the po-
lice] don't do anything" (World Bank 1999b, 38).

The levels of poverty among Roma are striking: according to a 1997
household survey in Bulgaria, more than 84 percent of Roma-compared
with the national poverty rate of 36 percent-were living below the pov-
erty line (World Bank 1999c). Comparisons with the 1995 data indicated
that only 0.2 percent of Roma households had never been poor (in the
bottom two quintiles) during both survey years (1995, 1997). The data
for Hungary are also alarming: one-third of the long-term poor (house-
holds that were poor four or more times between 1992 and 1997) were
Roma, although they comprise about only 5 percent of the population
(World Bank 2000b, 14).

While some groups of Roma have organized to effectively represent
their own interests, in most countries they remain politically fragmented.
Recently, Roma communities have received a powerful boost from the
European Union, as accession countries try to improve their human rights
records. Governments and nongovernmental organizations have turned
their attention to issues of improved health and education and promotion
of employment opportunities. But the extent of political will on the part
of governments varies. Success has also been limited because current pro-
grams addressed at Roma have insufficiently taken into account Roma
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cultural preferences for "independence, occupational flexibility, and the
maintenance of a subsistence economy adapted to immediate
needs"(Wheeler 1999, 6).

Dysfunctional Families and Children at Risk

The institution of the family has come under great stress during the transi-
tion, as evidenced by demographic indicators. Birth rates declined 26 per-
cent on average between 1989 and 1998 in Central and South Eastern Europe
and by 40 percent in the former Soviet Union (UNICEF, Transmonee data-
base). Marriage rates fell by roughly the same percentage, with the largest
declines in the Baltics and the Caucasus, and divorce rates increased signifi-
cantly. Many of the poor report that poverty and unemployment have strained
their marriages. Indeed, quarrels, drinking, and domestic violence have be-
come more frequent. In discussions in Sarajevo and Mostar, for example,
people explicitly attributed domestic violence to alcoholism, particularly on
the part of demobilized soldiers who were frustrated at their inability to find
regular employment. Alcoholics, whom many people regard as the "unde-
serving poor," are often excluded from networks of support. As a result,
their families frequently live in extremely difficult conditions (box 1.7).

Dysfunctional family relations and parental inability to provide for
children have increased dramatically the number of children at risk. The
percentage of children 3 years of age and younger who are placed in in-
fant homes has risen during the transition (figure 1.4), a telling indicator
of greater family vulnerability and poor progress on child protection re-
forms. Poverty and other circumstances, including alcoholism, contribute
to the incapacity of households to care for their children. In Estonia, Belarus,
and Kazakhstan, for example, the number of children in infant homes
increased by about 75 percent between 1990 and 1997. Bulgaria had the
highest percentage of children in infant homes-about 1.2 percent of the
population ages 0 to 3. Rates in Romania and Latvia are quite high as well
(UNICEF 1999).

An extreme manifestation of child neglect and family breakdown in
Europe and Central Asia is the appearance of "street children" (box 1.8).
They regularly work on city streets and sometimes live there. Some are
homeless, but many contribute their earnings to their families. Street chil-
dren by and large are not orphans; most have at least one parent alive,
and some spend their days on the street but return home to sleep.

Latvian authorities estimate as many as 4,000 street children in Latvia;
for Romania, UNICEF reports between 2,500 and 3,500 street children
(Schecter 1999). Concerned organizations estimate that the number of
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Box 1.7 Three Perspectives on Alcoholic Families at Risk

Kyrgyz Republic. A woman from the Kenesh village in the Talas region of the Kyrgyz Republic
expresses her view of local alcoholics in these words: "Some families in this village can't even
afford food for their children. These people don't work on their land and offer it for lease to
others. In many of such families children cannot attend school, because they don't have clothes
and shoes. To some extent, these people are guilty . . . themselves. Many of the men are lazy
and drink alcohol instead of working and providing for their families" (World Bank 1 999d, 49).

Armenia. In Armenia the most striking examples of the "undeserving poor" were families
with an adult alcoholic. Respondents identified these families as the poorest and most likely to
be ignored by relatives. In such families the alcoholic husband was often unable to retain a job;
if he did work occasionally, he often spent the cash or in-kind earnings on alcohol. Members
of such families appeared hungry and dirty, living in horrifying conditions in dwellings that
lacked the maintenance traditionally performed by the man of the house (Gomart 1998).

Ukraine. Olga V. is 31 years of age and has two sons, 11 and 9. They live in Ukraine. Her ex-
husband is an alcoholic and provides no child support. When her older son was 6, she sent
him to a state boarding school (intemat) because she could not afford to raise him. The
younger son told the interviewer, "Like my brother, I too want to go to the internat. There they
eat four times a day. I want so much to eat. My mother has started to drink a lot lately. She
washes or repairs things for people, gets some money, and drinks. There's not enough money
for food." Indeed, Olga V. stated that since she lost her job as a milkmaid at the collective
farm, she cannot even afford to feed her son twice a day. Often she has to decide who will eat,
she or her son. "There's nothing to eat. We're constantly hungry. There's nothing to wear.
There's no money to buy the child boots, or notebooks, pens or a bookbag. My life is just
grief. That's all.... I don't even want to live. I gave birth to these kids and I have to raise them.
But if I didn't, I would have put a rope around my neck and hung myself long ago" (Warner
and Dudwick 1996, 15).

street children in Russia is 1 million. The children tend to be in poor
health, incompletely vaccinated, and illiterate (or, at best, only occasion-
ally attending school). Many earn money through hard physical work
(such as loading at the market) and by begging, stealing, and engaging in
prostitution.

Many street children have poorly educated parents or come from fami-
lies with a history of criminal activity and serious personal problems. In
some cases young families left their villages to engage in trade or business;
others were unable to farm because they did not have enough able-bodied
adults. Other street children were abandoned by young parents and taken
in by elderly or disabled grandparents. Some of the street children have
single mothers who lost work because of illness or when enterprises with
a largely female work force closed. Other street children come from insti-
tutions that no longer have the resources to care for them and where vi-
able community-based alternatives do not exist. In Central European
countries, a disproportionate number of street children are Roma, many
of whom are illiterate.
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Figure 1.4 Children in Infant Homes
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Note: Number of children in infant homes per 100,000 children ages 0 to 3.
Source: UNICEF (1999).

The Homeless

The most severely excluded persons in Europe and Central Asia are the
homeless, the beggars, and the scavengers. These groups are ranked at the
bottom of the economic ladder-worse even than those who live in pov-
erty or even in extreme poverty. They are not considered members of nor-
mal society. In Bulgaria people referred to the most extreme form of poverty

Box 1.8 Street Children in Georgia

Interviews from Tbilisi, carried out by a volunteer from an NGO that works with them, re-
ported that street children sleep in underground passes, elevators, and in abandoned kiosks.
A group of children, ages 6 to 14, sleep in the public toilet near Tbilisi's central market, near
the gathering spot of prostitutes and alcoholics. In winter these children sleep in the build-
ings that house communal boilers if apartment residents do not drive them away. According
to the interviewer, this group is the most difficult and troubled of the street children, and
many of them are well on their way to becoming fully criminalized (Dudwick 1999).
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as izpadnalite ("those who have fallen out"). These people no longer have
the respect of the community and often survive by rummaging in garbage
cans (World Bank 1999b). In Russia and other parts of the former Soviet
Union they are referred to as bomzhi (a Russian abbreviation signifying a
person without a permanent place of residence) or bichi (Russian jargon
for people who are homeless, or vagabond). Most people regard bomzhi
with a mixture of pity and disgust. They are seen as drunkards, totally
irresponsible, and blamed for their own condition. Most people avoid them
because they consider them dirty, smelly and infested with fleas. They
tend to be in ill health; a survey in Moscow revealed that 50 percent of
those examined had TB. They survive by scavenging from garbage, beg-
ging, and stealing (World Bank 1999e; Vinoker and others 1999).

Little is known about the extent of homelessness across the region.
Recent estimates from studies in Russia suggest that between 0.5 and 1
percent of the population in large Russian cities may be homeless, and
the numbers are thought to be increasing. According to a survey carried
out in 1995 of the homeless in St. Petersburg, 70 percent became home-
less in the previous five years. Just over one-fifth became homeless in
1994, the year preceding the survey; 14 percent of those surveyed had
been living on the street for more than 10 years. Almost 60 percent of the
homeless lost their housing as result of previous criminal conviction and
imprisonment, since imprisonment for more than six months deprives them
of propiska and the right to occupy state-owned housing (Vinoker and
others 1999, 19).

The Growing Divide between the Poor and the Rich

The poor see the rich as people who have gotten where they are, not by hard
work and by taking advantage of new opportunities, but by exploiting their
connections and through corrupt behavior. In Kyrgyz Republic, for example,
informants explained that the very rich are "those that have made their
fortune at the expense of the nation," selling metals, cotton, and other raw
materials on conditions unfavorable for the country (World Bank 1999d,
39). The poor resent the conspicuous consumption of the rich, a change
from the more discrete behavior of the rich in the past. The sense that the
rich are those who have profited dishonestly from their official positions at
the expense of the poor contributes strongly to social divisiveness, reduces
credibility in the state, and leads to a sense of helplessness among the poor
who have neither the connections nor the opportunities to enrich them-
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selves. The very poor go hungry, while the rich "have been plundering ev-
erything and eating so much that they cannot carry their own stomachs"
(Institute of Philosophy and Sociology 1998, 8).

Notes

1. This chapter draws heavily on World Bank (2000d), as well as the qualita-
tive poverty assessments in Narayan (2000b) and the national synthesis papers for
the "Voices of the Poor" consultation exercise summarized in Narayan and others
(2000a).

2. These estimates are based on World Bank (2000d), which reports poverty
estimates for the Europe and Central Asia Region, including Turkey. The esti-
mates reported here do not include Turkey. The poverty line is set at $2.15 in
1993 purchasing power parity (PPP) terms. With the notable exception of Russia
and a few other countries, the 1998 estimates are largely based on poverty rates
projected from earlier surveys. Time series comparisons are problematic because
of noncomparability of surveys before and after the transition (Milanovic 1998).
An additional problem is the hyperinflation in many countries, especially in the
former Soviet Union, which occurred during the first half of the 1990s. Hyperin-
flation introduces a potentially large margin of error in the calculation of the
poverty lines in local currency for household surveys conducted in the post-
hyperinflation period using the inflation-adjusted poverty lines based on the 1993
PPP rate.

Since the estimates reported in World Bank (2000d), new household survey
data have become available as well as PPP rates based on 1996 price surveys.
These estimates are reported in table 1.1. The 1996 PPP rates yield lower esti-
mates of poverty than the 1993 rates, notably for Russia (box 1.2). Estimates of
aggregate poverty for the region in 1998 based on 1996 rates are likely to be
lower than estimates based on the 1993 rates. The trend, however, would remain
unchanged.

3. The estimates based on the 1996 PPP rates are considered more reliable than
the 1993 PPP rates because they take into account recent changes in the price
structure following periods of hyperinflation in the early 1990s, trade liberaliza-
tion, and real exchange rate realignment. The 1996 estimates are not comparable
to estimates based on the 1993 rate.

4. The national poverty lines of Armenia, Georgia, and the Kyrgyz Republic
fall between the $2.15 standard and $3.50 in 1996 PPP. The poverty line for
Kazakhstan is roughly $4.70.

5. In principle, even if incomes are underreported, expenditures should be
more reliable and take into account informal sources of income. So the size of the
informal economy should not bias the survey results.
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6. A study of household surveys in Latin America comes to this conclusion
(Szekely and Hilgert 1999).

7. The CPI indices also have some deficiencies, including in a number of cases
lack of good regional price deflators for many countries.

8. See World Bank (2000f) for a discussion of poverty lines.
9. Many Central European countries have not established official poverty

lines, however.
10. Some important benefits, such as the earned income tax credit, and certain

costs, such as the cost of child care, are excluded.
11. For a discussion of the spatial adjustment issues facing cities in the region,

see World Bank (2 000a).
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CHAPTER 2

A Profile of Income Poverty

A Ithough the transition has led to widespread economic disloca-
tion, its effect has not been uniform. This chapter begins with a
look at relative poverty risks, focusing on labor market, location,

and demographic factors. Certain subgroups of the population have a
higher incidence of poverty than others-particularly the unemployed,
the less well educated, the rural population, and children. But there are
important differences across the region as well, especially between the
countries of Central and South Eastern Europe and the Baltics (CSB) on
the one hand and the Commonwealth of Independent States (CIS) on the
other. Second, we look at the groups that predominate among the poor.
Although certain subgroups of the population may be at high risk of pov-
erty, they make up a small share of the total population-and thus of the
poor. Many of the poor have a secondary school education, live in urban
areas, are of working age, and live in households with heads who are
employed-not the groups with the highest risk of poverty. Third, we
examine poverty outcomes over time. Although many people experience
fluctuations in their incomes and expenditures, the net effect over time is
one of far greater poverty persistence. There is relatively little mobility
out of poverty.

Factors Associated with an Increased Risk of Poverty

Comparing the pattern of poverty across countries immediately raises the
question of how to set the poverty line. The comparisons in this chapter
are based on the poverty profiles that result from setting the poverty line
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in each county equal to 50 percent of median equivalent consumption. 1

Thus, the profiles give a picture of the characteristics of those who are at
the bottom of the expenditure distribution in each country, that is, those
who are poor relative to others in their own country. Using relative pov-
erty lines allows us to explore the commonalities and the differences across
countries in the characteristics of those who are at greatest risk of being
left behind in the transition. 2

To compare poverty risks across countries, however, we cannot use the
poverty rates directly generated by the poverty profiles because the total
poverty rates vary by country. A group whose incidence of poverty is 9
percent in Belarus has a very high risk of poverty relative to the 6 percent
poverty rate of the Belarussian population as a whole. In contrast, a group
in Ukraine having the same 9 percent poverty rate as our comparator in
Belarus would have a much lower poverty risk than the Ukrainian popu-
lation as a whole, which has a 22 percent incidence of poverty. To know
whether a group is at high risk of poverty, we need to consider its poverty
rate in relation to the national poverty rate. This ratio is sometimes called
the relative poverty risk index (Foster and Toth 1999). An index value of
one means a group faces the same risk as the population in total. The
higher the value of the index, the greater the representation of that group
among the poor population.

For groups at high risk of poverty (for households whose heads are
unemployed, the rural population, and children), the relative poverty risk
index is generally higher in CSB countries than in CIS countries. Thus,
specific characteristics are more closely associated with poverty in CSB
countries. In CIS countries more diverse factors combine to affect a
household's poverty status so that distinctions based on one characteris-
tic (for example, education) do not give rise to sharp differences in pov-
erty risks. This is reflected in the fact that mean expenditures of groups at
high risk of poverty relative to the population mean tend to be lower in
CSB countries than in the CIS countries. Moreover, poverty is more shal-
low in CSB countries than in CIS countries: the shortfall between the
average expenditures of the poor and the poverty line is about 20 percent
in the CSB countries compared with 26 percent in the CIS countries-
some 30 percent more. All other things being equal, poverty risks will
tend to be higher for subgroups with the same mean expenditure (relative
to the population) in countries where poverty is more shallow. Thus, the
two factors-lower mean expenditures for subgroups at risk of poverty
and more shallow poverty-combine to produce a more sharply differen-
tiated poverty profile in the CSB countries than in the CIS countries.
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The Labor Market and Poverty Risks

Across the region, the poor cite loss of stable income-that is, low pay, no
pay, and unstable pay-as the overwhelming factor associated with pov-
erty, with a decline in public transfers a close second. The poverty profiles
show that poverty outcomes are indeed correlated with labor market out-
comes-though differences in the relative poverty risk index between the
CSB and the CIS countries are striking.

The unemployed are at higher risk of poverty, particularly in CSB coun-
tries. In most CSB countries, households whose head is unemployed or
not in the labor market (grouped together under the term nonworking
heads) are much more likely to be poor than the general population. (Re-
tired heads are not included in the nonworking category.) In a number of
CSB countries, the poverty risk for households with nonworking heads is
more than double that of the population as a whole (figure 2.1). In the
CIS countries, households with nonworking heads have a somewhat el-
evated relative risk of poverty compared with the population as a whole,
but the indices are nevertheless close to one.3

The ratio of mean expenditures of households headed by nonworking
heads to expenditures of households with employed heads is lower in
CSB countries than in CIS countries. In CSB countries, mean expendi-
tures in households with unemployed heads is only 68 percent of the mean
of households with employed heads, compared with 85 percent in the CIS
countries. Similarly, in CSB countries, mean expenditures of households
with nonworking heads is 77 percent of the mean of households with
employed heads, less than the 104 percent observed in the CIS countries.
Households headed by the unemployed or the inactive are more likely to
be poor in CSB countries than in CIS countries partly because their ex-
penditures are lower relative to households headed by employed persons.
Not being employed carries more of a penalty in the CSB countries-or,
turning it around, being employed confers more of a benefit.

Households with fewer income earners have higher rates of poverty. In
CSB countries, households with one income earner generally face an el-
evated relative risk of poverty, although households with two income earn-
ers have a relative poverty risk index of substantially less than one (figure
2.2). But in the CIS countries the differences in the relative poverty risk
indices between one and two income earner households are not as striking
as in the Central European countries. The risk of poverty in two income
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Figure 2.1 Relative Poverty Risk of Households with Unemployed and Inactive Heads
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Note: For Armenia, Azerbaijan, and Slovenia, the poverty profile included information only on the unemployed.
Inactive heads of households were not distinguished from pensioner heads of households, so the infommation
presented in this figure pertains only to unemployed heads of households.
.Source: Poverty profiles, appendix D.

earner households is reduced by 25 percent in the majority of CIS coun-
tries relative to the population as a whole, while in most CSB countries,
the risk is reduced by over half. Single income earner households face
only a slightly elevated risk of poverty compared with the population as a
wvhole in the CIS countries. Having more income earners in CSB countries
clearly helps keep households out of poverty, but it has less impact in the
CIS countries.

Poorly educated households are at huigher risk of poverty. Although pay
scales in Soviet times were compressed and did not necessarily reward
higher education, this is changing. Education and experienc e unrewarded
much the same as in OECD countries, though there is some evidence that
earnings peak at an earlier age in transition countries. Thus low levels of
education would, all else being equal, result in less pay and thus correlate
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Figure 2.2 Relative Poverty Risk by Number of Income Earners
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Source: Poverty profiles, appendix D.

with higher levels of poverty. This is indeed what the poverty profiles
show: individuals with a secondary education have a lower relative risk
of poverty (figure 2.3) than those with a primary education.

Again, there is a striking difference between the relative advantages
conferred by primary and secondary education in the Eastern Europe and
the CIS countries. Although individuals in the CIS countries with a sec-
ondary education generally have a lower relative poverty risk than indi-
viduals with a primary school education, the difference is far less
pronounced in the CIS countries than in Central and South Eastern Eu-
rope. Education also carries a greater premium in CSB countries: mean
expenditures of households headed by someone with a secondary school
education are 28 percent higher than those of households whose head
completed primary education, although in the CIS countries they are about
7 percent higher on average. In part, this may reflect the fact that the
share of adults with a secondary or higher education is lower in the CSB
countries than in the CIS countries. This would tend to result in a higher
premium in CSB countries, all other things being equal. In Poland, the
Czech Republic, and Romania, less than 10 percent of the adult popula-
tion has a postsecondary education-better than 5 percent in Albania and
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Figure 2.3 Relative Poverty Risk by Education Level
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Note: For the Russian Federation, secondary education includes both primary and secondary.
Source: Poverty profiles, appendix D.

8 percent in FYR Macedonia, but still less than 13 percent in Kazakhstan,
14 percent in Latvia, 15 percent in Russia, or 19 percent in Armenia.

The smaller differential between the premium to secondary education
and the premium to primary education in the CIS countries is consistent
with the many reports that well-educated individuals cannot find em-
ployment at levels corresponding to their educational backgrounds. It is
also consistent with results from the earnings functions for CIS countries.
Although education is significantly and positively related to earnings, it
(and other observable characteristics) explain only a very small part of
tLhe variation in earnings (chapter 4). Other factors-such as personal
connections-are said by respondents to be the most important determi-
nant of who gets a job and what kind of job.

Is poverty a result of baving more dependents, lower labor market par-
ticipation, or lower earnings of those wbo participate in the labor mzarket?
The answer is all of the above but to different degrees. The higher depen-
dency ratio of poor households accounts for a small part of the difference
in mean consumption levels between the top and bottom quintiles, the
lower ratio of income earning adults to total adults accounts for slightly
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more, and the lower level of earnings per worker accounts for the largest
part of the difference. In Poland, for example, the higher dependency
ratios of the bottom quintile accounted for 12 percent of the difference in
mean consumption between the top and bottom quintiles, the lower ratio
of adults in the labor force accounted for 24 percent, and the lower level
of resources contributed by each income earner accounted for the remain-
ing 64 percent of the difference (figure 2.4). In contrast, in Russia, the
lower level of resources contributed by each income earner accounted for
94 percent of the difference in consumption between the top and bottom
quintiles.

Employment does not guarantee pay in CIS countries. An analysis of
the Georgia household survey data (Yemtsov 1999) sheds some additional
light on how labor participation and earning differences per worker are
correlated with poverty outcomes. As noted above, the poor in Georgia
have lower labor force participation rates than the nonpoor and higher
rates of unemployment. Even when the poor work, they work in less well-
paid and less secure positions than the nonpoor. Lower earnings are cor-
related with observable characteristics, such as education, age, or
experience. The poor are also over-represented in the sectors that pay the
lowest wages. Other factors, however, add to the earnings differentials
between the poor and the nonpoor. The poor tend to work shorter hours-
36 hours per week on average compared with 40 hours per week for the
nonpoor. Often this lower pay is the result of being forced to take invol-
untary leave or reduced hours. In addition, the earnings of the poor are
more subject to delayed payments: the survey revealed than on average
22 percent of poor wage earners were owed back wages by their employ-
ers, compared with 8 percent of the nonpoor. The Tajikistan household
survey showed a similar pattern. More than 35 percent of the employed
suffered from wage arrears, but poorer households were hardest hit: ar-
rears affected close to 41 percent of the households in the bottom two
expenditure quintiles, compared with 31 percent in the top two quintiles.
In Armenia, the situation was even more stark: in 1996, a quarter of all
formally employed workers-80 percent of whom were not being paid-
were on forced leave.

Wage arrears are endemic in many CIS countries: at end 1999, wage
arrears in the public sector alone were equivalent to approximately 1
percent of GDP in Georgia, 1.6 percent in Moldova, and 2.7 percent in
Armenia. More broadly, wage arrears in Russia in four sectors of the
economy (industry, agriculture, transport, and construction) amounted
to 2.9 percent of GDP in 1998 (Pinto, Drebentsov, and Morosov 2000).
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Box 2.1 Differences In Consumption across Quintiles

Consumption per equivalent adult can be decomposed into five factors: measures of depen-
dency ("mouths"), labor market participation ("labor participation'), labor earnings per income
earner ("earnings'), share of other income in total income ('other income"), and ratio of con-
sumption to income ("savings"), as the following equation shows:

Consumption = #adults , income earners * labor income * total income * consumption
Eq. household size eq. household size #adults # income earners labor income total income

This equation can be transformed into logs to determine the share each factor contributes
to consumption. The difference in mean equivalent consumption between the top and bottom
quintiles is equal to the sum of the difference of the means of each factor between the top and
bottom quintiles. We can then compute the share that the difference in each the five factors
contributes to the overall difference in mean consumption between the top and bottom quintiles.
A negative value for one of the factors means that the mean value of that factor was higher in
the bottom quintile than in the top. Figure 2.4 shows how much of the difference is explained by
each factor for seven countries across the region.

Figure 2.4 Decomposition of Difference in Equivalent Consumption between Top
and Bottom Quintiles
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The factor "mouths," which captures the ratio of adults to total household size, is positive,
indicating that households in the top quintile have a lower dependency ratio than households in
the bottom quintile. Similarly, the top quintile has more income earners per adult (except Kyrgyz
Republic), higher labor earnings per adult, and a much higher level of "savings" than the bot-
tom quintile. Offsetting its smaller share of labor earnings per adult, the bottom quintile has a
higher share of nonlabor Income to total income in all countries.

Although labor participation is a relatively more important factor in Poland and Croatia than
in the CIS countries, on average it accounts for roughly 20 percent of the difference in equiva-
lent consumption. The higher share explained by the labor participation factor in the CSB coun-
tries may reflect the more sharply delineated nature of labor markets and the costs associated
with unemployment in the CSB countries. 'Savings-which is more a measure of unreported
income than true savings out of income-accounts for a low of 18 percent in Croatia to a high
of 42 percent in Russia of the difference in mean log consumption between the top and bottom
quintiles. The importance of the "savings" factor in Russia may be indicative of the highly
informalized and nontransparent nature of markets in Russia. Lower dependency ratios ac-
count for only around 10 percent of the difference in mean consumption between the top and
bottom quintiles across countries.
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The analysis of Georgia provides some clues as to why the relative
poverty risk index of households with unemployed heads is higher in CSB
than in CIS countries, and the ratio of mean expenditures of unemployed-
headed households to employed-headed households is lower. In contrast
to the CSB countries, in many CIS countries workers have suffered a large
collapse in real wages, many employees are on administrative leave and
receive little or no pay, and their pay is subject to considerable arrears
(box 2.2). Thus, in the CIS countries being unemployed likely does not
entail a significant loss of income relative to what is earned by the nomi-
nally employed population. For example, the salaries of teachers-the
most numerous group of public sector employees-are so low in some
CIS countries that subsistence farming appears to be just as remunerative.
A village official in Goris, Armenia, noted in 1995, "If a person keep one
chicken [that] lays an egg every day, then he will have 800 drams a month-
the salary of a teacher. If he has two chickens and gets two eggs a day, this
gives him the salary of a professor" (Narayan 2000, 222).

To survive, many households in the CIS are forced to make do with
various forms of informal activity, including cultivating household plots.
In contrast, in CSB countries, real wages have not declined as signifi-
cantly, there is far less unpaid administrative leave, and arrears are not as
pronounced. Thus, in CSB countries, unemployment may constitute a
real loss of income that is not entirely compensated for by social assis-
tance payments, whereas in the CIS countries, many households, employed
or not, must supplement their meager wages through other activities to
make ends meet.

Despite late wages-or payment in kind in goods priced above actual
market value-many people across the region have been slow to leave
their jobs (box 2.3). This is especially true in the CIS. Workers frequently
remain at their jobs in the hope that they will eventually receive their
back wages. They fear that if they leave, they will never receive them.
Others still believe that their enterprise may revive and become viable
again. Workers over 45, who know their chances of finding new employ-
ment are very low and who understand the enormous transaction costs of
relocating, have every reason to cling to enterprise jobs as long as possible
(Zisk 1997). Workers of pre-pension age often prefer to keep poorly paid
jobs in the state sector to achieve their 25-year seniority, which during the
Soviet period guaranteed an additional 10 percent would be added to
old-age pensions.

Even when employees receive salaries months late, they have access to
job-linked benefits and services, which enterprises and managers often
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Box 2.2 Work and Pay in Moldova

In its heyday the munitions plant in Balti, Moldova, employed 8,000 workers. Employment
there was considered "prestigious" and attracted many workers. In 1997 the plant employed
only 2,000 workers. They produce consumer items such as umbrellas, electric irons, toasters,
and chandeliers, many of which remain in warehouses for lack of customers. Salaries have
decreased from the once comfortable amount of 200 to 300 rubles a month to 100 to 150 lei,
paid after a delay of two to three months. In many cases, employees are forced to receive goods
in kind and must sell their supply of electric irons or toasters to local shops, or the market.

Source. De Soto and Dudwick (1999, 42).

continue to supply. These include housing, as well as health benefits, still

considered to be of better quality than public health care (Zisk 1997).

Despite late salaries, people also continue to work to preserve routine, to

fulfill a sense of duty, and, through their work collectives, to maintain

access to information, humanitarian assistance, bribes, public resources,

and professional contacts. In their analysis of subjective measures of well-

being, Ravallion and Lokshin (1999) find that the unemployed in Russia

assess their economic well-being less favorably than employed workers,

even after controlling for household income. The benefits of employment

clearly transcend monetary remuneration.

Location and Poverty

Capital cities are better off-in many cases considerably better off. In

every country where the capital city could be separated from other data,

relative poverty rates were lower in the capital than in urban, rural, or

other geographical areas (figure 2.5). Indeed, the director of a social as-

sistance center in Latvia complained: "Don't let anyone tell me that pros-

perity in Latvia is developing; maybe a deputy or someone who makes

large investments says that. We feel that there are two states in Latvia-

Riga and the rest of the country" (Institute of Philosophy and Sociology

1998, 68). In Budapest, Warsaw, Moscow and St. Petersburg, and

Dushanbe, the poverty rates are strikingly lower. A resident of Warsaw is

six times less likely to be poor than the population at large. This repre-

sents a continuation from the past; the question is whether the disparities

will grow between the capital and hinterland over time. This depends on

many factors, including the scope for improving rural livelihoods.
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Box 2.3 Joblinked Benefits in Moldova

In Moldova, although state-funded construction has stopped, people remain on job-linked
waiting lists for housing. Many of them continue to live in crowded hostels for workers or hold
onto jobs where they are not receiving salaries, sustained only by the hope that they will even-
tually receive an apartment. One worker at Moldova's Bucuria Candy Factory reported that when
the factory fails to receive orders, she goes without a salary for several months. She is reluctant
to look for another Job, because the enterprise has promised her an apartment. "Now I live in a
two-room apartment with my three children, my mother, and my husband, who is paralyzed.
Where can I go?" Others take on a particular job simply in order to obtain a room in a hostel.
Tatiana, a dressmaker, took on a job as a lab assistant so she and her husband could move into
a 12-square-meter room in the Medical Institute's hostel, where they share the toilet, shower,
and kitchen with five other families.

Source De Soto and Dudwick (1999, 42).

Rural poverty rates are generally high. Given the strong bias in favor of
capital cities, it is not surprising to find that in most countries the relative
poverty risk index of rural areas is greater than one-implying that the
incidence of poverty among rural households is greater than among urban
ones (figure 2.6).4 The difference is particularly pronounced in Central
Europe and the Baltics, where (with the exception of the Czech Republic,
Bulgaria, and Croatia) rural households are at least 50 percent more likely

Figure 2.5 Relative Poverty Risk by Capital City
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Figure 2.6 Relative Poverty Risk by Rural Population
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to be poor than the population as a whole. In contrast, the relative poverty
risk indices of rural residents are much closer to one in most of the CIS
countries. In five of the ten CIS countries, mean expenditures of the rural
population are close to one, and only in the Kyrgyz Republic and
Turkmenistan are they substantially less than one.

The fact that relative poverty risks of rural areas are for the most part
only slightly elevated (or, indeed, less than one) in most CIS countries
reflects the dire situation of urbanized areas dependent on a collapsing
industrial base more than it reflects prospering rural society. Urbanized
areas may be doing better in CSB countries, where economic recovery is
more advanced. The absence of high relative poverty risks for rural areas
in most CIS countries also reflects the importance of household plots:
often they enable a large share of the rural population to provide for
some of their food needs. Kitchen gardens play a vital role in households'
survival strategies in both urban and rural areas. In Georgia the share of
home-produced food consumed in-kind constitutes 15 percent of total
expenditures of the poorest decile; in Kazakhstan it constitutes 19 per-
cent of total expenditures of the bottom quintile. What is somewhat sur-
prising is that, in at least a few countries, it constitutes a larger share of
total expenditures of richer households compared with poorer households:
home-produced food accounts for 21 percent of total expenditures of the
top decile in Georgia, and in Kazakhstan 27 percent of total expenditures
of the top quintile.
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Despite their capacity to produce some of their own food-which may
keep many rural poor out of extreme poverty-conditions in rural areas
remain difficult. Many rural households survive on subsistence. House-
holds interested in farming lack the means to expand into more profitable
farm activities. They tend to be cash-poor and therefore rely on barter.
Cash-poor, with few opportunities to obtain credit, these households are
unable to branch into more profitable crops because they cannot afford
equipment, fertilizers, pesticides, seeds, or irrigation, and they often lack
able-bodied adults. Wage labor for others, an option in some rural areas,
is not the preferred option for populations with virtually no tradition of a
rural labor market-especially when rural wages are very low (box 2.4).

In many places the disparities in employment opportunities and living
standards have spurred the most skilled and entrepreneurial residents to
migrate to urban areas for work. In FYR Macedonia and Albania, for
example, they have virtually abandoned villages to the elderly. Elsewhere,
young people who remain in the villages work only part-time in agricul-
ture and remain idle for long winter months. Rural families in Latvia, the
Kyrgyz Republic, Poland, and Moldova note a dramatic increase in alco-
holism, even among youth, and growing youth involvement in both petty
and violent crime. The obstacles facing rural youth have proved a boon
to the expanding narcotics traffickers in Central Asia, who recruit heavily
in impoverished mountainous villages.

Although conditions may be difficult in many rural areas, evidence from
farm surveys in Russia, Moldova, and Ukraine suggests that land reform
is having a positive impact on those who have decided to become private
farmers. In the CIS countries, private farmers in most cases are former

Box 2.4 Views of Rural Wage Labor

Influenced by the ideological lessons that accompanied collectivization, rural workers have
criticized the emergence of privatized agriculture as "slavery" (Georgia, the Kyrgyz Republic,
Armenia) and "medieval work conditions" (Georgia). A wealthy Armenian farmer described
how he had hired a married couple the previous year: "They looked after my cattle and their
own. I worked their land, gave them the whole harvest, and paid them a salary. They never
complained. But village people began to tease them; they called them wage laborers la deroga-
tory term] who worked for a 'lord.' When the couple worked for me, they had four cows. Now
they only have two left, and they have not yet managed to plant their land. But they will not
return to me, even though I still need workers." Expressing the predominant village perspective
of this farmer, a young schoolteacher commented, "He may have become a big farmer, but we
are not his serfs!"

Sourme: Dudwick (1996).
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farm-enterprise employees who have decided to leave the collective for the
new opportunity of becoming private farmers. The remaining farm-enter-
prise employees have basically the same training and experience as pri-
vate farmers, but they have a different set of attitudes and priorities: they
prefer the relative safety of the traditional collective framework to the
risks and uncertainties associated with independent farming. Both groups
give a fairly low evaluation of the general standard of living in their coun-
tries. Yet their responses show that farmers, on the whole, are better off
and more optimistic than are employees of collective enterprises.

Farm surveys in Moldova, Russia, and Ukraine indicate that a much
higher percentage of farm-enterprise employees than private farmers re-
port that their earnings are only sufficient to sustain them at subsistence
levels, if that. Correspondingly, a much higher percentage of farmers than
employees report that they can afford more than just the bare subsistence
needs, including the purchase of durables (figure 2 .7a). Private farmers
also evaluate the changes during the past few years more positively than
do farm-enterprise employees: a significantly higher percentage of private
farmers judge the situation to have improved, while most farm-enterprise
employees at best regard the situation as unchanged (figure 2.7b). Finally,
private farmers face the future with much greater optimism than do em-
ployees remaining in collective farm enterprises (figure 2.7c).

Employees of collective enterprises (now termed "shareholders") re-
ceive only meagre salaries paid partly in kind (now termed "dividends")
often at below market value. They survive largely on what they produce
in their household plots. Having remained as members of collective farms-
and in some cases having ceded title to their land to the manager of the
collective farm without full appreciation of what they were doing-farm
employees have little recourse when they are not paid. Moldova collec-
tive farm workers complained that "farm managers use pretexts such as
drought, bankruptcy, unforeseen expenditures, and farm indebtedness to
cheat them of their actual earnings" (De Soto and Dudwick 1999, 27).

Land restitution was the primary process by which large-scale collec-
tive and state farm land was distributed in Central and South Eastern
Europe. In 1991 in Romania land was restituted to former owners, while
landless rural households that used to work for cooperatives or other land-
less rural inhabitants were granted ownership rights to up to one-half of
a hectare (Chirca and Tesliuc 1999). As a result, most of the land was resti-
tuted to the elderly, who accounted for 41 percent of the rural population
and owned 65 percent of the land. Young and middle-age farmers who
depend on the land for a living lost out in the distribution of land. The
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Figure 2.7a Respondents in Moldova, the Russian Federation, and Ukraine Report
What the Family Budget Buys
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Figure 2.7b Respondents in Moldova and the Russian Federation Report How the
Family Situation Has Changed
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Figure 2.7c Respondents in Moldova, the Russian Federation, and Ukraine Report
the Perception of Their Family's Prospects
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Source. For the Russian Federation, Brooks and others (1996); for Ukraine, Csaki and Lerman (1997);
for Moldova, Lerman, Csaki, and Moroz (1998).
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pensioner households face a very low risk of poverty compared with young
farmer households with little land or capital and have few alternatives to
farming. A functioning land market, which is in the process of develop-
ing, will improve land-to-labor ratios, increase agricultural incomes, and
help reduce poverty.

Regional differences are also pronounced. In most countries where a
broad regional disaggregation was possible, there is at least one region
with sharply higher poverty rates, reflecting country-specific regional fac-
tors. Table 2.1 shows the various areas that were identified in the poverty
profiles as being at particularly high risk of poverty. For example, in North
Hungary, an industrial region facing stagnant demand, the poverty rate
was almost double that of the country. The Central Black Earth region in
Russia has been especially hard-hit by a sharp contraction in light indus-
try, as has East Ukraine. Particularly striking is the very high relative pov-
erty index for parts of rural Kazakhstan, the Kyrgyz Republic, and
Tajikistan. Belarus, Georgia, Moldova, and the Czech Republic had pov-
erty rates with little regional variation, but this may reflect the broad level
of disaggregation of the data.

Moreover, the broad level of regional disaggregation masks the fact
that there are some very localized areas-particularly one-company

Table 2.1 Regions in Europe and Central Asia with a High Relative Poverty Risk Index

Relative poverty
Country Region risk index

Hungary Northern 1.92
North Great Plain 1.54

Poland East 1.42
Latvia Latgale 1.45

Kurzene 1.45
Albania Kukes 3.63
Albania Diber 2.59
Croatia Central 1.51
Macedonia, FYR Northeast 1.55
Romania Northeast 1.50
Russian Federation Central Black Earth 1.80
Ukraine East 2.08
Kazakhstan South 2.42
Kyrgyz Republic Narunskaya 2.91

Djala-Abadckaya 1.60
Tajikistan Gorno-Badakhshan 2.09

Source Poverty profiles, appendix D.
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towns-that are at high risk of poverty. With very slack labor markets and
constraints on labor mobility, workers in these towns often have limited
alternatives (box 2.5).

The large disparities in regional poverty rates-echoed by disparities
in regional unemployment rates and earnings-suggest that labor immo-
bility may be an issue. Unemployed workers are often unwilling to move
to regions that have better job prospects because of problems finding
affordable housing, the cost of relocating, the risk of rupturing social
support networks, and uncertainty about their own job prospects. In other
cases they worry about abandoning elderly parents for whom they are
responsible. Restrictions on relocation (such as the "propiska," or resi-
dence permit, still required by some large cities) continue to limit reloca-
tion opportunities or impose high costs.

Age and Household Type

During the transition the plight of various demographic groups has raised
concern. Many fear for the elderly because of the erosion in the real value
of pensions and inflation's severe toll on their savings. Children are also
viewed as especially vulnerable to poverty in the transition (UNICEF
1999a,b; Falkingham 2000). Single mothers and elderly widows living
alone are thought to be at high risk of poverty as well.

The Elderly. In fact, evidence on whether the elderly have a substan-
tially increased risk of poverty is mixed. In most of the CSB countries, the

Box 2.5 The Plight of One-Company Towns

Entire communities sometimes grow up around a single industry, creating "company towns" or
enterprises that function like mini-cities. In these communities enterprise closure or downsizing
has contributed to high rates of poverty. This is the case in mining regions throughout Europe
and Central Asia. One example is Tkibuli, Georgia, a coal mining town. In 1996, 80 percent of
the population had been without work between one and five years, a third of the remaining
5,800 employees of the local coal mines were on indefinite leave without pay, and those still
working had to wait six months to receive salaries and pensions.

Another example is Tekali, a mining town of around 27,000 people in Taldykorgan, Kazakhstan.
It is one of the 57 towns in Kazakhstan that depended on one enterprise (or a few) during Soviet
times and since the transition has shut down. In 1996 official unemployment in Tekali was 20
percent, with another 40 percent of the labor force subject to short hours or administrative leave.

Source: On Tkibuli, Dudwick (1999); on Tekali, World Bank (1998).
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elderly (those 65 or older) are at lower risk than the population as a whole
(figure 2.8). Bulgaria, Croatia, and Slovenia are clear exceptions. Another
indication that the elderly in the CSB are generally better off than the
population as a whole is the low relative rate of poverty of households
with retired heads; again, Bulgaria and Croatia are exceptions (figure 2.9).
Pensioner households have elevated relative risks of poverty in Estonia
and Lithuania. In contrast, the elderly appear to have an elevated risk of
poverty in a number of CIS countries-especially in Ukraine. 5 The relative
poverty risk of households with retired heads tends to be somewhat el-
evated in the CIS countries, particularly Georgia. By and large, the CSB
countries seem to have done a better job than the CIS countries in protect-
ing their elderly during the transition process.

Pensioners in the CIS countries have long been accustomed to regular
incomes. Even during the Soviet period, when they could count on receiv-
ing their pension, many had a very modest conception of what constituted
a dignified old age. Today, considering it shameful to owe debts to the
municipality, most elderly minimize their consumption of electricity, use of
hot and cold water, and telephone. For example, pensioners in Moldova
who could buy a loaf of bread and half a liter of milk a day before in-

Figure 2.8 Relative Poverty Risk of Children and Elderly
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Figure 2.9 Relative Poverty Risk of Households with Retired Heads
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dependence, can no longer afford basic staples, such as milk, on a daily basis
(De Soto and Dudwick 1999). Pensioners also cut back on medical treat-
ment, either substituting folk remedies or going without. Few are able to
pay for the more complicated procedures that would make old age more
bearable. In the past many people were able to save several thousand rubles
of "funeral money." But the savings of numerous pensioners evaporated
during hyperinflation. Now anxiety about who will pay for their funeral
often matches day-to-day discomforts (Institute for Sociological and
Political-Legal Research 1998; Wanner and Dudwick 1996).

To some extent, the condition of the elderly may be disguised by the
average levels of consumption of the household, since the elderly often
sacrifice their own well-being for their children or especially their grand-
children. Whether or not they bear sole responsibility for grandchildren,
pensioners throughout ECA countries reported economizing to save money
so they could help pay for their grandchildren's educational expenses.
When the elderly live with children and grandchildren, they are even less
likely to spend money on their own health care (Dudwick 1996, 1999). In
Latvia the pension of an elderly parent often provided a major portion of
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a household's cash income, particularly when the adult child is an unem-
ployed alcoholic (Institute of Sociology and Philosophy 1998).

Households that are headed by a single elderly female are perceived as
being at high risk, because they are usually dependent on pensions and
transfers from children and other relatives. They account for a very small
share of the population-less than 4 percent in CSB countries and less
than 2 percent in the CIS countries. In about half of the countries, they
have a high relative risk of poverty, but again the small size of the popu-
lation implies that the results may not be very robust. Only in two coun-
tries do they constitute more than 5 percent of the population-the Czech
Republic and Latvia-and in both cases they have a relative risk less than
one, as do the elderly in general in those countries.

The condition of the poorest elderly is dire indeed (box 2.6). Although
Armenian respondents insisted that they would "never let anyone starve,"
elderly people with adult children or close relatives in other towns often
received little help from neighbors, who felt that the pensioners were the
moral responsibility of their own children (Dudwick 1997). Disabled or
very poor elderly whose children are unable or unwilling to help them,
either because they live far away or are also very poor, can find them-
selves in a particularly tragic situation.

Many elderly feel that they could survive if they received their pensions
on time, but unfortunately even pensions have become vulnerable to eco-
nomic uncertainties, political maneuvering, and petty corruption. In
Moldova pensioners received their pensions up to nine months late (De
Soto and Dudwick 1999). InJavakheti, Georgia, pensioners claimed they
had to pay twice the amount of their monthly pension to start receiving
pensions (Dudwick 1997). Sometimes local officials confiscated documents

Box 2.6 The Plight of the Elderly Poor

Jelena (72) is a childless single pensioner without close relatives. She lives alone in Riga with
her dog. After paying 48 lats for communal services and rent, only 10 to 12 lats remain for the
entire month. She believes that application to the municipality for social assistance was re-
jected because she is not a Latvian citizen, only a permanent resident. Her daily intake consists
mainly of broth made from bones, cabbage and potatoes, but she often goes hungry. She tries
to supplement her pension by collecting bottles from garbage containers. She can look for
bottles only very early in the mornings, however, because later in the day, alcoholics and home-
less people start collecting them. According to Jelena, they consider the garbage containers
their personal property. Once one of them attacked her with a stick because she was about to
take a bottle from his "personal" garbage container.

Source; Institute of Philosophy and Sociology (1993, 46).
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for nonpayment of taxes, thereby preventing people from demonstrating
eligibility for assistance. In Armenia a village chairman simply refused to
distribute pensions until the pensioners had paid their land tax of $10 to
$20; other local officials deducted the land tax from pensions (Dudwick
1996). Having looked forward to a secure old age, pensioners are embit-
tered at finding themselves "standing at a broken trough" (Institute for
Sociology and Philosophy 1998, 56).

Children. In contrast to the elderly, children have an elevated risk of
poverty, particularly in CSB countries. Children have a strikingly high
relative risk of poverty in many Central and Southern European countries
(figure 2.8). In Hungary, Poland, and the Czech Republic, the risk was
not elevated at the start of the transition. Yet, despite more progressive
targeting of family assistance measures, it has been growing ever since
(Foster and Toth 1999). In the CIS countries children also face an el-
evated relative risk of poverty, although it is not nearly as high in CSB
countries. In about half of the CIS countries, children's relative risk of
poverty is much higher than that of the elderly.

These findings, however, are sensitive to assumptions about economies
of scale. If no economies of scale are assumed, children-who tend to live
in large families-are at higher risk of poverty than the elderly-who
tend to live in small families. But if substantial economies of scale are
assumed (for example, an economies-of-scale parameter of 0.5), the eld-
erly tend to be at higher relative risk of poverty.6 In the absence of an
unassailable methodology for determining the appropriate economies-of-
scale parameter, there is no definitive answer to whether the children or
the elderly are at greater risk. In a few countries, however, the results (at
the relative poverty line of 50 percent of median equivalent expenditures)
are robust to a range of values of the economies-of-scale parameter: chil-
dren are consistently poorer than the elderly in the Czech Republic, Hun-
gary, Poland, Albania, Croatia, and Slovenia.7

Single parent households, which are typically headed by women, have
an elevated relative risk of poverty in many parts of the world.8 Such
households represent less than 3 percent of the population in Central
European countries and slightly more than 4 percent of the population in
the CIS countries. In a little more than half of the countries, single parent
households have a relative poverty risk greater than one, but because they
are such a small percentage of the population, these results are probably
not very robust. Only in FYR Macedonia and Russia do they constitute
more than 5 percent of the population. In Russia they have a poverty risk
50 percent higher than that of the general population.
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In virtually all countries, the relative risk of poverty increases with the
number of children in the family (figure 2.10). Why? On the one hand, it
might be that households with more children have characteristics-such
as low levels of education or low levels of labor market participation,
particularly among women-that lead to lower earnings. Or it may be
that they have relatively similar earnings as households with fewer chil-
dren, but since they have more mouths to feed, consumption per equiva-
lent adult is lower. To answer this question, we decomposed equivalent
consumption into the five factors explained in box 2.1 and compared the
differences between one-child and two-child households. The major rea-
son that two-child households consume less per equivalent adult than
one-child households is that two-child households have more mouths to
feed (figure 2.11). However, the two-child households offset part of this
disadvantage by participating more in the labor market. There is no clear
pattern in the other factors across countries between one-child and two-
child households.

A somewhat different pattern emerges when comparing households
with three or more children and those with two children (figure 2.12).
Mean consumption per equivalent adult is lower in households with three
or more children than in households with two children, in part again
because of the greater number of mouths to feed. But in this case house-
holds with three or more children have a lower ratio of income earners

Figure 2.10 Relative Poverty Risk by Number of Children
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Figure 2.11 Decomposition of the Difference in Equivalent Consumption between
Households with Two Children and Households with One Child
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Figure 2.12 Decomposition of the Difference in Equivalent Consumption between
Households with Three or More Children and Households with Two Children
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per adult ("labor participation") compared with households with two chil-
dren, which contributes strongly to lowering their level of consumption in
all of the countries in the figure except Georgia and the Kyrgyz Republic.
Although labor earnings per income earner ("skills") is also lower in house-
holds with three or more children compared with those with two children
(except in Croatia), in four countries two-child households were able to
offset this loss through a higher ratio of nonlabor to other income. The key
to the sharp increase in poverty rates in multichildren households may lie
in the determinants of labor force participation. Across countries, the ex-
tent to which the poor are "bunched" around the poverty line plays a large
role in determining whether multichild households face a high relative risk
of poverty (box 2.7).

Box 2.7 The Poverty Risk of Multichildren Households in Central Europe and in the
Commonwealth of Independent States

Although having more children is associated with higher levels of poverty, the jump in the
relative risk of povert with the number of children is much more pronounced in the Central
European countries than in the CIS countries. Take the comparison of Russia and Hungary. In
both countries the diflerence in log mean consumption per equivalent person of households
with one child and of households with three or more children Is -0.29. So the percentage differ-
ence in the consumption levels of multichildren households in Hungary compared with one-
child households Is the same as in Russia. But the relative risk of poverty of households with
three or more children compared with those with one child increases by only 56 percent in
Russia, compared with 186 percent in Hungary. Expenditures are much more closely bunched
around the poverty line in Hungary, so that the same percentage difference In mean expendi-
tures translates Into a higher relative poverty risk.

Figure 2.13 Differences In Mean Consumption and Poverty Risks of Households with One
Child and Three or More Children
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More children may mean less female labor force participation and higher
rates of poverty. Analysis of the Georgia Labor Force Survey finds that if
other personal and household characteristics are held constant, the num-
ber of children below the age of 7 and the number of elderly in a house-
hold are significant factors affecting the probability of urban females
contributing to the labor force (Yemtsov 1999). This finding suggests that
one of the causes of females dropping out of the labor force in urban
areas might be the unavailability of childcare and household responsibili-
ties assumed by women in extended households. 9 A study using Hungary
Labor Force Survey data (UNICEF 1999b) found that the presence of
children considerably reduced the probability of employment among
women. For women ages 26 to 29, female employment went from 82
percent in households with no children, to 52 percent in households with
one child, 35 percent in households with two children, and 11 percent in
households with three or more children. For women ages 36 to 39, female
employment dropped sharply-from 78 to 41 percent-as the number of
children increased from two to three.

Women's responsibilities for care of the children and elderly may make
it more difficult for them to find and keep jobs, even when they want to
enter the labor force. Unemployment rates do not exhibit strong system-
atic bias against women across the region: female unemployment rates in
1997, based on standard criteria of the International Labour Organisation,
were higher than male unemployment rates in some countries-the Czech
Republic, Slovak Republic, Poland, and Romania, but not in others-
Hungary, Slovenia, Bulgaria, Latvia, and Russia (UNICEF 1999b). Nev-
ertheless, many qualitative poverty studies reported frequent complaints
of discrimination against women in the labor market. Women complained
that their appearance and age frequently worked against them, even for
unskilled jobs. Many employers preferred young (under 30), attractive
women. They explicitly refused to consider married women of child-bear-
ing age, to avoid paying maternity benefits, or women with children, as-
suming these women would often have to take time off from work.

Poverty in childhood can permanently affect children's future by dam-
aging the integrity and stability of their families, their health, their school-
ing, and, finally, their likelihood of either participating in the labor force
or becoming economically and socially marginalized. Poverty affects chil-
dren before birth when poor mothers are unable to pay for prenatal care
or give birth in hospitals (Dudwick 1996, 1999). It continues at birth,
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Box 2.8 Barriers to Female Employment

A comparative study of the impact of privatization carded out in Bulgaria, Poland, Russia, and
Ukraine found pervasive discrimination against women, particularly in the private sector. In all
countries, women faced discrimination in hiring. Prospective employers inquired about family
status and childbearing plans, and then often explicitly rejected them if they had small children
or planned to have children. Women over 40, even over 35, were less likely to be hired. As a
Moscow woman declared, 'I am a pregnancythreat and my mother an obsolescence threat. We
both lost work-almost simultaneously within two days-in October 1998. I will agree to any
secretarial position. But as soon as it becomes known that I am just married, it gives rise to
suspicious looks at my waistline." In Bulgaria laws prohibiting employers from refusing to hire
pregnant women, or mandating equal pay for equal work, have been removed.

State-owned companies were the least likely to ask women such personal questions; pri-
vate companies, the most likely. Violations of employment contracts were most likely to occur
in privatized firms in the food and services industries where women predominate. Women
noted that employment in small privatized firms was often contingent on providing sexual fa-
vors to the boss. In Poland both male and female executives saw women as less devoted than
men to their careers. The executives were convinced that women would eventually "have to
withdraw from work to take care of family obligations."

Source. Women, Law, and Development Irtemational (2000).

with many ECA countries reporting an increased number of children placed
in infant homes (chapter 1). Closure of childcare facilities has forced work-
ing parents to leave children as young as five home alone during working
hours. Young children are increasingly responsible for household tasks,
including cooking with dangerous, home-made cooking devices that poor
households resort to when electricity and gas supplies are cut off (Dudwick
1997). Throughout Europe and Central Asia there are reports of children
dropping out of school, in some cases to enter the labor force. In Moldova
children as young as 10 may work as agricultural day laborers, not just
for their own parents, but for farming associations or independent farm-
ers (De Soto and Dudwick 1999).

Simple and Partial Poverty Risks

Univariate analysis looks at how poverty correlates with one other vari-
able, such as employment, location, education, or demographic factors,
broken by subcategory. Partial correlation analysis goes a step farther. It
looks at the association between poverty status and the variable in ques-
tion, controlling for the effects of other variables. For example, simple
univariate analysis may show that poverty risks are not strongly differen-
tiated by education level. This might occur if people living in rural areas
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are prone to poverty, in which case even people with high education in
rural areas would have a higher risk of poverty. Were we to look at pov-
erty risks in urban areas and rural areas separately, however, we might
find that poverty risks are more clearly differentiated by education level.
Or univariate analysis might show that poverty risks are strongly differ-
entiated by education levels, while multivariate analysis might show that
these risks are considerably weaker if other variables were taken into
account. For example, if people with low education are heavily concen-
trated in rural areas, the strong correlation between education and pov-
erty that would show up in a univariate poverty profile might be substantially
diminished if we controlled for location.

The most common way to estimate partial relations is by ordinary
least squares (OLS) regressions. Such regressions tell us whether variables
are significantly related to the dependent variable (some measure of equiva-
lent consumption). These regressions can then be used to calculate the
poverty risks associated with various household characteristics, control-
ling for other household characteristics.1 0 This is done by estimating what
equivalent consumption a household would attain if its other characteris-
tics were set equal to the population average. For example, suppose we
are interested in poverty risks by education level, controlling for location.
We run an OLS regression with education and location as independent
variables. If the regression indicates that, holding education constant, liv-
ing in urban areas is associated with a 20 percent increase in equivalent
consumption (compared with the average), we estimate a new measure of
equivalent consumption corrected for location by subtracting 20 percent
from the equivalent consumption of individuals in urban areas. Then we
calculate the risk of poverty by education category using the corrected
measure of equivalent consumption. The resulting poverty rates show the
partial relationship between education and poverty status, purged of the
effects running through the location variable.

Many World Bank poverty assessments for transition countries esti-
mate OLS regressions that show that most household characteristics-
education, employment status, location, household demographics-are
significantly associated with consumption levels in the expected directions.
The Croatia poverty assessment (World Bank 2000) went a step farther to
examine whether poverty risks change substantially when other variables
are controlled for. The most dramatic change is that controlling for educa-
tion substantially reduces poverty risks for the elderly, indicating that low
levels of educational attainment are particularly pronounced among the
elderly. This provides some insight into the channels that result in higher
poverty among the elderly. Poverty risks also fall substantially in a number
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of regions once education is controlled for, indicating that low rates of
education attainment are clustered in certain regions.

Figures 2.14a, 2.14b, and 2.14c show what happens to poverty risks
by education levels in Croatia, the Kyrgyz Republic, and Russia respec-
tively when we control for labor force participation (number of income
earners per adult), dependency ratios (number of elderly per number of
household members and number of children per number of household
members), location (dummies for region multiplied by dummies for rural
or urban location), and household size. The premium attached to higher
education and vocational/technical education-which are associated with
dramatically lower poverty risks-erodes, especially in the Kyrgyz Re-
public, and converges toward the poverty risk associated with secondary
school. This suggests that higher education is correlated with other fac-
tors leading to a reduction in poverty, such as location and household
size, reinforcing the often repeated observation that higher education is
not much of a guarantee against poverty in parts of the CIS. The differ-
ences between the simple and the partial poverty risks are far less pro-
nounced in Croatia and Russia, however.

As these examples show, in cases where characteristics associated with
poverty are strongly correlated, multivariate analysis may provide a bet-
ter understanding of the factors that put people most strongly at risk of
poverty. Future work could usefully extend this analysis to determine
whether poverty incidence by employment status, education, location, or
household demographic characteristics (controlling for other variables)
would yield a more sharply differentiated poverty profile-or a fuzzier
one.

Targeting Groups for Poverty Assistance:
The Challenges and Pitfalls

Identifying the groups that are at high risk of poverty as well as the groups
that comprise the majority of the poor can help policymakers determine
whether social assistance can be targeted at certain categories of poor.
Targeting groups at high risk of poverty will minimize errors of inclusion,
but if those groups comprise only a small share of the poor, there will be
large errors of exclusion." Similarly, targeting groups that comprise a
large share of the poor will minimize errors of exclusion, but this risks
large errors of inclusion if those groups have only a marginally elevated
risk of poverty. Targeting households by employment status is not likely
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Figure 2.14a Croatia: Simple and Partial Relative Poverty Risks
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to be particularly effective in CSB or CIS countries; location and number
of children hold out more promise for CSB countries.

Although households with unemployed or inactive heads are at high
risk of poverty, they do not comprise the majority of the poor. Breaking
down the poor by the employment status of the household head, we find
that households with employed heads account for about 50 percent of the
poor on average (figure 2.15), while pensioner households account for
another 25 percent (figure 2.16). Thus, using unemployment of the house-
hold head as a targeting criterion would exclude most of the poor.

Children account for about one third of the poor (figure 2.17). But
poor children live in poor households, and households with two or more
children account for a sizable share of the poor, especially in a few Cen-
tral European countries, where they also have a highly elevated risk of
poverty (figure 2.18). They also account for a sizable share of the poor in
the Caucasus and Central Europe. Households with two or more children
account for more than three quarters of the population in all Central
Asian countries except Kazakhstan. Thus, the number of children may be
a useful targeting criterion in Central Europe, but not as useful in Central
Asia, where errors of inclusion would be large.

The same is true for location. Although rural households tend to have
a higher risk of poverty throughout the region, they are a minority of the
population (except in Moldova, the Caucasus, and Central Asia). Because
urban dwellers account for a large share of the population in many coun-
tries, they predominate among the poor in about half of the countries in
the region-a noticeable difference from the rest of the world, in which
the poor are overwhelmingly concentrated in rural areas (figure 2.19).
Rural households constitute a majority of the poor in some CSB countries
where they are not the majority of the population. Rural households also
constitute the majority of the poor in Moldova, the Caucasus, and Central
Asia, where they are the majority of the population. Hence, there would be
fewer errors of inclusion in targeting rural households in CSB countries.

Changes in Economic Well-being over Time

At the start of the transition, it was thought that although households
might fall into poverty as a result of the economic shocks, growth would
quickly resume and living standards would rise. As it turned out, the out-
put shocks were large and persistent, and poverty, rather than being short-
lived, also proved persistent. Although in aggregate, poverty levels have
remained high, individual outcomes are thought to be far more variable,



A PROFILE OF INCOME POVERTY 95

Figure 2.15 Share of Poor in Households with Employed Head
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Figure 2.16 Share of Poor in Households with Retired Head
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Figure 2.17 Composition of Poor by Age Group
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Figure 2.18 Share of Poor Living in Households with Two or More Children
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Figure 2.19 Share of Poor in Rural Areas
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depending on whether salaries are paid, transfers arrive, remittances come,
or informal sector activities provide incomes. Following families over
time through panel surveys allows us to examine the stability, or security,
of their economic situations. Three countries-Poland, Hungary, and Rus-
sia-have long panels that can be used for this purpose.' 2

Panel surveys show that household incomes and expenditures are quite
variable, but the shocks are largely transitory in nature. Between 1995
and 1996, the incomes of 43 percent of the population in Russia more
than doubled or decreased by half. Between 1994 and 1995, the incomes
of 4 percent of the population in Hungary and 14 percent of the popula-
tion in Poland more than doubled or decreased by half, controlling for the
mean income shock. Interestingly, fluctuations in expenditure are only
slightly smaller than fluctuations in incomes, suggesting that families may
find it difficult to smooth their consumption.

The large fluctuations in expenditure give rise to the phenomenon of
cburning, that is, households cycling in and out of poverty. Many house-
holds experience at least one bout of poverty. In Russia 45 percent of
individuals are poor at least once over a four-year period-more than
twice as many as the share in poverty (20 percent) in any one year (table
2.2).13 In Poland a slightly smaller share of the population-37 percent-
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Table 2.2 Transitory and Persistent Poverty in the Russian Federation, Poland, and
Hungary
(percent)

Russian Federation Poland Hungaly
Share of the population (Expenditure) (Expenditure) (Income)

A. Share of the population based on
measured poverty
Always poor (4 out of 4) . 3.4 5.9 8.8
Sometimes poor (1, 2, or 3 times out of 4) 41.9 31.6 26.3
Never poor (0 times out of 4) 54.7 61.5 65.0

B. Share of the population based on simulations
using "underlying" poverty transition probabilities
Always poor (4 out of 4) 10.0 10.7 9.7
Sometimes poor (1, 2, or 3 times out of 4) 21.8 20.1 22.6
Never poor (0 times out of 4) 68.2 69.2 67.8

Note: Income and expenditure are adjusted for household size using an equivalence scale. The
poverty line is set so that in each year 20 percent of the population is poor. Transition probabilities
are shown in table 2.3, panel B.
Source: Luttmer (2000a).

experiences at least one bout of measured poverty. Movements in and out
of poverty between two years are correspondingly high: 55 percent of the
poor (11 percent of the total population) escaped poverty in Russia com-
pared with 45 percent (8.8 percent of the population) in Poland and 40
percent (8 percent of the population) in Hungary (panel A of table 2.3).14

This churning, however, does not represent long-term movements into
and out of poverty. Because a large part of the shock is undone in future
years, long-term economic positions are considerably more stable than a
simple look at year-to-year changes reveals. Purging the data of transi-
tory shocks yields an estimate of the persistent component of expenditure
(or income). This persistent component of expenditure we term "under-
lying" expenditure to distinguish it from the observed, or "traditionally"
measured expenditure aggregate. Estimates of individuals' expenditures
suggest that the shocks are largely transitory: about 86 percent of the
expenditure shock in Russia, 76 percent of the expenditure shock in Po-
land, and 76 percent of the income shock was undone the following year.
Panel B of table 2.3 reports the estimated flows in and out of poverty
based on the expenditure (or income) data that is stripped of the transi-
tory fluctuation. We call the latter movements in "underlying" poverty to
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Table 2.3 Flows into and out of Poverty in the Russian Federation, Poland, and Hungary
(percent)

A. Movements in "traditionally B. Movements in "underlying"
measured" poverty poverty

Russian Federation (1995-96) Russian Federation (1995-96)
Poverty status This month's Poverty status This month's
12 months ago poverty status 12 months ago poverty status

Poor Nonpoor Poor Nonpoor

Poor 44.7 55.3 Poor 79.4 20.6
Nonpoor 13.8 86.2 Nonpoor 5.2 94.8

Poland (1994-95) Poland (1994-95)
Poverty status This month's Poverty status This month's
12 months ago poverty status 12 months ago poverty status

Poor Nonpoor Poor Nonpoor

Poor 55.3 44.7 Poor 80.2 19.8
Nonpoor 11.2 88.8 Nonpoor 4.9 95.1

Hungary (1 995-96) Hungary (1995-96)
Poverty status This month's Poverty status This month's
12 months ago poverty status 12 months ago poverty status

Poor Nonpoor Poor Nonpoor

Poor 60.5 39.5 Poor 78.5 21.6
Nonpoor 9.9 90.1 Nonpoor 5.4 94.6

Note: "Underlying" poverty measures assume log normality of expenditure distributions. See Luttmer
(2000a) for a discussion of how "underlying" poverty flows are estimated. Poverty flows are based on
expenditure data for Poland and Russia and on income data for Hungary from the TARKI panel. The
poverty line is such that the poverty rate is 20 percent in all years. Standard errors are never larger
than one fifth of the transition probabilities. Percentages in the table refer to share of poor (20 percent
of the population) and nonpoor (80 percent of the population).
Soure: Luttmer (2000a).

distinguish them from the "traditionally measured" flows in and out of
poverty based on observed expenditure (or income) data.

The estimate of underlying expenditure is based on four years of panel
data. The first and last years of the data (years 1 and 4) are used to esti-
mate what part of the change in expenditure levels between year 2 and
year 3 is from transitory fluctuations that are undone in the following
year, and thus what part is from a permanent change in economic for-
tunes. To understand better the distinction, consider the example of some-
one who is not poor in year 2 but receives a negative income shock between
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year 2 and 3 that moves her into poverty in year 3. Suppose she then
recovers in year 4 back to the level of expenditure she enjoyed in year 2.
According to the observed measure, she would be classified as moving
into poverty between years 2 and 3. But according to her estimated
underlying expenditure path, she would be classified as persistently
nonpoor between years 2 and 3 since the expenditure shock was short-
lived and does not represent a permanent change in her economic for-
tunes. Table 2.3 reports both the traditionally measured and the underlying
movements in and out of poverty between years 2 and 3.

By looking at movements in and out of poverty according to estimates
of underlying expenditure levels, we can detect a much different picture
of persistent poverty: in Poland, for example, only 20 percent of the poor
escape poverty on a more permanent basis, less than half of what the
movements based on traditionally measured poverty suggest, while 80
percent of the poor (16 percent of the population) in one year remain in
poverty the following year according to their underlying status (column B
of table 2.3). A much higher share of the poor remains in poverty in
Hungary and Russia as well, according to the underlying estimate, than
remains in poverty according to the traditionally measured share.

It is commonly thought that the transiently poor-those who escape
poverty in some years-are most likely to benefit from an improvement in
economic conditions. They are vulnerable to economic shocks but have
characteristics that allow them to escape poverty at least some of the time.
In contrast, the traditionally measured persistently poor-those who are
observed to be poor in every period of observation-are thought to be an
underclass that is unlikely to be able to take advantage of new economic
opportunities. Given the large fluctuations in measured expenditures that
move households in and out of poverty in this region, the number of indi-
viduals who are persistently poor according to their observed poverty status
is quite small. Only 3.4 percent of Russians, 5.9 percent of Poles, and 8.8
percent of Hungarians were poor in all four years (table 2.2, panel A).

How useful is the measure of persistent poverty, which requires house-
holds to be poor in every period of observation, as a proxy for the size of
the underclass? Because of the fluctuations in expenditure that are un-
done the following year and measurement error, an individual's economic
fortunes may be considerably more stable than the year-to-year move-
ments in observed poverty status suggest. A better estimate of persistent
poverty might be based on the number of people whose underlying ex-
penditures are below the poverty line in all four years. Such a measure
can be derived by taking the probability that an individual will remain in
poverty according to his or her underlying expenditures from one year to
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the next and using that probability to calculate the probability that the
individual will remain in poverty for four consecutive years.1 5 The share
of the population remaining in poverty for a four-year period based on its
underlying expenditures is shown in panel B of table 2.2. For all three
countries, about 10 percent of the population is estimated to be always
poor according to the underlying measure of expenditure-half the num-
ber of poor in any one given year. This is a lower bound. The number of
persistently poor according to the underlying measure could reach 16
percent-the share of the population that remains in poverty between
two consecutive years, if all of these people remain in poverty during the
entire four-year period.

For Russia the lower bound measure for the share of the population in
persistent poverty based on the underlying measure shown in panel B of
table 2.2 is three times greater than the traditional estimate; for Poland it
is 80 percent higher, while for Hungary it is only 10 percent higher. The
reason the probability of remaining in persistent poverty based on the
traditional measure of expenditure differs significantly among the three
countries (despite the fact that the transition probabilities shown in panel
B of table 2.3 for remaining in poverty are very similar) is the size of the
transitory shock, which averages 45.3 percent in Russia, 19.2 percent in
Poland, and only 11.4 percent in Hungary. When transitory shocks are
large, traditional measures of persistent poverty will be low; underlying
measures, which smooth out the transitory shocks, will be higher.

Traditional measures of poverty persistence, which require households to
be poor in every period of observation, are likely to underestimate the share
of the population stuck in poverty and thus understate the size of the incipi-
ent underclass forming, particularly when there are large, short-term fluc-
tuations in income. Although some of these fluctuations may represent a
real improvement in welfare, the fact that they are undone in subsequent
periods suggests that these people are stuck in poverty. Therefore, estima-
tions of persistent poverty based on the underlying measure of poverty may
give a better sense of the size of the incipient underclass.

The long duration of unemployment rates supports the observation
that an underclass may be forming. Data available for several Central
and South Eastern European countries show that much of the unemploy-
ment is long term in nature. For example, as much as 80 percent of all the
unemployed in FYR Macedonia are long-term unemployed, and this pat-
tern is very similar across socioeconomic groups, in contrast to the more
typical pattern found in Europe, where the incidence of unemployment
increases with age. In Bulgaria 83 percent of unemployed people were
unemployed the previous year, also indicating that unemployment is gen-
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erally of long duration (World Bank 1999a). A study in Hungary found
that the probability that an unemployed person will find a job within 12
months is on the order of 30 to 33 percent (Rutkowski 1999). The long
duration of unemployment and its high correlation with poverty further
support the notion that an underclass may be forming-especially in Cen-
tral European countries.

Researchers have hypothesized that transient shocks may be a cause of
long-term poverty. For example, people who suffer transient shocks, such
as not being paid their salary over some period, might be forced to sell
key income-generating assets, and this supposedly puts them on perma-
nently lower income paths. However, Lokshin and Ravallion (2000) do
not find evidence in the Hungarian panel data that transient shocks lead
to long-term poverty. Persistent poverty is most likely the result of re-
peated transient shocks or characteristics that make it hard for house-
holds to escape poverty.

The Challenges Ahead

During the transition in Europe and Central Asia to a more market-ori-
ented economy, some groups have fared relatively better and some rela-
tively worse in terms of being at risk of poverty. An examination of
underlying trends suggests that, despite the considerable fluctuations in
incomes and expenditures, the overall picture is one of limited mobility:
the same groups of people tend to remain at the bottom of the income
distribution over time. Therefore, two challenges face policymakers and
societies. One is to reduce downside fluctuations in incomes and, when
they do occur, to protect the poor and near poor from the welfare losses
associated with negative shocks. The second challenge is to enhance the
opportunities of the persistently poor to improve their absolute level of
living as well as their relative standing among the population.

Notes

1. In Czech Republic, the relative poverty line was set at two-thirds median
equivalent consumption since only 2.8 percent of the population in Czech Repub-
lic fell under the 50 percent line. A moderate economies-of-scale parameter of
0.75 was used to calculate equivalent adult expenditure, based on the fact that
housing and utility expenditures are typically a smaller share of household expen-
ditures in most European and Central Asian countries than in OECD countries.
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Children were weighted the same as adults. The broad conclusions in this chapter
based on the profile results were not sensitive to the poverty line; profiles based on
two-thirds of median household income were generally quite similar. See the ap-
pendixes for further discussion of the methodology, data sources, and poverty
profile results.

2. Alternatively, comparisons could be made on the basis of absolute poverty
lines. But since the levels of absolute poverty vary dramatically within the region
(table 1.1), this would make intercountry comparisons of the characteristics of the
poor in each country difficult.

3. Many poverty assessments confirmed that unemployed individuals were more
likely to be poor than the overall population, although an individual's poverty
status depends, of course, not only on his or her own income-generating capacity,
but also on the income earned by other members of the household.

4. The distinction between rural and urban areas is an administrative one, and
different countries may classify locations on the basis of very different criteria.

5. The elderly have a very low risk of poverty in Turkmenistan, but they are a
very small share of the population so the results may not be robust.

6. See appendix A for further discussion of economies of scale.
7. Children also are poorer than the elderly in Turkmenistan, but the size of the

elderly population there is quite small.
8. Such households comprise only a small share of female-headed households.

The latter account for a little more than one-quarter of the population in the
region, though the definition of a female-headed household is not uniform across
poverty surveys. Female-headed households tend to be poorer than male-headed
households, and many poverty assessments have found that this finding persists
even after controlling for age, education, household size, and location.

9. The Latvia poverty assessment found that labor force participation of fe-
males between the ages of 25 and 35 was lower than for men. When predicted
earnings were included in the regression analysis, participation rates of men were
more highly correlated with the earnings they would be predicted to get in the
labor market. But there was no significant correlation for women, indicating that
other factors are associated with lower labor force participation rates by females.

10. See Luttmer (2000b) for a discussion of the methodology and results on
Croatia.

1 1. Errors of inclusion occur when poverty benefits go to households that are
not poor, while errors of exclusion occur when poverty benefits do not reach
households that are poor.

12. This section is based heavily on Luttmer (2000a).
13. They either fall in the sometimes poor category (41.9 percent) or into the

always poor category (3.4 percent).
14. The definition of poverty here is a relative one-the bottom quintile of the

population. In a case such as Poland, where mean expenditures increased over
time, these movements in and out of the bottom quintile would mostly likely
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represent a significant change in the real standard of living. In Russia, which
experienced overall a negative income shock, a movement out of the bottom quintile
might not entail an absolute increase in expenditures.

15. The probability of remaining in poverty for four years based on the 'un-
derlying" poverty transition probability is obtained by raising the probability of
remaining in poverty for two consecutive years to the third power multiplied by
the share of the poor in the population, set at 20 percent.
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PART 11

EXPLAINING THE INCREASE IN POVERTY

T he emergence of widespread poverty in ECA is the outcome of a
complex interaction of economic, social, and political processes. A
proximate explanatory factor for the rise in poverty was the eco-

nomic collapse of transition-the magnitude and duration of the drop in
output and in household incomes. The extent of this collapse, however,
was influenced by many interrelated factors: the degree of initial macro-
economic distortions; the familiarity of institutions and individuals with
market mechanisms; the inherited economic structure; and the compre-
hensiveness and quality of the policy reform package. Most importantly,
the path of output and incomes was conditioned by institutional legacies,
which largely determined the behavior of policymakers during the transi-
tion process, and their interest and ability to deliver a consistent reform
program, with adequate safeguards to protect the vulnerable.

Institutional legacies critically conditioned countries' ability (or inabil-
ity) to break with their socialist past-and with old patterns of distribu-
tion of power and access to resources. Countries with stronger institutional
checks and balances (resulting from stronger civil societies, more mature
political democracies, and more developed market-supporting institutions)
were better at establishing economic and political contestability from the
start. As a result, these countries implemented better policy choices: they
carried out more comprehensive and decisive reforms; moved more quickly
toward a market-based system for allocating resources (and away from
the power or access-based system that characterized late socialism); and
carried out more socially focused adjustment. Because they were better at
getting markets to work, these countries generated more new job and
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income-earning opportunities for their citizens. At the same time, they
also gave higher priority to keeping a strong social safety net and devoted
a much larger share of their resources to this goal. Poverty and depriva-
tion increased in these countries-bearing witness to the social dislocation
produced by the transition process-but the increase was much more mod-
erate than in other parts of the region. This was, in general, the case of the
more advanced reformers in Central Europe-the Czech Republic, Hun-
gary, Poland, Slovenia-but also (albeit to varying degrees) of other Cen-
tral and South Eastern European economies and of the Baltic states.

Other countries, most notably those of the Commonwealth of Indepen-
dent States (CIS), failed to establish economic and political contestability.
The partiality and incompleteness of economic and political reforms dur-
ing the first stage of transition simply allowed some power groups-mainly
traditional socialist elites in combination with some entrepreneurial
newcomers-to cement and legalize the power relationships that existed
at the end of socialism. In the absence of institutional checks and balances
or other measures to restrain the arbitrary use of power, these groups were
able to generate concentrated rents for themselves, at a high cost in terms
of increased inequality and poverty to the rest of society. These power
groups are now the main obstacles to any further economic reform that
would threaten their concentrated rents. The partiality of the initial
reforms-especially the lack of further efforts to deconcentrate economic
power and create better-functioning markets-has stifled job creation and
opportunities for all but these privileged parts of society. Formal wages
and employment opportunities have collapsed, and with pervasive noncom-
petitive practices and corruption to contend with, there is little room for
new small and medium-scale private activity to emerge and create jobs.

Resource-starved governments have revealed only limited interest (and
ability) to protect the vulnerable: social spending has collapsed through-
out much of the CIS, and along with it so has the social safety net. The
result has been a spectacular increase in poverty and very high inequality.
With rent-seeking channels now firmly "institutionalized," politicians in
much of the CIS are reluctant to let the process of democratization and
market expansion move further, since it may jeopardize the status quo.
With a varying range of outcomes, this has been the case of most CIS
Republics, starting with Russia but covering also many of the resource-
rich Central Asian economies and the poorer countries of the Transcaucasus.

Part II explores this broad typology further by examining the interac-
tions between institutional legacies, initial conditions, and policy choices,
and by analyzing how these led to very different poverty and inequality
outcomes across transition economies. Chapter 3 focuses mainly on un-
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derstanding how institutions and history conditioned governments' abil-
ity to carry out economic reforms, and how these then jointly determined
the path of output and incomes. Chapter 4 examines how policies and
institutions have determined distributional outcomes and through this af-
fected poverty.



CHAPTER 3

Understanding the Rise in Poverty:
Initial Conditions, Institutional Legacies,

and Policies

T he poor in Europe and Central Asia cite loss of stable income as
the overwhelming factor associated with poverty. Poverty is largely
the result of bad labor market outcomes, such as the loss of a

paying job, the failure to be paid for work completed, or insufficient in-
come because of a lack of the skills needed to compete in the new, more
market-oriented economy. For those who are not able to work-children
and the elderly-poverty is linked to a decline in public transfers and other
forms of income support, and to being one of many dependents living on
few and low incomes.

Similar causal forces underlie the rise in poverty in all ECA countries,
namely the economic and social dislocation associated with transition,
and the ensuing collapse in output and incomes. But poverty outcomes are
vastly different across countries. Not only are the absolute levels of pov-
erty different (chapter 1, table 1.1), but the characteristics of the poor
vary also. In Central Europe, South Eastern Europe, and the Baltics (CSB),
the risk of poverty is linked to well-identified household characteristics
(education, number of income earners, employment status), which influ-
ence a household's ability to earn its income. Thus, the risk of poverty is
especially high for households where the main income earner is unem-
ployed, where there are many dependents living on a single income, or
where workers' skills are no longer in demand. In contrast, relative pov-
erty risks in the Commonwealth of Independent States (CIS) look remark-
ably similar across households that in theory would have widely differing
income-earning opportunities. The bulk of the poor in the CIS are work-
ing poor, and they do not look all that different from the nonpoor.
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Like poverty, the level of income inequality varies drastically across
countries of the region-this being a critical contributing factor to the
diversity of poverty outcomes. Some of the CSB countries remain very
egalitarian by world standards, with Gini coefficients for consumption
and income similar to those of the Scandinavian and Northern European
countries. Much of the CIS, in contrast, compares to the highly unequal
economies of Latin America and Africa (chapter 4, table 4.1). This diver-
gence in inequality outcomes is particularly striking because the transition
economies started the 1990s with fairly similar distributions of income.
Although the CIS had, on average, somewhat higher initial levels of in-
come inequality (with Ginis ranging from 0.23 to 0.3), the difference with
respect to the CSB was at most 5 Gini points, not the wide gaps we see
today.

These differences pose a puzzle. Why did apparently similar forces play
out so differently in different countries? Was it the length and depth of the
transitional recession that mattered? Was it initial conditions? Was it the
choice and sequencing of policies? And what ultimately determined these
choices? This chapter will attempt to untangle these issues. In particular, it
will explore how institutions and history may have conditioned govern-
ments' ability to carry out economic reforms and how jointly these factors
determined the path of output and incomes.

Transition and Poverty

In a narrow accounting sense the increase in poverty during the transition
can be attributed to two distinct factors: the drop in output (and hence in
consumption) and changes in its distribution. On average, the cumulative
output decline in the CIS countries was almost 50 percent, while in the
CSB countries output declined by about 15 percent before starting its re-
covery (figure 3.1). In and of itself, this massive decline in output led to a
sharp rise in poverty. At the same time inequality was rising in all the
transition countries-sometimes quite dramatically. While the increase in
inequality was an expected, and to some degree necessary, development in
the transition to market, in some countries the rise far exceeded what was
anticipated and what had been seen before.

Although the collapse of output and increasing inequality can account
for much of the quantitative rise in poverty, these two factors are in some
sense just proximate causes, behind which lies a complex interaction of
economic, social, and political processes. These underlying processes help
explain why outcomes diverged as much as they did and are the key to
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Figure 3.1 Evolution of Output in Transition Time
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how the worst outcomes may be improved. The question to answer is not
so much whether poverty rose because output collapsed and inequality
rose-the answer is an unambiguous yes-but why did output collapse so
much more in some countries than in others? And why did inequality
follow such different patterns?

One of the fundamental factors behind the path of output and incomes
was the extent and quality of the economic reforms that countries chose
to implement. There is a strong correlation between comprehensive re-
form and output performance (Aslund, Boone, and Johnson 1996; de Melo,
Denizer, and Gelb 1996; Selowsky and Martin 1997; and EBRD 1999).
Analysts, however, are beginning to realize that other factors may have
mattered just as much: initial conditions (including location, initial eco-
nomic distortions, and the resource endowment); the state of institutions
at the start of the transition; and the political system. These factors had a
direct and strong impact on output as well. Moreover, these nonpolicy
factors fundamentally affected the choice of reforms and the extent to
which countries were able to implement them (Bunce 1999; EBRD 1999).
And these factors also had an independent impact on the distribution of
income and consumption, and hence on the level of poverty.
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In a recent paper de Melo and others (2000) show that initial condi-
tions (including initial macroeconomic imbalances, unfamiliarity with the
market process, and structural distortions) were indeed important in ex-
plaining both output performance and the speed of economic liberaliza-
tion and reform across transition economies. They also show that political
reform, in particular, was a critical determinant of the speed of economic
liberalization. Their paper suggests, however, that while unfavorable ini-
tial conditions may have discouraged reforms, they did not make them
less effective. On the contrary, the authors find that even in counties with
highly unfavorable initial conditions, the effectiveness of reforms, once
implemented, was not reduced. Moreover, they conclude that "countries
cannot avoid the costs of non-reform, especially if deeply embedded in a
disintegrating political and economic system" (de Melo and others 2000,
29). Although initial conditions are an important factor in explaining out-
put performance, de Melo and others find that policy matters more (box
3.1, table 3.1).

As discussed in box 3.1, there is a strong link between policy reform
and output performance. Countries that implemented inconsistent or par-
tial reforms experienced larger drops in output than those that chose to
move quickly. This relationship is reflected in the association between
policies and poverty: good policies that allowed for a faster recovery of
output appear to have led to lower poverty levels. Poverty is highest
where reforms have stalled or been only partially implemented (figure
3.2). As shown in table 3.2, this relationship still holds if we control for
initial income (as a proxy for the initial level of poverty) and other initial
conditions (including the degree of political rights and civil liberties at
the start of the transition and experience with market mechanisms as
proxied by years under central planning). Moreover, the relationship
between poverty rates and reform seems robust regardless of whether we
measure poverty at the $2.15 per day line, or at the higher $4.30 per day
line. This evidence suggests that countries that moved quickly and com-
prehensively to implement market reforms experienced a smaller increase
in poverty than countries that delayed the start of reforms or stopped
mid-way.

Some countries, such as Belarus, that have not started reforms appear
to have maintained relatively low levels of poverty. Does this mean that it
is better to not start reforms at all, rather than start and stop? The work
by de Melo and others (2000) suggests that this is not necessarily the case,
since delaying reforms is likely to increase future costs. Moreover, some of
the peculiarities of the Belorussian economy suggest that measuring true
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Box 3.1 The Role of Initial Conditions

Despite a common legacy and an apparent uniformity in their economic and political systems,
transition economies differed widely in initial conditions, including their levels of development,
macroeconomic distortions, memory of market-based institutions, and even in their histories
as sovereign nations. de Melo and others (2000) explore the relative importance of initial dis-
tortions, institutional characteristics, and economic policies in explaining the highly divergent
performance of transition economies. They use data on 28 transition economies (including
China, Mongolia and Vietnam, Central and Eastern Europe, and the former Soviet Union) and
span a period of five years.

de Melo and others find that while countries differ in many dimensions, empirically the
variation in initial conditions can be summed up in two principal clusters: the first measures
market imbalances and the degree of familiarity with market processes; the second presents
the level of socialist development and associated structural distortions. They then explore the
importance of these two clusters in determining the extent and speed of policy reform and
economic performance. They find that initial conditions matter for both. Using cross-sectional
averages and panel data, they find that adverse initial conditions were unambiguously associ-
ated with slower economic reform. However, adverse initial conditions do not diminish the
effectiveness of reforms, and there are substantial costs to delaying or avoiding reforms. They
also find that adverse initial conditions had an independent effect on economic performance.
However, estimates of the relative importance of factors affecting performance reveal that poli-
cies still matter the most when it comes to explaining growth. According to their econometric
model, policies account for 31 to 46 percent of the variation of growth across transition
countries, while initial conditions account for 19 to 31 percent. For inflation, initial conditions
dominate, with regional tensions coming in second. But when it comes to the determinants
of policy reform proper, they find that the highest explanatory power comes from political
reform (37 to 92 percent of the explained variance).

Table 3.1 Cross-country Variance In Outcomes: Policy versus Initial Conditions
(percentage of explained variance, maximum/minimum)

Initial Regional Political
Indicator Policy conditions tensions freedom

Growth 46/31 31/19 28/28 7/0
Inflation 17/12 68/51 25/24 3/0
Policy - 63/9 - 92/37

Source. de Melo and others (2000).

poverty in Belarus can be tricky (chapter 1). However, what is revealing
about the Belarus case is the importance of what happens to inequality in
determining poverty outcomes. Unlike in other CIS countries, the distri-
bution of income in Belarus has remained relatively egalitarian: although
the pie has been shrinking, it has not been redistributed to the rich as
much as it has been in some neighboring countries. As we will see below,
this has fundamental implications for poverty.
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Figure 3.2 Overall Transition Indicators and Poverty
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Poverty outcomes depend not only on what happens to output, but
more fundamentally on how these changes in output translate into changes
in household consumption, and on what happens to the distribution of
this consumption. The choice of policies can affect both the level and
distribution of consumption. Thus, for a given change in output, poverty
outcomes could differ markedly across countries. In other words, policy
choices can significantly decrease or increase the poverty costs associated
with a given output drop. Policies that shift much of the adjustment bur-
den onto the poorest segments of society (for example, indiscriminate cuts
in social spending and/or a reorientation of transfers to the better-off) can
do much to worsen the poverty consequences of an output drop. Similarly,
a policy and institutional environment that breeds corruption will lead to
more unequal distributions of income, and hence to higher poverty rates
at any given level of output. In extreme cases the distributional conse-
quences of government policies and behaviors can even swamp the poverty-
reducing impact of output growth.

Table 3.3 helps illustrate the importance of distributional outcomes for
poverty. Column 1 shows that there is a negative relationship between the
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Table 3.2 Poverty, Reforms, and Initial Conditions

Independent At $2.15 per day At $4.30 per day
variables (1) (2) (3) (4) (1) (2) (3) (4)

Initial income - -0.004 -0.005 -0.005 - -0.007 -0.007 -0.007
(U.S. dollars) (-2.077) (-2.586) (-2.560) (-3.519) (-2.918) (-2.953)
Reform indexa 2.571 2.102 2.170 1.673 4.181 3.298 3.302 2.651

(2.756) (2.371) (2.521) (1.830) (3.346) (3.348) (3.248) (2.490)
Initial - - -5.078 -4.459 - - -0.335 0.476
freedomsb (-1.449) (-1.294) (-0.081) (0.119)

Planningc - - _ 0.381 - - - 0.499
(1.362) (1.534)

Constant 4.309 26.534 91.305 63.164 23.332 65.150 69.428 32.525
(0.870) (2.282) (46.126) (1.277) (3.612) (5.044) (1.274) (0.565)

R-squared 0.297 0.439 0.504 0.559 0.396 0.651 0.650 0.698
N 20 20 20 20 20 20 20 20

ANote The dependent variable is the percentage of the population below the poverty line.
Regressions of pencent poor were calculated on a set of independent variables for 20 countries.
T-statistics are in parentheses.
a. The liberalization index computed by de Melo, Denizer, and Gelb (1996).
b. Index of political rights and civil liberties at start of transition, from Freedom House. We also
experimented with other initial conditions variables such as location, initial trade distortions, etc.,
but none turned out to be significant.
c. Years under central planning.
Source: The percent poor is calculated using the latest representative household surveys (see
chapter 1 and methodological appendix).

cumulative change in aggregate output and poverty outcomes across ECA
countries, but also that there is a large unexplained residual. In fact, changes
in output explain only a moderate fraction of the variance in poverty out-
comes across the region. Putting in a variable to control for the distribu-
tion of consumption (or income) explains a big part of this residual (column
2). And while the output effect remains important, what happens to in-
equality (measured here by the end-period Gini coefficient) is even more
fundamental in explaining cross-country differences in poverty outcomes. 1

It follows that policy choices that influence the distribution of income can
have a large effect on poverty, independent of what happens to output.

Growth and distribution are not affected equally by macroeconomic
developments and/or policy choices. This can present policymakers with
difficult tradeoffs. Some developments, such as the liberalization of wages,
can simultaneously lead to greater inequality (which would tend to in-
crease poverty) and higher output (which would tend to reduce it). Simi-
larly, cuts in fiscal expenditures that may be needed to reduce fiscal deficits
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Table 3.3 Poverty, Output, and Inequality

At $2.15 per day At $4.30 per day
Independent variables (1) (2) (3) (4)

Initial income per capita -0.004 -0.006 -0.008 -0.009
(US dollars) (-2.618) (-3.940) (-4.220) (-4.423)

Cumulative change in GDP' -0.354 -0.189 -0.519 -0.282
(percent) (-2.577) (-1.327) (-3.312) (-1.767)

Gini coefficientb - 0.769 - 0.975
(2.261) (2.158)

Expenditure dummyc - -20.399 - -15.530
(-2.788) (1.598)

Constant 26.351 17.947 66.277 46.692
(2.343) (1.052) (5.167) (2.060)

R-squared 0.463 0.781 0.647 0.805

N 20 20 20 20

Note: The dependent variable is the percentage of the population below the poverty line.
a. From start of transition to year of poverty measurement.
b. The income or consumption Gini.
c. The dummy that equals 1 it Gini is based on consumption expenditures; 0 if for income.
Source: Regressions are based on PPP poverty rates (1996-99) and World Bank/EBRD datafor 20 countries.

and sustain growth can, if not properly designed, have adverse distribu-
tional effects. In other cases, however, there are no obvious tradeoffs be-
tween pro-growth policies and pro-distribution policies. In fact, there may
be large complementarities. Stabilization, for example, has been critical to
restoring growth but also has had positive distributional outcomes. Simi-
larly, efforts to reduce rent-seeking and corruption can be simultaneously
beneficial for growth and for the distribution of income. Even when policy
tradeoffs exist, policymakers can dampen their poverty impact by putting
in place adequate safeguards and safety nets. Keane and Prasad (2000),
for example, argue that Poland's social safety net has been relatively suc-
cessful in achieving this purpose.

Countries have not always made the most pro-poor choices nor de-
signed policies to dampen their adverse impact on the poor. Indeed, one of
the most striking features of the transition is the divergence in the impor-
tance that governments have attached to maximizing social welfare and
protecting the poor To understand why this has been the case, we must
look at the institutional and political context in which policy decisions
are made.
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Politics and Institutions as Determinants of Policy Choices

The importance that countries attribute to fighting poverty and the ex-
tent to which this importance is reflected in policy choices vary greatly
across transition countries. At one extreme are countries, such as Poland,
that spend a sizable fraction of their GDP redistributing resources toward
the bottom of the distribution, with a demonstrated positive impact on
poverty. At the other extreme are countries (such as Georgia and other
members of the CIS) where, despite high levels of poverty and social dis-
tress, policymakers consistently fail to deliver on even the smallest com-
mitment to the poor. How can these differences be explained? It is not
just a question of assets and leadership. All politicians, if asked, will claim
to be worried about poverty and social outcomes. But the incentives for
politicians are radically different across ECA countries and consequently
so are policy choices and actions. This is because policy choices do not
occur in a vacuum but are embedded in political and institutional struc-
tures. Poverty and inequality outcomes are as much a product of institu-
tions-or the lack of institutions-as of policies.

Institutions in Europe and Central Asia did not emerge overnight but
were heavily conditioned by historical legacies. Countries with a longer
experience of sovereignty began the transition with more developed pub-
lic-sector institutions and better trained officials than did countries that
gained independence more recently. They were also more likely to have
adopted variants of socialism that provided for a smaller role of the state
in the economy and allowed for a greater development of market-
supporting institutions. As a consequence, transition in these countries
required a lot less building and rebuilding of the state and private sectors
(World Bank 2000a).

Countries with a longer experience of sovereignty also had-with some
exceptions-more developed civil societies and a stronger tradition of col-
lective action influencing the political process. Many of the Central Euro-
pean countries realized early on the strong interdependence between
economic and political liberalization. Some initiated reforms as early as
the 1960s. Although many of the reforms were later suppressed, these
experiences provided a blueprint for the way in which social movements
could bring about change. Much of the transition in Central Europe was
initiated by civil society and fundamentally shaped by a process of social
consultation and consensus. In contrast, in Russia and the CIS, the transi-
tion was initiated from the top by the Communist Party and managed by
former Communist Party officials. A small group of well-placed elites made
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choices about the political system and economic reforms with little-if
any-participation by broader segments of society. In many cases the same
groups that controlled the allocation of state resources under socialism
retained power after the transition; they simply legitimized their power
through pseudo and partial reforms. Not surprisingly, given the low in-
volvement of civil society, the CIS countries have demonstrated much less
commitment to poverty alleviation and redistribution than have the coun-
tries of Central and Eastern Europe.

Country characteristics and history partly explain why attitudes to-
ward reform and toward poverty have diverged so much. An equally im-
portant explanation lies in the incentive structures that enabled a
postsocialist society and its power holders to abandon old socialist chan-
nels of distribution of power and resources and switch to the new market-
based mechanisms. Where reform has stalled, the resistance to further
reform has come not from those who have lost out-"the unemployed,
the impoverished pensioners, or the superfluous state bureaucrats"-but
from the winners of the initial stages-the enterprise insiders, commercial
bankers, and local officials. The goal of these actors has been to "stall the
reforms in a partial reform equilibrium that generates concentrated rents
for themselves, while imposing high costs on the rest of the society"
(Hellman 1998,205).

The huge gains that can be made from the partiality of the reforms are
the reason for the obstruction. Partial reforms have allowed the winners,
usually the traditional socialist elites in combination with some entrepre-
neurial newcomers, to legalize the power relationships that existed at the
end of socialism. Enterprise managers have been able to privatize the enter-
prises they manage and create banks to process the subsidies they extract
from their former colleagues in power. This has given way to the phenom-
enon known as state capture: control of the policy-making and legislative
processes by vested interests in collusion with those holding political power
(box 3.2). Once these rent-seeking channels have been established, manag-
ers and politicians are reluctant to let democratization or market expansion
move further as this could jeopardize the new status quo. The outcome is
that the winners' consumption increases at a cost of deeper and more pro-
longed decline in the GDP. Data that relates the pace of reforms to the mea-
surements of inequality support these observations: countries that have the
highest variance of the reform score, used here as a proxy for "a more un-
balanced progress across the different dimensions of economic reform," have
the highest increase in the Gini coefficients and the highest increase in in-
come of the top quintile of the population (Hellman 1998).
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Box 3.2 State Capture and Administrative Corruption

State capture occurs when private interests use payments to public officials to influence the
legal framework and policy-making process in an effort to secure rents and privileges. The
degree of state capture is one of the variables that helps explain the divergence of outcomes
among transition economies. This phenomenon is at the root of what may be broadly defined
as pervasive corruption in parts of the ECA region, but it is distinct from administrative cor-
ruption per se and requires a different set of actions to confront it.

Figure 3.3 uses firm-level data to assess the extent of both state capture and administra-
tive corruption across ECA countries. Administrative corruption measures bribes as a share
of firms' annual revenues. State capture measures the average of the share of firms that
report a significant impact on their business from several forms of state capture. These forms
include "sale" of parliamentary votes and presidential decrees, sale of criminal court deci-
sions to private interests, corrupt mishandling of Central Bank funds, and illegal contribu-
tions by private actors to political parties.

There is substantial variation in administrative corruption across ECA countries. Pay-
ments for administrative corruption range from a low of 1.1 percent of firm revenues in
Croatia to a high of 5.7 percent in Azerbaijan. There is even more striking variation in the
incidence of state capture: while only 6 percent of firms in Slovenia report a significant im-
pact on their business from state capture, the share in Azerbaijan is 40 percent. If we group
countries by quadrants of figure 3.3, we find that the first round of European Union accession
economies, characterized by relatively low inequality and poverty, fall solidly into the bottom
left quadrant. In comparison, most of the Commonwealth of Independent States, with its
high inequality and high poverty rates, falls clearly into the top right quadrant (high state
capture, high administrative corruption).

Figure 3.3 State Capture and Administrative Corruption
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(Box continues on next page.)
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Box 3.2 (continued)

Patterns of state capture are rooted in the type of political and institutional regime that
evolved in the postsocialist period. Countries with a greater degree of political competition
are less likely to suffer from state capture. In these more pluralistic regimes with developed
channels of politicai contestability, competition between interest groups creates policing and
accountability mechanisms that hold politicians and bureaucrats in check. At the other ex-
treme are countries that have undergone partial political reforms but do not provide sufficient
civil liberties and political competition to hold state officials accountable, In these countries
the checks on abuses of power are insufficient to counterbalance the loss of control that
resulted from the dismantling of the old system. Power tends to be concentrated at the top
and distributed top down through the same types of patron-client structures that existed
under the socialist system. There is one key difference, however: before, the Communist
Party monopolized power; today the breakup of the party's monopoly and the proliferation of
patron-client relationships contributes to disorder and institutional dysfunction. Rent-seek-
ing arrangements are more pervasive and long term. Corruption in this context has become a
systemic problem, complete with its own institutions.

Economic competition interacts strongly with political competition in determining sus-
ceptibility to capture. Lack of economic competition facilitates the concentration of produc-
tive assets and generates huge rents, increasing the incentives for old elites to retain control
of the state and/or for new private interests to attempt to capture it. In countries where
national wealth is heavily concentrated in a few key resource-based sectors (Azerbaijan, Rus-
sia, Kazakhstan, and Turkmenistan), incentives for private interests to try to secure control
and ownership of these productive assets were (and remain) huge. The simultaneity of eco-
nomic and political reform allowed these powerful private interests to influence the legislative
and policy-making processes to gain control.

The scope of the countries that may be affected by these managerial
strategies is large: of the 19 postsocialist countries, 10 have been listed as
intermediary reformers, 4 as slow reformers, and only 5 have been quali-
fied as advanced reformers. Among intermediary reformers, one finds many
countries where the slowness of the reforms can be traced to the incentives
faced by managers, bureaucrats, and politicians (Amelina 2000). In this
context progress on reforms can be made only if the winners are restrained
and their influence over the state reduced. This is a complicated challenge
for two reasons: first, because of the path-dependent nature of postsocialist
institutions, with each institution serving political and economic functions
simultaneously; second, because the formal renaming of these functions
does not necessarily mean their de facto transformation. For example,
although local officials legally do not monitor the fulfillment of economic
plans, they may have special relations with enterprise managers and assist
them in obtaining preferential credits. A better understanding of
postsocialist institutions and incentives is needed to be able to differenti-
ate between actual and pro-forma reform.
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Collusive socialist political and economic interactions in Europe and
Central Asia can be carried over into the postsocialist structures, effec-
tively slowing down the reform process, curbing economic growth, and
increasing income inequality. Institutionally path-dependent structures
aimed at supplying winners with rents rather than at promoting market-
oriented production can perpetuate coordination failures between better-
and worse-connected producers and politicians. Such coordination fail-
ures may leave a country in an undevelopment trap rather than propel it
into the virtuous circle of more efficient production in a more democratic
and more transparent environment.2

Channels of Transmission

As we have seen so far, poverty outcomes are the result of a complex
interaction between policies and institutions in the economic and the po-
litical spheres. But how did these large-scale economic and political devel-
opments work themselves through to individual households and affect
their living standards? The answer largely determines the type and char-
acteristics of the poverty we see in transition economies. This makes it
critical to the design of policies to help the poor.

Households have experienced the impact of macroeconomic develop-
ments and policy choices in three ways: through changes in the demand
for labor, which fed through to changes in labor earnings-the main source
of household incomes; through the collapse of fiscal transfers, which me-
diate between market-determined incomes and household consumption
levels; and through changes in relative prices, which affect the consump-
tion basket and purchasing power of households. Each of these three chan-
nels will be discussed in turn.

Shrinking Demand for Labor

People have mainly experienced the impact of economic reform as a change
in paid employment and in what wages can buy. Falls in output across
Europe and Central Asia have entailed large drops in real wages and
employment (figures 3.4 and 3.5). These effects have been amplified by
the need to improve productivity and reduce the labor hoarding common
to the old system. The result has been high open unemployment in many
countries-a relatively new phenomenon after decades of central plan-
ning-and high hidden unemployment in others. 3
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Figure 3.4 Changes in Employment in ECA Countries, 1991,1994,1998
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All transition economies have experienced a sharp drop in the demand
for labor and a decline in labor supply over time. But how these two un-
derlying developments have manifested themselves in the labor market-
in terms of open unemployment rates and tradeoffs between real wage
and employment adjustment-has varied across countries.

Patterns of labor market adjustment. At the risk of oversimplifying,
we can distinguish between two broad patterns of labor market adjust-
ment. One is more typical of the countries of Central Europe, where the
drop in output was more moderate and a steady recovery has been under
way for some time. In these countries labor market adjustment occurred
mainly through a sharp decline in employment, especially in the early
stages of transition. During these early stages, job destruction rates in
contracting enterprises far exceeded job creation rates in new or expand-
ing firms, leading to high open unemployment. Between 1989 and 1992,
rates of job destruction in the Central European economies averaged 12
to 16 percent annually, while job creation was a negligible 1 to 3 percent
per year. The result was a sharp rise in unemployment from nearly zero to
a range of 10 to 15 percent in Central Europe, 20 percent in Bulgaria, and
4 percent in the Czech Republic. Slow job destruction (and high inflows
into self-employment and out of the labor force) in the Czech Republic
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Figure 3.5 Changes in Real Wages
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underpinned the relatively low initial unemployment there, while rapid
job destruction in Bulgaria was partly to blame for its high unemploy-
ment rate. But overall the forces at work were very similar across CSB
countries, with job destruction concentrated in existing firms and job cre-
ation happening almost exclusively in new ones.

Since 1993, job destruction rates in the Central European countries
have slowed dramatically to 2 to 3 percent per year, with the exception of
Hungary, where it remained at 5.7 percent (Boeri, Burda, and Kollos 1998).
And job creation rates have increased slightly to 3 to 4 percent per year
(again with the exception of Hungary, where it remained at 1.3 percent).
This has reduced the rate of joblessness. However, despite the strong re-
sumption of GDP growth, job creation remains sluggish (table 3.4). The
recovery of output has not resulted in much net aggregate employment
growth. Differences in standards of living between those with jobs and
those without them are large, and poverty is closely linked to unemploy-
ment.
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The second pattern of labor market adjustment is more typical of the
Commonwealth of Independent States (and of some slower reformers else-
where, such as Romania). Here the declines in GDP were more abrupt and
of longer duration, and proportional cuts in employment were politically
and socially untenable. Enterprise restructuring has been limited (partly
because of the slowness of the reforms proper). The reduction or nonpay-
ment of wages (through the accumulation of wage arrears) has been the
dominant mode of labor market adjustment. In many of these countries,
people have turned to self-employment as a means of coping with low-
paying (or even nonpaying) wage jobs. In the Central European countries
self-employment first grew in the service sector and then rapidly expanded
into manufacturing (Dabrowski, Gomulka, and Rostowski 2000). In con-
trast, self-employment in the CIS has been mainly limited to subsistence-
type agriculture and small-scale trade. Registered unemployment is low,

Table 3.4 Growth, Employment, and Wages in Selected ECA Countries, 1990-98

Country and indicator 1990 1991 1992 1993 1994 1995 1996 1997 1998

Poland
Real GOP (1989=100) 88.4 82.2 84.4 87.6 92.2 98.7 104.7 111.9 117.3
Real wages (1989=1 00) 75.6 75.4 73.3 71.2 71.6 73.7 77.9 82.4 85.2
Employment(1989=100) 95.8 90.1 86.3 84.3 85.1 86.7 88.3 93.3 93.4
Registered unemployment rate 3.4 9.2 12.9 14.9 16.5 15.2 14.3 11.5 10.0

Czech Republic
Real GDP (1989=100) 98.8 84.7 79.3 79.8 82.0 87.2 90.5 90.8 88.7
Real wages (1989=100) 93.6 68.9 76.0 78.8 84.9 92.2 100.4 102.3 101.0
Employment(1989=100) 99.2 90.0 87.7 87.9 88.5 90.9 92.0 91.5 88.2
Registered unemployment rate 0.3 2.6 3.1 3.0 3.3 3.0 3.1 4.3 6.0

Bulgaria
Real GDP (1989=1 00) 90.9 80.3 74.4 73.3 74.6 76.2 67.9 63.2 65.4
Realwages(1989=100) 111.5 68.0 76.7 77.6 63.7 60.2 49.6 40.1 48.1
Employment(1989=100) 93.9 81.6 75.0 73.8 74.3 75.2 75.3 73.3 71.2
Registered unemployment rate - - 13.2 15.8 14.0 11.4 11.1 14.0 12.2

Russian Federation
Real GDP (1990=100) 100.0 95.0 81.2 74.2 64.8 62.2 60.0 60.6 57.8
Real wages (1990=1 00) 100.0 93.9 63.1 63.4 58.4 42.1 47.7 50.0 37.0
Employment(1990=100) 100.0 98.0 95.8 94.2 91.0 88.2 87.6 85.8 84.5
Registered unemployment rate - 0.1 0.8 1.1 2.2 3.2 3.4 2.8 2.7

Georgia
Real GDP (1990=100) 100.0 71.9 40.7 24.7 21.9 22.4 24.7 27.4 28.2
Realwages (1990=100) 100.0 68.8 45.4 21.7 30.1 25.4 37.9 51.3 64.5
Employment(1990=100) 100.0 91.1 71.8 64.8 63.3 69.9 73.7 80.8 80.8
Registered unemployment rate - 0.2 2.3 6.6 3.6 2.6 2.4 5.0 5.0

- Not available
Source: World Bank SIMA database; UNICEF (1999).
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but definitions based on household surveys suggest much higher rates of
actual unemployment and inactivity. Hidden unemployment (workers re-
tain formal ties to an enterprise but neither work nor receive a wage) is
also high. Huge falls in output-with nominally less adjustment in em-
ployment-have meant that labor productivity has fallen. The result has
been a steep fall in real wages and a big rise in the number of the working
poor In these countries the differences between employed and unemployed
are small, and the working poor constitute the bulk of the poor GDP
growth-where it has happened-has not brought about a recovery of
employment levels. Armenia is an extreme case: despite continuous posi-
tive growth between 1994 and 1999 (averaging 5.2 percent per year),
employment declined by 8.5 percent. As a result of this continued drop in
employment, the nonemployed proportion of the labor force increased by
almost 55 percent.

Has one type of labor market adjustment been more socially costly?
The answer depends greatly on the success of efforts to dampen and dis-
tribute the adjustment burden. Arguably, temporary unemployment, to
the extent it is associated with a redeployment of factors to more produc-
tive endeavors, can lead to large economy-wide improvements in produc-
tivity and hence to better growth prospects. If some of this "growth payoff"
can be redistributed to those bearing the burden-the unemployed-in
the form of either transfers (unemployment insurance or early retirement)
or investment (training), then the social costs of this mode of adjustment
can be considerably dampened. Keane and Prasad (2000) argue that this
has been the case in Poland. The success of this mode of adjustment, how-
ever, hinges on quick implementation of the reforms needed to allow a
new, job-creating private sector to emerge. In the absence of such a dy-
namic new private sector, countries can get stuck in a spiral of fast job
destruction with no new job creation. Bulgaria is an example.

Avoiding enterprise restructuring and job destruction, however, does
not appear to be a recipe for lowering overall social costs. The CIS mode
of adjustment-prolonged decline in output and productivity (linked to
the lack of restructuring), stagnant employment flows, and large drops in
real wages-leaves little hope for future growth and job creation. Although
the adjustment burden may have been spread more widely than in CSB
countries, its poverty consequences have been more severe. Moreover, in
the absence of serious enterprise restructuring, prospects for increasing
labor demand and productivity (the key to restoring incomes and lower-
ing poverty) look fairly bleak.

There are useful examples from other countries of the tradeoffs faced
in opting for one or the other mode of adjustment. Mexico in the early
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1980s chose a path of large consensual declines in real wages to protect
employment levels. This was hailed at the time as a sign of real wage
flexibility, and unemployment levels remained below 5 percent during the
whole decade. But despite widespread structural reforms, productivity
growth remained stagnant and with it overall growth. With the benefit of
hindsight, many analysts pointed to the failure of labor to reallocate be-
tween and within sectors as one of the reasons for Mexico's poor growth
record in the 1980s (World Bank 1994). Poor productivity performance
contributed to the structural imbalances that culminated in a crisis in the
mid-1990s.

Spain had a different experience. During the 1980s and early 1990s, it
drastically reduced its state sector and opened up the economy as part of
its integration into the broader European economy. Spain protected real
wage levels and underwent large labor shedding. As a consequence, it
experienced double-digit unemployment for almost two decades. At its
peak, unemployment reached 20 percent. Surprisingly, poverty and total
income inequality declined (Revenga 1991; Jimeno and others 2000). This
was because Spain put in place an extensive welfare system: in other words,
it successfully redistributed some of its "growth payoff" (which was sub-
stantial) to those who had been hurt. Although unemployment remained
a serious social problem, its costs in terms of poverty were significantly
dampened.

Determinants of the labor market adjustment. Was the type of labor
market adjustment in transition economies dictated entirely by the size of
the output collapse? Or did the choice of policies and institutions play an
important role? An important determinant of what happened to real wages
was inflation. Large declines in real wages appear linked to the failure to
stabilize quickly: those countries that experienced high average inflation
rates during the period evidenced the largest declines in real wages. In
some cases, such as Russia, this has been emphasized as a sign of real
wage flexibility. A more pessimistic interpretation would suggest the fail-
ure of institutional mechanisms to protect the purchasing power of wages.
Despite massive real wage declines, there was surprisingly little move-
ment in employment-across sectors, between contracting and growing
firms, or into and out of unemployment. This stagnation in employment
flows most likely reflects the lack of alternative opportunities to low-
wage employment in existing state and privatized enterprises.

In addition to stabilization, other factors influenced the type of labor
market adjustment that countries followed. One was the extent to which
hard budget constraints were imposed on existing enterprises, forcing them
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Box 3.3 The Resurgence of Inflation Hurts the Poor

The 1998 financial crisis in Russia-although triggered by the East Asian crisis-was the result
of structural weaknesses in the Russian economy. Inflation in Russia rose sharply in 1998-99.
Other countries also saw a resurgence of inflation. By 1995 Albania, Bulgaria, and Romania had
all succeeded in bringing inflation down. In Albania the 12-month inflation rate had fallen to 6
percent, while in Bulgaria and Romania it had declined to 35 percent. But by end-1 997, inflation
had shot back up to 40 percent, 580 percent, and 150 percent respectively. In Albania the
emergence and rapid growth of pyramid schemes led to the financial crisis and public disorder
of 1997, and to the resurgence of inflation. In Bulgaria widespread use of soft budget con-
straints in industry in the face of a weak financial sector led to hyperinflationary conditions. In
Romania large financial support of farming and energy proved to be inflationary. These infla-
tionary crises were unambiguously bad for poverty: absolute poverty in Russia (measured at
the $2.15 PPP line) increased from 13.3 percent in 1996 to 18.8 percent in 1998, while in
Romania poverty rose by 50 percent between 1996 and 1997.

Source: Chapter 1, box 1.1.

to restructure and improve productivity. In Central Europe hard budget
constraints led state-owned enterprises (SOEs) to shed labor, restructure
their product mix, and improve performance and productivity. Kollo
(1996), for example, found that SOEs in Hungary shed labor even when
experiencing growth in sales. Similarly, Pinto and van Winjbergen (1995)
found that even in the early stages of transition Polish state firms under-
went major employment restructuring. A second important factor was the
extent to which new private sector entry was allowed through the cre-
ation of open and competitive markets. Here the difference between CSB
and CIS is striking: the complete liberalization of entry in Poland, Hun-
gary, and the Czech Republic made the new private sector the motor of
growth and job creation. In Poland new private activity in manufacturing
grew by as much as 40 percent in 1991 and then expanded at more than
25 percent per year for the next five years. In Russia new private activity
remains modest. Much of this sluggishness is attributable to barriers to
entry (including the bribe "tax"), as well as to the absence of truly com-
petitive product markets (Boeri, Burda, and Kollos 1998). A third impor-
tant influence over the mode of labor market adjustment has been the
maintenance of a minimum credible safety net that allows workers to be
laid off without falling into poverty. In Poland or Hungary workers could
rely on a safety net, which functioned as a floor on real wage declines. In
most of the CIS, safety nets have collapsed, and workers hang on to low-
paying (or even nonpaying) jobs in order to keep their access to basic
social services, and because the alternative-no income and no prospect
of getting paid-looks worse.
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Constraints on employment growtb. The recovery of output growth is
clearly a precondition for employment growth. Yet, as is evident from the
CSB experience, output recovery and a recovery of employment have not
always gone together. Even among the more successful reformers, em-
ployment growth has lagged behind output growth by a considerable (and
increasing) margin (table 3.3). In Hungary-an extreme case of this-the
number of jobs in 1997 was 30 percent lower than in 1989, even though
output had recovered to its original level. There is one compelling reason
to regard this "jobless" growth as a temporary phenomenon: transition
was associated with a shift of labor from low-productivity activities to
higher-productivity ones, and this will necessarily require that employ-
ment recover more slowly than output. However, these lags can be quite
long: in Spain, for example, it took more than 15 years before employ-
ment growth caught up with output growth. The lag was partly attribut-
able to policymakers' failure to tackle key structural labor market factors
early on; they only did so after years of high unemployment. Once some
of these critical structural issues were addressed, employment performance
improved dramatically.4 Indeed, the Spanish experience testifies to both
the dangers of delay in confronting structural labor market problems and
the benefits when action is finally taken.

There are a number of other factors that may help explain why em-
ployment growth has lagged behind output growth. First of all, despite
years of downsizing, relative overstaffing remains a problem in many en-
terprises formerly run by the state. Even after the significant layoffs dur-
ing the early 1990s, state-owned firms in Poland and the Czech Republic
still have higher employment levels, other things being equal, than non-
state-owned firms (Basu, Estrin, and Svejnar 1994). Second, existing idle
capacity in most CSB economies is of poor quality, which may constrain
the increase in employment associated with rising output (Boeri, Burda,
and Kollos 1998). Since capital and labor are largely complementary in
the production process, employment growth will be faster (for a given rise
in output) if there is unused capital capacity that can quickly be brought
on line. But if firms need to invest in new plant and equipment, the recov-
ery of employment will be slowed down. Third, labor costs-especially
nonwage components-are fairly high and may contribute to reducing
overall labor demand. Skill mismatches also remain an important factor,
since firms may have to factor into their labor costs a significant training
component. Finally, rigidities outside the labor market (transport and
housing problems, for example) can negatively affect employment out-
comes.
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Increasing the "job content" of output growth in the transition econo-
mies will require labor market reforms as well as reforms outside the la-
bor market. Increasing the flexibility of housing markets and breaking up
infrastructure monopolies can be indispensable complements to labor
market reform. 5 Bulgaria, for example, has many of the features of
"Eurosclerotic" labor markets, but the reasons for its high unemployment
rates go well beyond narrow labor market issues (box 3.4).

Box 3.4 The Bulgarian Labor Market and Euroscierosis

Many features of Bulgaria's labor market resemble those of the labor markets of France, Ger-
many, and Italy. Bulgaria's unemployment is stubbornly stable at a double-digit level; long-term
unemployment, measured as the fraction of workers who have been unemployed for more than
a year, is about 50 percent; and the incidence of youth unemployment is high. Indeed, among
the Bulgarian workers unemployed for at least one year, as many as 25 percent are 24 years of
age or younger. Like some of the more poorly performing European countries, Bulgaria features
a dramatic level of "discouraged workers" (unemployed workers who appear to quit the labor
force). An unemployed person in Bulgaria is as likely to become employed as he or she is likely
to drop from the labor force. Finally, unemployment has a strong regional dimension, with a
dispersion in the unemployment rates across regions that is both increasing and persistent.

The term "Eurosclerosis" refers to an ailing labor market-one that displays the features
we have just described. Such a market is regulated by labor market policies and institutions that
are very rigid (for example, high payroll taxes, restrictive protection legislation, high minimum
wages, high unemployment benefits, and strong unions that do not coordinate their bargaining
activities). We will briefly review these characteristics in Bulgaria and compare them with
those observed in France, Germany, and Italy.

Payroll contributions. The level of payroll contributions in Bulgaria is by far the highest
among those observed in Central and Western European countries. By looking in further detail
at the composition and atthe magnitude of payroll contributions in Bulgaria, we can see thatthe
sum of social security contributions, health care taxes, and contributions to the unemployment
fund reach 60 percent of gross income for many workers. The bulk of this burden is linked to
the social security contributions, which reached 54 percent of gross income in 1997 for pri-
mary workers, a set of workers that is entitled to early retirement benefits in light of their
particular jobs (for example, miners and teachers). The other contributions (for health care and
the unemployment fund) are sizable but still in line with those seen in Europe.

Employment protection legislation. Despite several revisions since the beginning of the
transition, there is an urgent need to revise the most restrictive provisions in Bulgaria's labor
code. The procedures for collective redundancies are quite rigid, they require difficult coordina-
tion with the trade unions, and they represent an obstacle to firm-level restructuring. While
employment termination for individual contracts is technically easy, there seems to be a
practical difficulty in implementing dismissal because of the jurisdictional bias in favor of
labor. In other dimensions, however, Bulgaria's labor code suits the needs of a market economy.
It avoids some of the restrictive provisions found in the codes of neighboring transition
economies (for example, the prohibition of fixed-term contracts and of part-time and addi-
tional work and unduly onerous standards governing firings and lay-offs).

(Box continues on next page.)
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Box 3.4 (continued)

Minimum wage. One way to evaluate the minimum wage is to compare it with the
average wage. While this ratio in Bulgaria was very high at the beginning of the transition,
its level was cut throughout the 1990s and is now around 25 percent. In countries such as
France and Germany, the ratio of the minimum wage to the average wage is much higher
(about 50 percent).

Unemployment benefits. There are at least three ways to describe the generosity of the
unemployment benefit level. The first one is the gross replacement rate, which represents the
percentage of the unemployment benefit with respect to the average wage. The second mea-
sure is the coverage rate: the percentage of unemployed who receive unemployment benefits. A
further measure is the duration of the unemployment period when workers can receive unem-
ployment benefits. In each of these dimensions, Bulgaria's generosity is less than that observed
in most other CEE economies. It also is lower than the indicators observed in France.

Union behavior: Unions in Bulgaria are fairly strong, at least when union membership is
measured by union density (the share of employees who choose to join a union). However,
industrial relations in Bulgaria are characterized by a high degree of cooperation between unions,
and between unions and employer representatives, and wage pressures in Bulgaria do not
appear to be too high. Some fine-tuning is needed (in particular, decentralized bargaining at the
local level to address high regional unemployment persistence and differentials).

Conclusion. In sum, Bulgaria's payroll contributions are high, even when compared with
the ailing European labor markets. However, its other labor market policies and institutions do
not appear to be as rigid as those in France, Germany, and Italy. The poor performance of
Bulgaria's labor market can be attributed only partly to its labor market institutions. The real
culprit is Bulgaria's chronic inability to restructure its ailing industrial sector and to tackle fun-
damental structural problems.

Source: Garibaldi (2000).

Shrinking Budgets

We have discussed the first channel through which households and living
standards are affected by macroeconomic developments-namely, changes
in labor demand. A second channel is changes in fiscal taxation and spending.

The severe recession at the onset of the transition led to large declines
in government revenues throughout Europe and Central Asia. For many
of the CIS countries, independence from the Soviet Union also meant the
loss of large fiscal transfers from Moscow, which compounded the de-
clines in government revenues. Average tax collection rates for the CIS
countries fell from 28 percent of GDP in 1992 to 22 percent of GDP in
1998. For the CSB countries, tax revenues fell from over 40 percent of
GDP in 1989 to about 33 percent of GDP by 1992. These averages hide
huge intercountry variations in the magnitude of the decline. In Georgia,
for example, government revenues (excluding grants) dropped to single
digits; in 1997 they represented only 7 percent of GDP. In the same year
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the Kyrgyz Republic and Tajikistan had collection rates of about 14 per-
cent of GDP. In contrast, Hungary, the Czech Republic, Estonia, and Po-
land in 1997 had tax burdens exceeding 30 percent of GDP-comparable
to tax collection rates in some advanced countries.

What happened to revenues dictated to a large extent whether coun-
tries could cushion the social impact of the transition. Many of the CIS
countries simply did not have the fiscal space to maintain broad safety
nets. Faced with a sharp drop in revenues and the need to stabilize their
economies, governments had no choice but to cut expenditures. For the
CIS countries, aggregate expenditures fell from about 50 percent of GDP
in 1992 to 29 percent of GDP in 1998; for the CSB countries, expendi-
tures fell from 53 percent in 1989 to 38 percent in 1998. In some cases the
expenditure cuts were dramatic: in Georgia general government expendi-
tures declined from around 36 percent of GDP in 1991-92 to just 11.6
percent in 1995. This was not enough to maintain basic social transfers-
not even pensions, which fell to about US$6 per month, before recovering
to US$12 per month in 1997. Many of the CIS countries had to slash
spending in health and education. This increased informal and under-the-
table payments and hurt the poor more than the rich. Poor budget man-
agement and implementation in the face of shrinking revenues led to
pervasive arrears in public sector payments, wages, and pensions in parts
of the CIS (for example, in Georgia, Moldova, and Russia). These arrears
have had a highly regressive aspect since they fall disproportionately on
the poor and are the highest in poor regions (Lehman, Wadsworth, and
Acquisti 1999; Lehman, Wadsworth, and Yemtsov 2000).

The adverse impact on the poor came from two separate forces: first,
the sheer size of the adjustment involved; second, the patterns of fiscal
adjustment, which failed to protect pro-poor expenditures.

Could fiscal adjustment have been carried out in a way that hurt the
poor less? There is little doubt that, at least in the CIS, the quality of fiscal
adjustment could have been much better. Across-the-board cuts in expen-
ditures, particularly for social services and infrastructure, worsened in-
equality and hence increased poverty. The absence of a safety net made it
hard to restructure and lay off workers, slowing down growth and lengthen-
ing the recession. Broad cuts in expenditure also made it more difficult for
market-supporting institutions to develop: cash-starved governments that
cannot pay their civil servants face greater difficulty in building public ad-
ministration and regulatory bodies that are effective and accountable.

In Central Europe, South East Europe, and the Baltics, unlike in the
Commonwealth of Independent States, expenditures were kept at very
high levels. Spending perhaps was too high since high labor taxation levels
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linked to generous social security systems may be stifling growth and
employment creation. Yet on the positive side, high levels of expendi-
tures, especially in the social sectors, helped cushion the impact of the
transition and made reforms more acceptable. In Poland pensions were
critical in preventing the elderly from falling into poverty (Keane and
Prasad 2000). Indeed, high expenditures in the CSB may have buoyed
support for reforms and been instrumental in the recovery of growth. The
current challenge for the CSB countries is to reduce the fiscal burden im-
posed by these high levels of social spending without undermining their
positive protective effects.

In many countries the transition brought about a needed overhaul of
the tax system. In the pretransition economies, most tax revenue was gen-
erated from three sources: the turnover tax, the enterprise tax, and the
payroll tax. The taxation system was grounded on the information pro-
vided in the plans, on the processing of payments through the state's
monobank, and on the concentration of economic activities in a few large
enterprises in the public sector. Moreover, considerations of equity or ef-
ficiency were not relevant to tax policy. The transition, however, funda-
mentally changed the old basis for taxation, and reform of tax policy and
institutions became essential to the fiscal adjustment. Within the reduced
overall burden of tax collection, transition saw a shift toward indirect
taxes and introduced progressivity in income tax collections. The value
added tax (VAT) has become a central part of the tax system in most ECA
countries. While single rate VATs are regressive-and therefore trade off
equity for efficiency considerations-reasonable tax thresholds and ex-
emptions for essential food and medicine items have attempted to protect
the poor. The equity considerations are also reflected in the progressivity
of personal income taxes adopted in all transition economies. But weak-
nesses in tax administration, particularly in many CIS countries, have
undermined the progressivity of the tax system. The collection of taxes
from many of the largest taxpayers has been lax, and pernicious tax off-
sets have developed. Modernizing tax administration and expanding the
taxpayer base would provide scope for generating additional revenues that
could help finance pro-poor expenditures.

Changes in Relative Prices

A third transmission channel from macroeconomic developments to the
household operates through changes in relative prices, which affect what
household incomes can buy. Of particular importance to the poor are the
prices of essential commodities.
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In pretransition days the production and pricing patterns of key com-
modities consumed by the poor, such as utilities, were set administra-
tively to facilitate the fulfillment of centrally prepared plans. Gas,
electricity, and heating prices paid by residential consumers were par-
ticularly low. Households received a cross-subsidy from large (typically
industrial) consumers who paid higher-than-average tariffs despite lower-
than-average costs. Households also enjoyed an across-the-board sub-
sidy provided to all consumers. These subsidies came in the form of
budgetary transfers financing the capital costs of energy production, trans-
port, and distribution.

Very early in the transition process, it became evident that the low
household utility tariffs were unsustainable. The budget lacked the re-
sources to cover the costs of the price subsidies, and the high industrial
tariffs hurt the competitiveness of the industrial sector. Large price ad-
justments became necessary. In Ukraine household energy tariffs increased
many times over in real terms between 1992 and 1995. (They increased
fourfold for electricity and natural gas and more than twelvefold for dis-
trict heating.) In other CIS countries large increases in tariffs also took
place. In the CSB countries, the increases were less dramatic since the
initial level of price distortions and subsidies was lower Nonetheless, in
Hungary, electricity, gas, and heating tariffs increased by about 50 percent
between 1989 and 1999.

These large price increases directly hurt the poor, already suffering from
declining incomes and increasing inequalities during this period. To miti-
gate the adverse effects of higher prices, governments introduced various
subsidy schemes targeted at low-income households. Of particular im-
portance were (1) life-line tariffs; (2) compensation to households for utility
bills (which exceeded a given percentage of monthly household income);
(3) tolerance of delinquent residential consumers (no disconnections for
nonpayment); (4) price discounts for selected types of households; and (5)
various types of earmarked cash and noncash transfers to poor house-
holds to help them meet their utility expenditures.

Different countries adopted different schemes. Many countries, includ-
ing the Kyrgyz Republic, introduced lifeline rates for electricity. (Residen-
tial users were provided with an initial fixed amount of electricity that
was priced below the cost of provision; higher blocks of usage were charged
at progressively higher unit prices.) Many states in the former Soviet Union
introduced subsidies to limit the burden placed by utility expenditures on
household budgets. Cash transfer schemes earmarked for utility payments
were started in Latvia, Hungary, Bulgaria, and several other countries.
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These schemes differed in terms of their efficiency and equity impacts, but
the share of expenditures spent on utilities remained within tolerable limits
for most households, including poor households.6 Despite the price increases,
most countries retained energy prices at levels well below world prices. How-
ever, the effectiveness of such as strategy from a poverty-alleviation point of
view remains questionable. A quicker move to world energy prices, with
more focused targeting of assistance to the poor, might have done a better
job of promoting growth and protecting the poor (box 3.5).

The hike in utility prices was perhaps the most significant from the
perspective of the poor, but other price adjustments-for sugar, cooking
oil, grains, and medicines-also affected the poor adversely by eroding
their purchasing power. Most of these price increases took place in the
early years of the transition. During 1992 the prices of bread, vegetable
oil, and sugar in Russia rose three to four times faster than inflation.7

Although the initial relative price changes were undoubtedly strong, par-
ticularly in the early years, they have stabilized with the progress of reforms.

Box 3.5 Energy Subsidies and Poverty: Why Slow Adjustment May Have
Hurt the Poor

In Georgia the electricity sector provided power in 1999 at US$190 million below total cost (a
subsidy roughly equivalent to 6.3 percent of GDP). The gap was mainly financed by arrears to
energy sector suppliers. Georgia pursued this policy to protect its population from the impact
of the steep price increases that would have teen required had electricity been supplied at
cost. But as documented in Chapter 8, these attempts to provide social protection via subsi-
dized energy prices failed. Not only was this social protection very badly targeted, the result-
ant lack of cash in the system to buy fuel meant that there were persistent shortages of
electricity. Like all FSU countries, network electricity access in Georgia is available to all, and
depriving people of the actual service affects the poor disproportionately. They can least
afford the more expensive alternatives to electricity. Arguably the implied subsidy of US$ 190
million could have done more to alleviate poverty had it been targeted directly, or devoted to
alternative uses.

In Azerbaijan in 1999, US$250 million of the country's oil and gas was provided without
payment for distribution to the economy and population through the electricity and gas sys-
tem (an implied subsidy of 6.2 percent of GDP). All households-regardless of whether they
were poor or not-received very cheap energy. (All households enjoy an electricity tariff of
only 2US cents in a largely thermal system, and collections are only 12 percent of billings,
even at that low tariff.) The US$250 million could have had a bigger impact on poverty had
the money been better targeted. The winter of 1999 saw long electricity blackouts on a daily
basis. In rural areas the blackouts were in peak hours (even though there is no piped gas
available there as a substitute). In the capital, Baku, electricity blackouts were off-peak (even
though piped gas is available). Since Baku is much richer than the rural areas, this rationing
scheme was profoundly antipoor.

Source: Lovei (2000) and discussions with World Bank staff.
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Notes

1. This is altogether a different exercise than trying to decompose changes in
poverty rates within a country into growth versus distribution components. Here
we are explaining the variance in poverty rates across countries as a function of
the cumulative change in output and its distribution, as measured by the end-
period Gini. Since countries started from roughly similar levels of inequality, the
end-period Gini does indeed proxy for the change in distribution. But the coeffi-
cients cannot be interpreted as reflecting the contribution of growth versus distri-
bution over time.

2. On coordination failures as a source of underdevelopment see Hoff (2000).
3. This is not necessarily reflected in high rates of registered unemployment,

since in many countries the benefits of registering are low. Labor force surveys are
better at capturing actual unemployment and uniformly yield higher rates.

4. Although it remains in double-digits, unemployment in Spain just reached
its lowest level since the early 1980s.

5. See, for example, the discussion of recent Spanish economic reforms and the
resulting creation of employment in Jimeno and others (2000).

6. For details on different types of schemes implemented in different countries
and the analysis of their impacts on the poor, see World Bank (2000b).

7. Thus measures of poverty based on an overall CPI deflator may understate
the true rise in poverty.
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CHAPTER 4

A Look at Income Inequality

T he transition from a planned economy to a market economy was
expected to lead to a rise in income disparities as wages and in-
comes moved to reflect individual productivity and effort. What

was not expected was the range of distributional outcomes that we have
seen. Although income disparities between the rich and the poor increased
in all transition economies during the late 1980s and 1990s, the extent of
the increase varied greatly from country to country.

In Hungary, for example, the increase was surprisingly modest: the Gini
coefficient for per capita income rose only from 0.21 in 1987 to 0.25 ten
years later. (The Gini is an often-used inequality index that is particularly
sensitive to changes in the middle of the income distribution.) In the Czech
Republic, Poland, and Latvia, inequality rose more substantially, but the
distribution remained fairly egalitarian. And yet in another group of coun-
tries, most notably those of the Commonwealth of Independent States
(CIS), the increase in inequality far exceeded anything ever seen before. In
Russia, Armenia, Moldova, Tajikistan, and Turkmenistan, income Ginis
almost doubled (table 4.1).

With Ginis around 0.5 or above, inequality in Russia, Armenia,
Tajikistan, and the Kyrgyz Republic is now comparable to that observed
in some of the most highly unequal economies in Latin America. Inequal-
ity in Estonia or Bulgaria rivals that of Peru or Venezuela (figure 4.1).
However, unlike in Latin America where inequality has been high yet fairly
stable, the deterioration of the income distribution in the CIS has occurred
in only a decade-a change of unprecedented magnitude and speed. Not
surprisingly, this has rendered the sense of relative deprivation of those at
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Table 4.1 Income inequality during the Transition, by Region, Selected Years 1987-99

Gini coefficient for income per capita
Regionand country 1987-90 a 1993 _94 a 1996 99b

Central Europe
Czech Republic 0.19 0.23 0.25
Hungary 0.21 0.23 0.25
Slovenia 0.22 0.29 0.25
Poland 0.28 0.28 0.33
South Eastern Europe
Albania - - 0.276
Bulgaria 0.23 0.38 0.41d
Croatia 0.36 - 0.35
Macedonia, FYR - - 0.37
Romania 0.23 0.29 0.306
Baltics and Poland
Lithuania 0.23 0.33 0.34
Latvia 0.24 0.31e 0.32
Estonia 0.24 0.35 0.37
Slavic countries
Russian Federation 0.26 0.48 0.47
Ukraine 0.24 0.47e 0. 33C
Moldova 0.27 - 0.42
Belarus 0.23 0.286 0.28c

Caucasus and Central Asia
Armenia 0.27 - 0.59
Georgia 0.29 - 0.43
Kyrgyz Republic 0.31 0.55 0.47
Kazakhstan 0.30 0.33 0.35c
Taiikistan 0.28 - 0.47
Turkmenistan 0.28 0.36 0.45c

- Not available.
Note: Income refers to disposable incomt-after-tax earned income. Identical calculations were
performed for incomes per equivalent adult (theta=0.75) and using the OECD equivalence scale
(theta=0.5).
a. The source was the Family Budget Surveys in Milanovic (1998) with these exceptions: the
source for the Slavic republics in 1990 was Alexeev and Gaddy (1993); the source for the Czech
Republic in 1994 was Flemming and Micklewright (1999); and the source for Poland for 1990 to
1994 was Keane and Prasad (2000).
b. The source was the authors' own computations from latest representative national household
surveys. Incomes included in-kind consumption.
c. A consumption Gini was used because of a lack of data on incomes. See appendix A.
d. For 1995 because of problems with 1997 data.
e. For 1995.
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Figure 4.1 Income Inequality: A Comparison of ECA, Latin American, and Southern
European Countries
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the bottom particularly acute. In contrast with the CIS experience, in-
equality in Central Europe remains low by world standards. Income Ginis
in the Czech and Slovak Republics are roughly of the same magnitude as
those of Sweden or Norway, while those in Hungary and Poland are on a
par with Spain, France, and Germany.

This picture of rising disparities is even more extreme if we look at the
social distance between the very rich and very poor. In 1998 in Russia the
incomes of the top 10 percent of the population were 9 times those of the
bottom decile. Decile ratios for per capita incomes in other CIS economies
were equally high. In 1996-97 the top 10 percent of the distribution in
Georgia earned nearly 7 times more than those at the bottom; in the Kyrgyz
Republic and Tajikistan the comparable ratio was 10; in Armenia, an un-
believable 19. In Central Europe and the Baltics, on the other hand, the
disparities between the very top and the very bottom remained relatively
moderate: in 1996 incomes in the top decile in Hungary were only 3 times
higher than those in the bottom decile-a smaller differential than in most
countries belonging to the Organization for Economic Cooperation and
Development (OECD).

Keane and Prasad (2000) and Garner and Terrell (1998) question
whether the comparison of inequality indices before and after the transi-



142 MAKING TRANSITION WORK FOR EVERYONE

tion is meaningful. They point out that pretransition figures on income
distribution were often distorted and that comparisons are undermined by
the use of surveys with differing methodologies, coverage, and objectives.
Pretransition surveys were usually not designed to be representative of the
entire population but rather of certain socioeconomic groups. As a result,
they tended to be biased toward the average household and to exclude
nonstandard households-in particular, marginal groups with a high prob-
ability of being poor. Thus, the distribution of income was usually trun-
cated, leading to an underestimation of true income disparities.

The analysis of the individual country's survey methodologies, defini-
tions, and coverage confirms that comparing income distributions before
and after the transition is indeed difficult. For the countries of Central and
South Eastern Europe and the Baltic states (CSB), however, the resulting
biases appear to be small: most calculations may slightly overestimate the
true change in inequality but not by much and not in all cases (Milanovic
1999). The problem is more severe for the CIS, where the increase in in-
equality may be much more seriously overestimated. Nevertheless, two
findings appear to be fairly robust: first, the trend is one of rising inequal-
ity, even if the exact magnitude of the change is hard to measure (figure
4.2). Second, inequality in the CIS at the start of the transition was al-
ready significantly higher than in CSB countries, and at levels comparable
to that of some of the more unequal OECD economies, such as the United
States (Commander, Tolstopiatenko, and Yemtsov 1999).1

Even when surveys are comparable, measuring incomes accurately is
problematic. Some economies have very large "gray" or "informal" sec-
tors, and earnings generated there may not be adequately captured in the
incomes reported by households. Such an omission could bias our mea-
sures of inequality, even if a priori we do not necessarily know whether it
would tend to exacerbate or dampen true income disparities. 2 Indeed,
when we compare reported household expenditures and incomes, we find
that in some ECA countries the former systematically exceed the latter
(for the CIS by as much as 20 to 40 percent). In these cases the observed
underreporting of incomes may affect the reliability of our inequality esti-
mates. It would be better, in these circumstances, to rely on measures of
inequality that look at consumption or expenditures rather than incomes.

Consumption-based measures may also be preferable because consump-
tion is less volatile than incomes and more likely to reflect permanent
income. Incomes in Europe and Central Asia have become much more
volatile than in the past and they fluctuate significantly from month to
month. Recall periods are short in most of the surveys in the former Soviet
Union (FSU): they vary between one and three months. Inequality mea-
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Figure 4.2 Income Inequality in the Russian Federation, 1992-96
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Source: Successive rounds of the Russian Longitudinal Monitoring Survey, which are comparable over time.
Commander, Toistopiatenko, and Yemtsov (1999).

sures that rely on these "snapshots" will tend to overestimate the under-
lying inequality.3

How different are consumption-based measures of inequality from in-
come-based ones? The short answer is that for most of the transition econo-
mies, with the exception of some CIS countries, measures of inequality
that are based on expenditures and those based on incomes are remark-
ably similar (table 4.2). However, for some CIS countries the differences
can be large. In fact, the existence of large differences between consump-
tion inequality and income inequality correlates with our low/high inequal-
ity split. In other words, those countries that show the highest levels of
income inequality reveal the largest gap between consumption-based mea-
sures and income-based measures.

Several factors can explain this split between the economies of CSB
countries and those of the CIS. First, formal sources of labor incomes are
much more dominant among the former than among the latter. In CSB
economies, wages account for 60 to 80 percent of household incomes. In
contrast, among the economies of the CIS, wages represent less than 40
percent of total incomes and in some cases-Armenia and Georgia-less
than 15 percent. Second, state transfers are a much more important com-
ponent of income among the CSB countries, where they comprise 25 to 30
percent of total incomes. In contrast, their importance among the econo-
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Table 4.2 Consumption-Based and Income-Based Measures of Inequality

Consumption-based measure Income-based measure
Log Gini 90/10 Log Gini 90/10

Country deviation coefficient ratio deviation coefficient ratio

Hungary 0.14 0.28 3.49 0.11 0.25 3.07
Latvia 0.19 0.34 4.54 0.19 0.32 4.13
Poland 0.19 0.34 4.29 0.17 0.32 4.25
Slovenia 0.14 0.28 3.67 0.11 0.25 3.04
Bulgaria 0.13 0.27 3.90 0.26 0.41 6.19
Croatia 0.17 0.32 4.29 0.22 0.35 3.76
Macedonia, FYR 0.16 0.34 3.83 0.24 0.37 5.77
Armenia 0.17 0.32 4.08 0.67 0.59 19.29
Georgia 0.24 0.37 5.69 0.33 0.43 6.65
Moldova 0.29 0.41 6.14 0.37 0.42 7.43
Kyrgyz Republic 0.30 0.42 6.35 0.42 0.47 10.40
Russian Federation 0.39 0.47 8.06 0.43 0.47 8.78
Tajikistan 0.17 0.32 4.04 0.41 0.47 10.60

Source: The authors' own calculations from latest representative household surveys.

mies of the CIS has shrunk drastically: state transfers still represent 16
percent of household incomes in Ukraine but less than 10 percent in
Moldova and a miniscule 3 percent in Georgia.

Both wages and transfers can be measured quite accurately by house-
hold surveys, which may help explain why measured incomes in the CSB
countries appear to be in line with measured expenditures. In contrast,
other sources of income (more dominant in the CIS) are notoriously hard
to measure. For self-employed individuals it is usually difficult to distin-
guish the part of their income that can be attributed to wages, the part
that is the return to physical investment, and the part that is the value of
their profit. Nonlabor earnings can be equally difficult to measure, par-
ticularly if they arise from a diversified portfolio of assets. Individuals
may choose to underreport their incomes deliberately, and this is much
easier to do the larger the fraction of nonwage earnings. To the extent that
these other sources of income are measured with error, it is not surprising
that the total distribution of income does not track the distribution of
consumption all that well in the CIS.

For the economies of the CSB, income-based measures of inequality
appear to be fairly accurate; or at least in line with what we observe on the
consumption front as well. However, for the CIS, measurement is a much
more difficult problem: "true" inequality in most CIS countries probably
lies somewhere between observed consumption measures and observed
income measures.
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Box 4.1 Income Inequality and Income Mobility

Inequality measures that do not take into account income mobility may overestimate the
underlying inequality. The measures presented in this chapter represent inequality in income
(or expenditures) across individuals in a given recall period (one month, three months, or
one year, depending on the survey). But measured incomes are often highly volatile from one
period to the next. Part of this volatility may be attributed to "transitory" shocks, part may
reflect seasonal patterns, and yet another part may reflect a permanent shift in incomes.
When we rely on a one-time snapshot of inequality, we observe individuals subject to differ-
ent types of income shocks. Some may have experienced a transitory shock to their incomes,
some may truly have permanent higher incomes. Our measures treat all of these individuals
in the same manner, mixing transitory and permanent, or long-term, inequality.

This can be a problem when comparing measures of inequality across countries. If sur-
veys have different recall periods, and incomes are more volatile in some countries than in
others, the different levels of inequality we measure could be spurious. Two countries could
have similar levels of inequality on a yearly basis, for example, and yet a shorter recall period
and higher month-to-month volatility in one of the countries would yield higher measured
inequality.

For Russia and Poland, we have access to panel data that allow us to follow households
over several years. We use this panel data to try to distinguish between "long-term" and
"transitory' inequality. First, we average household income and expenditures successively
over four periods (current month, current month plus 12 months ago, current month plus
24 months ago, and current month plus 36 months ago). The transitory components of
income are averaged out as we average over more periods. As a result, the inequality of
average income over four periods yields a better approximation of long-term inequality.
Table 4.3 shows how inequality, as measured by the Gini coefficient, declines as we aver-
age over more periods. The absolute difference in inequality levels between the countries
also declines.

Table 4.3a Inequality Declines if Measured over Multiple Periods

Russian Federation, 1994-98 Poland, 1993-96
Period Income Expenditure Income Expenditure

1-period Gini 0.437 0.446 0.305 0.285
2-period Gini 0.385 0.405 0.280 0.265
3-period Gini 0.360 0.384 0.269 0.255
4-period Gini 0.346 0.373 0.261 0.249

As a second approach we decompose household income into its transitory (expected to
disappear within 12 months) and permanent (expected to last longer than 12 months) com-
ponents. We then predict the inequality associated solely with the transitory components.
The difference between this predicted value and measured levels of inequality gives us the
underlying or long-term inequality.

(Box continues on next page.)
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Box 4.1 (continued)

Table 4.3b Monthly Inequality Compared with Long-Term inequality

Russian Federation (1995, 1996) Poland (1994, 1995)
Component Income Expenditure Income Expenditure

Total Gini 0.421 0.425 0.304 0.280
Long-term inequality 0.280 0.335 0.244 0.241
Total Gini 0.484 0.457 0.304 0.285
Long-term inequality 0.304 0.341 0.240 0.244

This second approach confirms that long-term inequality (in income or expenditures) is
substantially less than inequality in any given month. In Russia, the difference is about 35
percent for income and 20 percent for expenditures. In Poland, the differences are somewhat
smaller: 20 percent for income and 15 percent for expenditure.

Source: Luttmer (2000).

What, then, should we look at when carrying out our analysis? If our
main interest is to understand how changes in distribution affect living
standards and poverty, we should rely only on consumption-based mea-
sures of distribution. But if we want to understand what is driving changes
in the distribution, and what underlying market forces are at work, we
should rely on income-based measures since these can be linked more di-
rectly to household endowments and to market returns. If we want to
compare the experience in the transition economies to that in other coun-
tries (especially in the OECD and Latin America), we must resort to in-
come Ginis, which are more easily available on a comparable basis.

What Is Driving the Increase in Ilnequality?

The increase in income inequality across Europe and Central Asia has
been driven by common forces acting with varying strength in different
country settings and dampened or exacerbated by the actions of govern-
ments and other socioeconomic agents. The most important force driving
inequality upward has been increased inequality of labor earnings. This
increase derives from an increase in the dispersion of wages and from the
growth of nonwage incomes associated with self-employment and entre-
preneurial activities. The effect of increased inequality in labor earnings
has been compounded in Bulgaria, Russia, and Ukraine by the impact of
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nonlabor earnings such as capital and property income. In many coun-
tries-such as the Czech and Slovak Republics, Estonia, Hungary, and
Poland-government transfers and taxes have played an important equal-
izing role, dampening and undoing the effect of rising wage inequality. In
other countries transfers have been mainly neutral. In still others, most
notably in Russia, they have actually contributed to increasing inequality.

Increased Inequality of Labor Earnings

Most of the observable income inequality across households in transition
economies is explained by inequality in labor earnings. Jointly, wage earn-
ings and earnings from self-employment account for between 60 and 80
percent of all observed inequality of incomes (figure 4.3).4 In this regard
ECA is no different from, say, Latin America or the OECD, where earn-
ings from labor explain most of the observable inequality.

Figure 4.3 Income Inequality in Selected ECA Countries, by Income Components,
Selected Years, 1993-98
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Inequality of labor earnings has increased markedly with the transi-
tion, independently of the speed of reforms. The dispersion of wages has
increased everywhere: concentration coefficients for wages have risen from
about 0.23 on average in CSB countries in the latel980s to about 0.32 in
1996; and from 0.25 in the CIS in 1989 to over 0.5 in 1996-97 (Milanovic
1999).5 In addition, there has been a shift in the composition of income: a
rising share of income is now derived from self-employment and entrepre-
neurial activities, and a declining share is derived from wages. Since in-
comes from these other sources tend to be more unequally distributed
than wages, the shift in composition has also worked toward increasing
overall inequality of labor earnings.

Rising wage inequality was the main factor behind the increase in in-
equality in many transition economies. According to Milanovic (1999),
increasing dispersion of wages was responsible for the increase of between
3.5 and 8 Gini points in Central Europe.6 Although the magnitudes differ

Figure 4.4 Earnings Disparities in Central and Eastern Europe, 1989 and 1997
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somewhat, these findings are consistent with those of Garner and Terrell
(1998) for the Czech and Slovak Republics. Using comparable data from

the Russian Longitudinal Monitoring Survey (RLMS), Commander,
Tolstopiatenko, and Yemtsov (1999) find that the main factor driving
changes in the distribution of income in Russia after 1992 was changes in
income composition. According to their results, increasing wage disper-
sion alone would have been responsible for a nearly 9 point increase in the
Gini, but its overall effect was dampened by the dramatic decline in wage
shares. Rising entrepreneurial income was the single most important con-
tributor to rising inequality in Russia, even though inequality of entrepre-
neurial income declined during the period.

Rising Returns to Education

Wage inequality has increased mainly because returns to education have
risen rapidly. But we also see an increase in interindustry and occupa-
tional wage differentials, and a large increase in inequality within indus-
try-occupation groups. In CSB countries, the increase in the education
premiums happened very quickly. Rutkowski (1996, 1999) finds that the
earnings differential between university-educated workers and workers
with primary education in some of the advanced reformer countries more
than doubled between 1989 and 1993. Poland is a good example: before
the transition a university-educated worker earned about 35 percent more
than a worker with a primary education. By 1993 this wage differential
had increased to 75 percent. Interestingly, the increase in the education
premium happened at the very beginning of transition; educational wage
differentials in Poland in 1998 were roughly the same as in 1993.

As a result of this quick adjustment, returns to education in CSB coun-
tries are now in the range observed for established market economies (fig-
ure 4.5). The shares of total inequality determined by differences between
education groups are also very similar to what we see in the OECD. Bailey
(1997) finds that in 1992-94 differences between education groups alone
explained between 12 and 16 percent of all income inequality in Poland,
Hungary, and the Czech and Slovak Republics. Our own calculations with
the latest available household surveys for those countries suggest that dif-
ferences between education groups account for between 11 and 15 per-
cent in Poland (1996), Hungary (1997), and FYR Macedonia (1996); nearly
20 percent in Slovenia (1993); and between 7 and 9 percent in Estonia
(1995) and Latvia (1997-98). In contrast, differences between education
groups explain only 2 to 3 percent of all observed inequality in the coun-
tries of the FSU and Bulgaria (figure 4.6).
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Figure 4.5 Returns to a Year of Education during the Transition in CSB Countries, 1993-96
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Although rising educational premiums appear to have been the major
factor driving the increase in inequality in Central and Eastern Europe
and the Baltics, they have played only a minor role in the Commonwealth
of Independent States. This is consistent with evidence from other studies:
Lehman, Wadsworth and Yemtsov (2000) for Russia; Lindauer (1998) for
Moldova; and Yemtsov (1999a and 1999b) for Armenia and Georgia. All
find similar results. That education explains only a small share of ob-
served wage inequality could be interpreted as reflecting the low market
value of the stock of education inherited from the FSU. However, this
explanation is at odds with the observed revaluation of education in the
CSB countries, which had fairly similar education systems. It is more likely
that the failure to find a strong link between education and wages in the
FSU is symptomatic of other problems.

What factors-other than education-can explain rising wage inequal-
ity in Russia and other CIS republics? Simple decompositions of wage
variance and/or human capital regressions reveal that individual charac-
teristics play only a secondary role and that the share of wage inequality
that remains "unexplained" is relatively large. Yemtsov (1999b) finds
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Figure 4.6 Percentage of Total Inequality Explained by Differences between Education
Groups, Selected ECA Countries, Selected Years, 1993-98
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that some 45 percent of all wage variance in Georgia is unexplained or
" residual." Similarly, Lehman, Wadsworth, and Yemtsov (2000) find that
individual characteristics play a relatively minor role in explaining high
wage inequality in Russia. They suggest that wage inequality in Russia is
linked instead to "nonmarket" or distortionary factors-such as the exist-
ence of wage arrears.

Klugman (1998) attempts to quantify the impact of wage arrears on
inequality for Uzbekistan. She finds that up to one half of the change in
the Gini coefficient for wages between 1989 and 1995 can be attributed to
the violation of wage contracts by employers. She also finds that these
arrears are not randomly distributed. They are more likely to affect less
educated and lower paid workers. Yemtsov (1999b) finds similar evidence
for Georgia; Lehman, Wadsworth, and Acquisti (1999) find that in Russia
arrears are regionally persistent, hence contributing to the large increase
in intraregional wage disparities documented there. Using previously un-
available data from the Russian Labor Force Surveys, Lehman, Wadsworth
and Yemtsov (2000) conclude that the main contributor to total inequal-
ity in Russia, among all explanatory variables, is regional location. How-
ever, they also find that most of the income inequality cannot be attributed
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to measurable factors. This stands in marked contrast to what is found in
market economies, both developed and developing.

The Emergence of an Entrepreneurial Class

Transition has been associated with the elimination of legal restrictions on
private ownership and activities, and with the removal of state subsidies.
Both have radically altered the relative sizes of the public and private sectors.
As noted earlier, one consequence of these shifts has been a re-evaluation of
the value of education (at least in CSB countries) and a significant increase in
wage disparities. Another consequence is the rise in self-employment and
entrepreneurial income, which barely existed before, and the corresponding
decline in the share of wages in total household incomes.

The share of income derived from self-employment or entrepreneurial
activities has increased in all ECA countries: to about 5 to 10 percent in
the CSB countries (with the exception of Poland, with its large agricul-
tural sector, where income from self-employment reaches 18 percent); to
20 to 35 percent in Russia, Moldova, and Ukraine; and to more than 50
percent in the poorer republics of the Transcaucasus and Central Asia
(reaching an incredible 72 percent in Georgia). Since self-employment and
entrepreneurial income are more unequally distributed than wage incomes,
this shift in income composition has contributed to increasing inequality.
But its impact has been very different across countries: small in CSB coun-
tries and large in the FSU. For example, in Bulgaria, this shift in composi-
tion contributed only 2 to 3 percentage points to the change in the Gini; in
Slovenia, about 1 to 2 percentage points. In Russia, however, it contrib-
uted toward increasing the Gini by nearly 12 percentage points (Milanovic
1999; Commander, Tolstopiatenko, and Yemtsov 1999).

Not only has the impact of self-employment differed in CSB and CIS
countries, but the nature of this self-employment has also been very differ-
ent. Self-employment in the CSB countries is associated mainly with the
emergence of small, private entrepreneurs in industry and services. As dis-
cussed in Chapter 3, these new small-scale entrepreneurial activities have
been an engine of growth and job creation. The scale on which this self-
employment has appeared has been more or less in line with what exists in
developed OECD economies. In fact, surveys of latent entrepreneurship
suggest that there are no differences between Central European econo-
mies and Western economies in terms of the willingness of their popula-
tions to become self-employed. Nearly 80 percent of Poles, 58 percent of
Slovenes, and 50 percent of Hungarians interviewed in a recent survey
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said they would prefer to be self-employed than an employee, if given the
choice-compared with 70 percent of the Americans or 45 percent of the
British who were interviewed (Dabrowski, Gomulka, and Rostowski 2000).

The rise in the share of self-employment income in the CIS, unlike in
the CSB countries, has been largely concentrated in agricultural activities
for self-consumption. The increase reflects the collapse of formal sector
jobs and wages more than the emergence of new private opportunities.
Less than 10 percent of Russian workers report that they are self-em-
ployed on a full-time basis; yet self-employment and entrepreneurial in-
come account for more than 40 percent of total household incomes. With
the exception of a few entrepreneurs concentrated at the top of the distri-
bution, reported self-employment income in Russia and the CIS repre-
sents a complement to low (or unpaid) wages, and it is earned mainly
through small-scale farming or petty trade (box 4.2). In marked contrast
with attitudes in the CSB, only 33 percent of Russians responded that they
would prefer to be self-employed. Thus, it seems that the emergence of
self-employment on a large-scale in the CIS has been more a survival strat-
egy in the face of collapsing formal incomes than a choice to take advan-
tage of the entrepreneurial opportunities offered by liberalization. In line
with this, most self-employment is not full time but reflects work done in
parallel to a formal, low-paying (or even nonpaying) job.

There is a direct link between the emergence of this large-scale "sur-
vival" self-employment and high inequality in the CIS. There is a strong
negative correlation between the level of total income inequality and the
share of wages in total income; the correlation coefficient equals -0.80.7
The highest inequality countries (Armenia, Georgia, Russia) are those in
which the share of wages has fallen the most (and where as a consequence
self-employment income accounts for a large part of household earnings).
Lower wage shares are associated with higher inequality because well-
functioning labor markets tend to play an equalizing role, linking the re-
turn to an individual's effort to his or her productivity and equalizing
returns to comparable workers (to some degree) across sectors and occu-
pations. In contrast, self-employment and entrepreneurial income, unlike
wages, are critically tied to an individual's access to assets (including knowl-
edge and information) and are thus often conditioned by initial assets or
incomes. Even in a well-functioning market economy, self-employment
incomes will be more unequal than wage employment. 8 In economies,
such as those of the former Soviet Union, rife with distortions, regula-
tions, barriers to entry, and opportunities for bribe taking, and where
nontransparent connections can play a key role in securing contracts or
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Box 4.2 Household Plots in the Commonwealth of Independent States

Household plots provide practically the entire rural population in the Commonwealth of Inde-
pendent States (and part of the urban population) with a large proportion of their own food
needs. The millions of small household plots, which average about 0.5 hectare and account
for less than 10 percent of agricultural land, produce nearly 50 percent of gross agricultural
output in the CIS. Most of the products from the household plot are consumed by the family,
although some 10 to 20 percent of the output may be sold for cash in nearby markets.
Altogether, these plots contribute some 40 to 70 percent of the family budget (including the
value of home-grown products consumed by the family). They are thus a critical element of
the survival strategies of many rural families in the CIS. Evidence from a 1998 World Bank
farm survey in Moldova indicates that the share of income from the household plot increases
from 28 percent of family income for households in the low income quartile to 34 percent for
households in the high-income quartile. To earn the supplementary income from the house-
hold plots, rural residents work daily 5 hours on the family plot, in addition to 8 hours of work
on the farm enterprise.

Table 4.4 Contribution of Household Plot to Rural Family Incomes In Selected
CIS Countries
(percent)

Russian
Source of income Ukraine Moldova Belarus Federation Armenia

Salaries 42 55 51 45 8
Transfers and other income 15 12 6 15 15
Household plot (sales and

own consumption) 43 33 43 40 76

Sources: For Ukraine, Moldova, Belarus, Armenia, Woad Bank (various years); for Russian
Federation, GoskoMstat (1994).

business opportunities, incomes from self-employment are bound to be
critically tied to noneconomic factors and thus highly unequal. Moreover,
they may be unequal in a way that may not be easily "explainable" by
measured economic or individual variables.

Enterprise Privatization and Asset Transfers

The transition has meant the emergence of new private business; it also has
been associated with the large-scale transfer of publicly owned assets into
private hands. Nellis (1999) estimates that some 50,000 medium- and large-
scale enterprises were privatized in the transition economies alone during the
first half of the 1990s. In addition, hundreds of thousands of small-scale
enterprises were privatized: more than 75,000 in Russia, 35,000 in Ukraine,
and 22,000 in the Czech Republic. The European Bank for Reconstruction



A LOOK AT INCOME INEQUALITY 155

Figure 4.7 Income Inequality and the Wage Share in Selected ECA Countries
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and Development (EBRD) estimates that most of the countries of Central
and Eastern Europe and the Baltics have privatized more than 50 percent
of their medium- and large-scale enterprises and practically all of their
small-scale ones. Among the Republics of the CIS, many (including Arme-
nia, Georgia, the Kyrgyz Republic, Moldova, Russia, and Uzbekistan) have
privatized at least one-third (and in some cases significantly more) of all
medium- and large-scale enterprises and most of their small firms. Thus,
at least on paper, the scale of the transfer has been truly massive.

Despite the likely quantitative importance of this asset transfer on the
distribution of income and wealth, very little seems to be known about its
actual impact. Indeed, the lack of surveys of household finances-a prob-
lem not limited to the transition economies-means that there is little reli-
able evidence. As a result, most analysis of the link between privatization
and the distribution of wealth and income must be impressionistic and
based mainly on qualitative and indirect evidence. In their attempt to go
beyond anecdotal evidence and examine the distributional impact of
privatization across the region, McHale and Pankov (1999) found that
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only limited value was transferred and that the largest gains went to the
politically well connected and to insiders-especially managers-in more
successful enterprises. Insider-driven privatization was the norm through-
out much of the former Soviet Union and even in parts of Central and
Eastern Europe. The resulting insider control slowed restructuring and
had a negative impact on formal earnings. In those few countries (the
Czech Republic, Estonia, Hungary, Poland) where a serious attempt was
made to sell enterprises at fair market value (often to foreigners), more
significant restructuring has taken place.

Countries that have privatized more and relied less on insider
privatization have experienced smaller declines in the wage share (that is,
a smaller collapse of formal incomes) and a smaller increase in the share
of the unofficial economy-both of which have been associated with smaller
increases in income inequality. Figure 4.8, a simple scatter plot of an index
of privatization and the level of income inequality, appears to support this
negative association between the scope of privatization and the level of
inequality; the correlation coefficient equals -0.62.

The correlation between the privatization index and measures of in-
equality is even stronger if we weigh the index by the share of control
given to insiders (correlation = -0.67). What seems to have mattered the
most is the process through which privatization was achieved, and espe-
cially how privatization influenced the quality of resulting corporate gov-
ernance. Programs that gave preferences to insiders or allowed vested
interests to dominate the process were more likely to result in asset strip-
ping and other predatory behaviors. Hence, these programs yielded more
unequal outcomes and wider income disparities than did those that relied
on fair market value and more transparent mechanisms (table 4.5). Simi-
larly, processes that reduced administrative discretion or fostered the in-
dependent administration of the privatization program (as in Estonia or
Hungary) may have resulted in more transparent transactions and thus in
less unequal outcomes.

Housing Privatization

Like enterprise privatization, housing privatization has varied consider-
ably across countries in Europe and Central Asia. In Albania the private
share of housing rose from about 30 percent in 1989 to almost complete
private ownership by 1995. In Lithuania the increase in the private sector
share was from around 20 percent to around 80 percent. In 1997 private
ownership of housing in Armenia was estimated at about 80 percent. Fo-
cusing on the share of state units privatized rather than the overall private
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Figure 4.8 Income Inequality and Privatization Progress in Selected ECA Countries
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sector share, Struyk (1996) reports that over 90 percent of state-owned
units in Bulgaria, and between 85 and 95 percent of units in Estonia,
were in private hands as early as 1994. Elsewhere progress was slower. In
Poland the private sector share was not much higher in 1995 than it was
in 1989, at less than 30 percent. (Poland also has a large cooperatively
owned housing sector.) In Russia the share of privately owned housing
doubled over this period but remained below 40 percent (McHale and Pankov
1999).

Housing privatization appears to have had a progressive distributional
impact even in the CIS. Buckley and Gurenko (1997) find that expanding
the RLMS definition of income to include imputed housing income re-
duces both the level and the increase in Russian income inequality. More-
over, they argue that because housing wealth was more equally distributed
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Table 4.5 Choice of Privatization Strategy and Inequality Outcome

Inequality outcome
Core privatization strategy Low High

Voucher-based privatization
Equal access Czech Rep. (P); Latvia (P); Armenia (P); Bulgaria (S);

Lithuania (P); Slovak Kazakhstan (P); Kyrgyz
Rep. (S) Rep. (P)

Preferences to insiders Armenia (S); Azerbaijan (P);
Georgia (P); Moldova (P);
Russian Fed. (P)

Sales to outsiders
Large foreign participation Estonia (P); Hungary (P)

Little foreign participation Slovenia (S) Azerbaijan (S); Bulgaria (P);
Czech Rep. (S); Kazakhstan (S);
Latvia (S); FYR Macedonia (S);
Moldova (S); Russian Fed. (S)

Insider buyouts
EBOs Croatia (P); Poland (P); Kyrgyz Rep. (S)

Romania (P); Slovenia (P)

MBO Hungary (S); FYR Georgia (S); Estonia (S);
Macedonia (P);Slovak Rep. (P) Russian Fed. (T); Ukraine (P);

Uzbekistan (P)

Other
(includes restitution, liquidation) Czech Rep. (T); Hungary (T) Estonia (T)

Note: P is primary strategy; S, secondary strategy; T, tertiary strategy.
Source: EBRD (1999); McHale and Pankov (1999).

than nonresidential wealth, housing privatization had a strongly progres-

sive effect on the wealth distribution in Russia, a conclusion shared by

Alexeev (1999). McHale and Pankov (1999), on the other hand, suggest

that privatization of housing has entrenched pre-existing differentials in

the quality of housing. They conclude that privatization has resulted in a

redistribution of housing wealth to those initially in possession of a "good-

quality" state dwelling, while disadvantaging those without an initial at-

tachment or with possession of an inferior quality unit.

Land Privatization and Land Reform

The land endowment in the individual sector, which includes traditional

household plots as well as new private farms, increased dramatically dur-

ing the 1990s. Indeed, the share of land cultivated by individuals (as op-

posed to collectives, cooperatives, and other corporate farms) soared from
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20 percent to 70 percent in the CSB countries and from a mere 4 percent
to 15 percent in the Commonwealth of Independent States.

The distributional impact of land privatization, like enterprise
privatization, appears to have been fairly mixed. The outcome seems to
depend highly on the quality and type of privatization process, although a
strong correlation between the extent of privatization and more equitable
outcomes can be discerned. The CSB countries (except Albania) largely
relied on restitution programs that returned the land cultivated by large-
scale collective farms and state farms to the former owners. The decision
to restitute land according to precollectivization endowments was driven
by the desire to treat the original owners fairly. The process, however,
automatically created a different kind of injustice: many young workers
on collective farms who did not own any land in the past remained land-
less. In general, restitution procedures by their very design allocated much
of the land to urban residents and to relatively old people in rural areas. In
Romania, the elderly, who account for 41 percent of the rural population,
got 65 percent of the land. Thus, there was a clear transfer of assets to
certain groups of the population at the expense of others. However, in all
these countries land can now be freely transferred and mortgaged. This
has allowed inactive landowners, such as urban residents or elderly pen-
sioners, to lease out their land to active and enterprising users in return for
annual income in cash or in kind.

In the CIS the main mechanism of land reform involved the distribu-
tion of land above and beyond their household plot to active farm work-
ers and farm pensioners. The implementation proceeded according to two
different models. In the smaller countries (initially Armenia and Georgia;
more recently Moldova and Azerbaijan), the former state and collective
farms were dissolved and their land allocated in the form of equal physical
plots among all farm members. As in the CSB, these plots in principle are
freely transferable and even can be mortgaged. In practice, land transac-
tions are very infrequent. This "small country" model has produced a
highly equitable land ownership structure, but the average land plot is
very small, ranging from 0.5 hectare to 1.5 hectares in most cases. This has
created rural sectors with predominantly subsistence farming, since the small
family farms lack the economies of scale for input acquisition, output mar-
keting, and access to credit that the larger structures enjoy. Over the medium
term land consolidation may improve productivity and thus the incomes of
those remaining on the farms. Whether this worsens inequality will depend
on whether those who are induced to sell off their land move on to other
viable sources of income or become landless workers without assets.
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In the larger CIS countries the collective farms have stayed intact, even
if they have been nominally privatized and reorganized as joint-stock com-
panies, limited-liability partnerships, or some other corporate shareholding
form. According to this model-practiced in Russia, Ukraine, and
Kazakhstan, among others-farm workers and pensioners are allocated
paper certificates of entitlement (so-called land shares) instead of actual
land plots. The new shareowners can keep their assets in the use of the
corporation (in return for a promise of future dividends) or withdraw
with a plot of land to establish an independent private farm outside the
collectivist framework. Those who have left the collective with land re-
port higher income and higher levels of satisfaction than those who have
stayed. In practice, most rural residents prefer to keep their shares in the
corporate farm. In such cases a formal contract is concluded with the new
corporation and the shareholders typically have the right to specific divi-
dends (usually output in kind at harvest). These dividends are intended to
supplement the meager salaries of the farm workers, often the equivalent
of a few hundred dollars a year including in-kind distributions, and the
small state pensions of the rural retirees. In practice, however, most corpo-
rate farms in the CIS report losses and have no earnings for the distribu-
tion of dividends to their shareholders.

The system of land shares in the CIS has a potential for abuse by un-
scrupulous managers. They can take advantage of the naivete of the rural
population and their traditional dependence on the collective farm to pres-
sure the new shareowners into transferring or selling their shares without
proper contractual arrangements. In exchange they may receive a vague
promise that they can keep their job as long as the farm is operational. In
Kazakhstan many recipients of land shares have been convinced to sign
over their shares to the managers in exchange for rights to employment or
dividends, but these rights are often unclear, undocumented, and unen-
forceable. These types of arrangements can create permanent and en-
trenched inequalities among the rural population.

Government Taxes and Transfers

Governments' tax and transfer policies have powerfully influenced the
distribution of total disposable income in most ECA countries, but their
effect has not been uniform. In the Czech and Slovak Republics, taxes and
transfers almost entirely offset the sizable increase in overall income in-
equality from rising wage dispersion: the impact split roughly half and
half between the two.9 According to Garner and Terrell (1998), transfers'
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negative contribution to inequality in the Czech and Slovak Republics in
1989 was more than 20 percent. Moreover, this negative contribution in-
creased markedly between 1989 and 1993, driven by an improvement in
targeting and an increase in the share of transfers in total income. Simi-
larly, Milanovic (1999) finds that better targeting of transfers in Latvia
reduced inequality there by 1.5 Gini points following the introduction of
flat pensions in 1992. For Hungary, F6rster, Szivos, and Toth (1998) esti-
mate that the impact of transfers was to reduce the overall income Gini in
1994 from about 0.5 pre-transfers to under 0.3 post-transfers. In Bulgaria
and Slovenia, Milanovic (1999) estimates that the effect of transfers has
been neutral, while the greater concentration of pensions in Poland may
have contributed to increasing overall inequality. This last result has been
challenged by Keane and Prasad (2000), who find that social transfers in
Poland played an important role in dampening the increase in both pov-
erty and inequality. Using unit record data from the Household Budget
Surveys, they find that transfers were reasonably well targeted and miti-
gated the adverse distributional consequences of the transition process.
They conclude that the pension system, in particular, served as an impor-
tant safety net for older workers.

The story is quite different for the CIS, where government size and
transfers have declined sharply. Institutional weaknesses, and in some cir-
cumstances lack of political will, have compounded punitive notional tax
schedules. The result has been a sharp drop in revenues. This has curtailed
governments' ability to provide essential public services and to finance
redistributive programs. As discussed in chapter 3, the decline in govern-
ment expenditures appears to have disproportionately hurt the poor and
led to higher levels of income inequality

The most detailed studies of the impact of public policy on the distribu-
tion of income in the CIS have been carried out for Russia. Commander
and Lee (1998) conclude that while transfers played a redistributive role
at the start of the transition, their progressive impact on the distribution
has dampened significantly, driven by both a decline in the share of the
more progressive transfers (such as family allowances) and the increased
concentration of the only growing component of transfers, namely pen-
sions. They find that the share of transfers going to the upper quintiles of
the distribution actually increased between 1992 and 1996. Although trans-
fers contributed (weakly) to reducing inequality in 1992, they had increased
inequality by 1994. This reversal was driven mainly by the changing con-
centration of pensions. Milanovic (1999) and Commander, Tolstopiatenko,
and Yemtsov (1999) report similar results.
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For taxation the story is somewhat different: Commander and Lee
(1998) report a large negative effect of taxes on income inequality in Russia.
This occurred primarily through the principal base for taxation, wages.
As the share of wages in total income has fallen, the progressive effect of
taxation has been reduced, even though taxes appear to have become
slightly more progressive. By 1996 the overall effect was positive but rela-
tively weak. Nevertheless, it speaks to the potential of taxation as a redis-
tributive tool in the Russian economy.

To our knowledge, there are no CIS studies comparable to the Russian
studies. We can, however, infer some conclusions concerning the role of
transfers by examining simple decompositions of income inequality by
income component (table 4.6). Results are fairly illustrative. In most CIS
countries, state transfers contribute positively to increasing inequality (in
absolute terms). Only in Armenia and Georgia is their overall impact neu-
tral, reflecting both their miniscule share in total income and their essen-
tially linear distribution (a direct result of having adopted flat pension
rates early in the transition). Since transfers are still less regressively dis-
tributed than other sources of income, an increase in the share of transfers
in household incomes with a corresponding decline in other sources (wages
or self-employment) would at the margin reduce income inequality.

Table 4.6 Contribution of StateTransfers toTotal Income Inequality

Share of Contribution to
total income Concentration total inequality

Country (percent) coefficient (percent)

CIS
Armenia 4.9 0.104 0.8
Azerbaijan 12.9 0.235 4.2
Georgia 3.3 0.042 0.3
Kyrgyz Republic 7.4 0.202 3.4
Moldova 10.2 0.182 4.5
Russian Federation 17.5 0.184 7.4
Ukraine 4.7 0.241 1.2
Other ECA countries
Bulgaria 20.2 0.004 0.2
Hungary 31.9 0.028 3.7
Estonia 14.2 -0.023 -0.9
Latvia 25.2 .070 5.5
Poland 29.6 0.182 17.3
Slovenia 20.1 0.042 2.9

Note: Incomes per equivalent adult.
Source: The authors' calculations based on latest representative household surveys.
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In short, public policy as reflected in transfers and taxes has played a
distinctly different role across ECA countries. In most of the CEE and the
Baltics (in the "lower" inequality countries), taxes and transfers have sig-
nificantly dampened the increase in inequality arising from growing dis-
persion of earnings. In contrast, in most of the high-inequality countries in
the CIS, taxes and transfers have been at best neutral, and on occasion
they have added to high levels of income inequality.

Why Is Inequality so Different across Transition Economies?

One of the most striking facts about transition and inequality is the wide
diversity of outcomes. In many corners increasing income inequality has
been portrayed as a socially costly outcome of transition, and more spe-
cifically of the big bang approach (UNDP 1999).Yet the comparison of
country experiences in ECA poses a challenge to this conclusion since the
most advanced and determined reformers have witnessed the smallest in-
creases in overall inequality. In fact, the countries that have lagged in re-
forms, or undertaken reforms in a partial and inconsistent manner, have
experienced the largest increases in inequality. How can this puzzle be
explained?

As discussed above, both the changes and the levels of inequality in the
CSB countries are relatively easy to explain since they reflect an (other-
wise expected) increase in wage disparities. But neither education, nor
access to assets, nor easily measurable variables appears to explain the
rise of inequality (or its level) in the CIS. This suggests the need to look at
less quantifiable and observable factors-such as access to connections,
the impact of corruption, the role of institutions, and the effects of hap-
hazard and often arbitrary reforms.

Income inequality is higher today in the "stalled transition" countries
than in the more advanced reformers because of three interrelated institu-
tional factors. First, we must note the failure to put in place the policies
and institutions needed to allow product and factor markets to operate
effectively as the main mechanism to allocate resources. A socially costly
consequence of this failure has been the disintegration of the formal labor
market (falling employment, collapsing wages, and growing wage arrears),
which has pushed many people into self-employment and led directly to
widening disparities in income. The second factor is the coopting of na-
tional governments by vested interests. These interests have blocked re-
forms that would erode their privileges and allow for a more equal
distribution of opportunities and incomes. Finally, widespread rent-seeking
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behaviors and corruption in public administration at the local and na-
tional levels have also contributed to high inequality. Such behaviors con-
strain the emergence of new private activity and nurture dysfunctional
governments. The toll on the poor is particularly high.

Each of these factors has played a role, and together they have power-
fully reinforced the adverse distributional consequences. The pervasive-
ness of corruption explains why the markets in some CIS countries fail to
operate efficiently even when a notionally market-friendly environment
has been put in place. In these cases the liberalization of private activities
and entry clashes with the heavy "corruption tax" imposed on small en-
trepreneurs, which prevents them from effectively operating a small busi-
ness and generating employment. This, in turn, leads to the failure of
reforms to "pay off" and to generate winners that can become advocates
for further reforms. The lack of such advocates reinforces the power of
vested interests and those who seek to block reform. The resulting vicious
cycle, dominated by rent-seeking behavior and disincentives to private
investment and employment generation, goes a long way toward explain-
ing why inequality has increased as much as it has in parts of the CIS.

Liberalization, Deregulation, and Inequality

Inequality has increased significantly less in those countries that have been
able to build (and maintain) well-functioning product and factor markets.
The key market for the determination of household incomes is the labor
market, which determines the rewards to the one asset that households
typically possess: labor. As shown in figure 4.7, there is a strong negative
correlation between income inequality across ECA countries and one pos-
sible measure of labor market performance: the wage share as a measure
of the formalization of labor incomes. In those countries where wages
have remained the primary source of household incomes (countries with a
high wage share), inequality has increased much less than in those where
it has collapsed. Similarly, we find a strong correlation between other
measures of labor market performance and inequality. For instance, the
prevalence of wage contract violations (wage arrears) is positively corre-
lated with income inequality (Klugman 1998; Lehman, Wadsworth, and
Acquisti 1999). Measures of labor turnover and mobility are negatively
associated with overall inequality.

Demand for labor is a derived demand and thus depends critically on
having competitive and well-functioning product markets. A quick com-
parison of reform experiences across ECA countries reveals a fairly strong
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Figure 4.9 Income Inequality and Market Reforms

Gini coefficient for income per capita

0.80-
Azerbaijanm

0 60- ~~~~~~~~~~~~~~~~~~~* Armenia0.60- Correlation = 0.74
Ukraine

Russi FedKyrgyz Rep.

* Tajikistan

BuMgaldoa :Georgia

0.40- Macedonia, FYR

Croatia Estoniam
~~~~~~~~~~Lti Poan Lithuania

Sloveniam *Hungary

0.20 Czech Rep/ *Slovak Republic

-5 0 5 10

Reform index
Source:The market reform index is the De Melo, Denizer, and Gelb (1996) index. A higher value indicates less
reform. Ginis are from the authors' own calculations using latest representative household surveys.

relationship between measures of product market development and over-
all inequality. The simple cross-country correlation between the Gini for
income and the De Melo, Denizer, and Gelb (1996) index of market re-
forms is 0.74 (figure 4.9). Economies that have moved further in the direc-
tion of letting the market allocate resources show less income inequality
after the transition. As shown in table 4.7, this relationship still holds
when we control for initial income and other initial conditions (such as
measures of initial political freedoms or years under state planning). The
relationship, moreover, appears to be unaffected by the choice of reform
index (we also tried the liberalization index used by Dethier, Ghanem, and
Zoli [1999] and the EBRD reform index) and by the use of alternative
inequality measures. Of course, this evidence is far from conclusive. These
types of indices are highly imperfect measures that attempt to aggregate
progress on policy reform on many dimensions. Moreover, they largely
measure official policy reforms, which may not always result in changes
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Table 4.7 Market Reforms, Initial Conditions, and Income Inequality

Independent variable (1) (2) (3) (4)

Initial income per capita -0.002 -0.002 -0.002 -0.001
(-2.057) (-2.122) (-1.870) (-1.155)

Reform indexa 1.987 1.416 2.399 1.780
(4.501) (2.604) (4.037) (3.874)

Initial freedomsb -0.666 - -

(-0.482)

Planningc - 0.264 -

(1.666)

Initial trade distortionsd - - -0.176
(-0.965)

Locatione - - - -5.380
(-1.215)

R-square 0.638 0.659 0.651 0.663

N 24 24 24 24

Note Regressions of Gini were performed on a set of independent variables for 24 countries. All
regressions include a constant and a dummy for the use of a consumption Gini when the income
Gini is not available. T-statistics are in parentheses.
a. A larger larger number means less reform.
b. The index of political rights and civil liberties at the start of the transition. Source: Freedom
House (1999).
c. Years under central planning.
d. A measure of the importance of nonmarket trade at the start of the transition.
e. The dummy for proximity to Western Europe.
Sources: The Gini coefficients are from the authors' computations based on the latest representa-
tive household surveys. The reform index is from De Melo, Denizer, and Gelb (1996). All other
variables are from Dethier, Ghanem, and Zoli (1999) database.

in the policy environment faced by economic agents on the ground. The
official elimination of legal restrictions to private activity in a sector may
not mean that there are no barriers to entry: corruptive practices and other
forms of illegal taxation may constitute as large a barrier as the previous
official restrictions. Evidence of this nature can only be suggestive, yet it is
consistent with qualitative and case-study evidence from the region.

There are several channels through which liberalization and market
development can have a positive impact on the distribution of income. A
first, and obvious, channel is through their impact on labor demand. Lib-
eralization is key to the emergence of new private sector activities that can
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absorb the outflow of workers from nonviable state enterprises. It is es-
sential to the recovery of labor demand following the output collapse.
Second, liberalization can foster the restructuring of state-owned enter-
prises (SOEs), allowing workers to break their ties with low-value enter-
prises where they get paid little or not at all. Where SOEs have not
restructured, wage arrears and wage contract violations are more preva-
lent, increasing inequality. Finally, liberalization and deregulation dramati-
cally reduce the opportunities for rent-seeking and corruption, which favors
those with political power, connections, and the ability to pay bribes at
the expense of those without political power.

Some evidence for these hypotheses is offered in table 4.8, which shows
simple correlations between measures of liberalization, the wage share (a
proxy for the state of the formal labor market and hence indirectly of
labor demand), and measures of transparency. The correlation coefficient
between the reform index and the wage share is 0.78. Countries that have
moved farther in establishing markets have experienced a smaller collapse
in wage shares. This can be interpreted as another manifestation of the
strong negative relationship between progress on economic reforms and
the collapse of formal labor demand (see chapter 3). Similarly, there is a
strong correlation between measures of liberalization (or private sector
development) and Transparency International's corruption perception in-
dex (TICP): competitive and well-functioning markets appear to be asso-
ciated with better governance and less corruption (a higher TICP score).
And there is a strong correlation between the TICP index and the wage
share. The failure to establish competitive markets, the extent of corrup-
tion, and the collapse of formal labor demand appear to be closely inter-
related.

The linkages between these three variables are too complex, and our
observation points too few, to explore the causality in any depth. One
reasonable line of argument would suggest that noncompetitive markets

Table 4.8 Market Reforms, Corruption, and theWage Share

Index and wage share Reform index PSD index TICP index Wage share

Reform index 1.000
PSD index 0.954 1.000
TICP index 0.768 0.726 1.000
Wage share 0.780 0.759 0.687 1.000

Source The author's own computations using the latest household surveys; Dethier, Ghanem,
and Zoli (1999) database, augmented with Transparency International's Corruption Perception
Indices.
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contribute to the emergence of widespread corruption. Both factors, in
turn, are deterrents to private investment and private sector activity, and
hence to the growth of labor demand. But the causality may run in the
other direction: from weak governance and corruption, to state capture
by powerful firms and lobbies, which can then distort the policy-making
process in an effort to secure their concentrated rents at great cost to the
rest of society.

Governance, Corruption, and l[nequality

Corruption is an aspect of governance that directly affects the lives of the
poor. Corruption hurts the poor through a variety of channels: lower eco-
nomic growth, more regressive taxes, lower and more ineffective social
spending, and disincentives to investment in the human capital of the poor.
Corruption also increases income inequality and poverty by perpetuating
unequal distribution of assets (box 4.3).

Corruption in Europe and Central Asia is among the worst worldwide.
The EBRD and the World Bank recently conducted a Business Environ-
ment and Enterprise Performance Survey that covered 3,000 firms in 20
transition countries (EBRD 1999; World Bank 2000c). Almost 70 percent
of firms in the Commonwealth of Independent States and about 50 per-
cent in Central and Eastern Europe report corruption to be a problem

Box 4.3 Governance and Inequality

Governance can be understood as the norms, policies, and institutions through which power
is exercised in the management of a country's economic and social resources. It includes the
processes for selecting, monitoring, and replacing those in power; the capacity of govern-
ment to manage its resources and to implement sound policies; and the respect that citizens
and the state have for the institutions that govern economic and social interactions among
them. Good governance is crucial for long-term economic growth (Knack and Keefer 1997;
Mauro 1995). And there is increasing evidence that good governance can have strong egali-
tarian effects. Good governance can be measured in many different dimensions: the extent to
which there are fair and transparent procedures for securing property rights and enforcing
contracts; the incidence of government corruption; the quality and capacity of the public
administration. Typically, these governance indicators are aggregated into single measures of
"corruption" such as the Transparency Intemational's Corruption Perception Index or the
International Country Risk Guide Index. Empirically, these governance indicators have been
associated with higher levels of social spending and more effective targeting of resources to
the poor (Mauro 1998); better quality public services; and higher formalization of incomes
(IADB 1998/99). Recent crosscountry studies find that good governance reduces poverty
and improves the distribution of income (Gupta, Davoodi, and Alonso-Terme 1999; World
Bank (2000c).



A LOOK AT INCOME INEQUALITY 169

compared with 40 percent in Latin America and 15 percent in the OECD.
Nearly three-quarters of firms surveyed by EBRD and the World Bank in
the Kyrgyz Republic, Moldova, Russia, and Ukraine expressed little con-
fidence in the security of their property rights. The same survey found that
bribe payments for "administrative" corruption in the CIS averaged nearly
4 percent of annual firm revenues, while over 40 percent of firms in Rus-
sia, Moldova, Ukraine, and Azerbaijan reported that the sale of private
interests of parliamentary votes or presidential decrees had an impact on
their business. Although corruption is a problem in all ECA countries,
there is considerable variation across the region in firms' perception of the
severity of the problem. This variation makes it possible to analyze whether
there is any apparent link, within ECA, between corruption and measures
of income inequality.

At first glance, lower levels of corruption (measured as a higher TICP
index) are statistically associated with lower levels of income inequality
(figure 4.10). The simple correlation between the two is equal to -0.72.
Similar negative associations are obtained if we use alternative measures
of corruption (such as those drawn from the EBRD-World Bank survey)

Figure 4.10 Income Inequality and Corruption
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or an average of all available corruption measures (World Bank 2000a).
More detailed analysis of the links between corruption and inequality sug-
gests that the costs of corruption fall disproportionately on small firms
and on the poor. Small firms pay bribes more frequently than do large
firms, and these bribes represent a larger fraction of their incomes.10 And
while poor households are less likely to pay bribes, the bribes represent a
much higher share of their incomes. The poor are also less likely to know
where to go to get proper treatment when an official abuses his power
(Anderson and others 2000). Corruption is thus a highly regressive phe-
nomenon.

State Capture and Inequality

World Bank (2000a) documents the adverse impact of bureaucratic cor-
ruption on the transition economies and its negative distributional effects.
But as it makes clear, the channel of influence from firms to the state may
be even more damaging to the poor and to the distribution of income.
There is increasing evidence that throughout the region firms often at-
tempt to "capture" the state by using private payments to public officials
as a way to influence the design of policy and the content of legislation,
rules, and decrees. Through these efforts, firms can distort the legal frame-
work and the policy-making process in an effort to gain large rents-to
the detriment of the rest of society.

Transition economies are particularly vulnerable to state capture be-
cause of the socialist legacy of fused economic and political power and
the lack of established markets and market-supporting institutions (see
chapter 3). The lack of separation between economic and political power
can blur the distinction between private and public interests and create
perverse incentives for politicians and bureaucrats. At the same time the
lack of markets can foster the emergence of huge rents to be fought over
and appropriated by a privileged few. An increasing amount of the tran-
sition literature points to the problem of state capture as the root cause of
the divergence in countries' performances and transition paths (EBRD
1999; Aslund 1999a and 1999b; Bunce 1999; and World Bank 2000b).
Indeed, the speed and ability with which transition countries have imple-
mented market reforms and developed supporting institutions seem to
have been greatly conditioned by initial circumstances and the degree of
political capture of governments. 1" The clearest example is Russia, where
the early, chaotic stages of the transition allowed political power and
wealth to be concentrated in the hands of well-placed business elites,
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who have since exerted a powerful influence over the pace of reform,
blocking any progress that would erode their privileges. Much of the large
increase in inequality in Russia happened during these early stages of tran-
sition (box 4.4).

State capture thrives when concentrated economic interests confront a
weak state without sufficient accountability or control mechanisms. It has
its origins in the choice of political institutions at the start of transition-
a choice conditioned by both initial conditions and the nature of the exit
from communism. Political institutions-and the extent of political com-
petition in particular-influenced the susceptibility of different states to
capture, and thus the path of economic reform. The social costs of state
capture are huge: weakened investment and hence labor demand;
informalization of labor market activities; taxes and expenditures biased

Box 4.4 The Legacy of the Early Years: Partial Reform, State Capture, and
Inequality in Russia

Many economies in the former Soviet Union entered the transition with high levels of inequal-
ity. By 1992, for example, Russia already had an income Gini of 0.43-comparable to the
United States in 1997-and only 4 Gini percentage points lower than the income Gini in
Russia in 1999 (Commander, Tolstopiatenko, and Yemtsov 1999). Thus, much of the in-
crease in inequality in Russia had occurred by the time the reformers took charge. This initial
jump in inequality may be traced to partial and inconsistent reforms during the last years of
the Soviet Union, which created a myriad of rent-seeking opportunities and behaviors (Aslund
1999a). The individuals best-placed to take advantage of these rent-seeking opportunities on
a grand scale were state enterprise managers, in collaboration with well-placed government
officials and politicians-the same groups that had "owned" political and economic power
under the Soviet system. Firmly entrenched, these business elites were able to secure the
ownership and control of the most valuable assets and resources in the country. Not surpris-
ingly, this conditioned the pace and scope of further reform.

Aslund (1999a) identifies the following mechanisms for large-scale rent-seeking and pri-
vate enrichment in the initial stages of the transition: the granting of exclusive licenses on the
export of certain commodity goods; the privileged exploitation of arbitrage opportunities
between controlled domestic commodity prices and world prices; and privileged access to
subsidized credits from the Central Bank during hyperinflation. He estimates that jointly these
activities may have reported private gains on the order of nearly 80 percent of Russia's GDP
in 1992 alone. Easterly and Da Cunha (1994) estimate that credit emissions in Russia during
1992 totaled 33 percent of GDP, mostly in highly subsidized terms (nominal interest rates of
10 to 25 percent with average inflation exceeding 1000 percent). Like Aslund, they find that
the credits went to selected enterprises and financial conglomerates. The cost of these di-
rected credits was a huge inflation tax with significant distributional consequences: house-
holds and enterprises lacking the necessary political power suffered the most. The resulting
hyperinflation led to the demonetization of the Russian economy, the collapse of formal in-
comes, and widespread informalization of labor market activities and labor earnings. This
would set the stage for further increases in income inequality.
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Table 4.9 State Capture and Inequality

Independent variable (1) (2) (3) (4)

State capturea 0.724 0.522 0.476 0.213
(3.005) (2.441) (2.136) (1.427)

Reform indexb - - - 1.428
(1.998)

Initial freedomsc -2.449 -0.539 -0.898 -0.752
(-1.157) (-0.285) (-0.458) (-0.422)

Planningd - 0.485 0.378 0.170
(2.811) (1.748) (0.769)

Locatione - - -4.742 -3.451
(-0.829) (-0.660)

R-squared 0.397 0.601 0.623 0.705

N 20 20 20 20

Note The dependent variable is the Gini coefficient. Regressions of Gini were performed on a set
of independent variables for 24 countries. All regressions include a constant and a dummy for
the use of a consumption Gini when the income Gini is not available. T-statistics are in
parentheses.
a. The percentage of firms responding that capture activities have a significant influence on their
business.
b. A larger larger number means less reform.
c. The index of political rights and civil liberties at the start of the transition. Sourre: Freedom
House (1999).
d. Years under central planning.
e. The dummy for proximity to Western Europe.
Sources' Same as table 4.7.

toward the rich and politically powerful; declining quality of social ser-
vices; and underprovision of law and order. All of these costs affect the
poor more than the rich and are therefore associated with more unequal
outcomes.

The apparent association between state capture and high inequality is
illustrated in table 4.9, which presents simple regressions of the Gini coef-
ficient on measures of state capture and other initial condition variables.
A higher degree of state capture is correlated with higher inequality, even
when controlling for initial political freedoms, location, and years under
state planning. The last column of the table shows, however, that the ef-
fect of state capture is dominated by the importance of economic reforms.
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Notes

1. Standard household surveys in ECA, and especially in the FSU, are unable to
capture the incomes of the richest segments of society, and hence our measures of
inequality are most likely grossly underestimated.

2. A recent study of Georgia, for example, found that adjusting household
incomes for "unreported cash incomes" (to match reported cash consumption)
actually led to a decrease in the overall measures of inequality (World Bank 1999).

3. Some of the reported differences in income inequality measures in CSB coun-
tries and in the CIS could be attributable to differences in the recall period. Shorter
recall periods in the CIS, combined with higher income volatility, could cause
"measured" inequality to appear much higher than what you would obtain with
a longer recall period.

4. In Central and Eastern Europe and in the Baltic states, most of the inequal-
ity in labor earnings is associated with wages; in the Commonwealth of Indepen-
dent States, the bulk of inequality comes from self-employment earnings, reflect-
ing the dramatic collapse of wage shares.

5. The concentration coefficient of wages measures how evenly or unevenly
they are distributed. Negative values tell us it is progressive; a value of 0 means it
is neutral; and positive values indicate that it is inequality increasing.

6. Milanovic (1999) also finds that the increase in wage inequality accounted
for as much as a 15 to 24 point Gini increase in Latvia and Russia before and after
the transition. However, the post-transition finding is not fully consistent with the
results of Commander, Tolstopiatenko, and Yemtsov (1999).

7. McHale and Pankov (1999) also remark on this high apparent correlation.
The simple correlation coefficient is -0.8, while the regression coefficient (shown
in figure 4.7) equals -0.05 with a t-statistic of 5.481. The R-square for the regres-
sion is 0.64.

8. Inequality in Latin America is high in large part because of the prevalence of
self-employment (World Bank 2000b). The same is likely to be true for the CIS.

9. Garner and Terrell (1998) find a larger impact for transfers than taxes in the
Czech Republic, but conclude the reverse for Slovakia.

10. EBRD (1999) reveals that small firms are more than twice as likely to
report paying bribes frequently than large firms (37 percent compared with 16
percent), and that on average these bribes represent a much larger tax on their
revenues (5.4 percent compared with 2.8 percent).

11. Largely conditioned, in turn, by the extent to which countries were able to
break with their socialist past, and by the nature of the political transition (see
chapter 3).
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PART III

PUBLIC ACTION TO REDUCE POVERTY

W d idespread poverty in Europe and Central Asia need not be a
permanent phenomenon-even as it runs the risk of becoming
one. As evidenced by the experience of many other countries,

social and economic policies can go a long way to create opportunities,
reduce poverty, and bring about a more egalitarian society. But in order
for these policies to work, institutions must work well and must work in
the interests of all parts of society, including the poor. Politicians captured
by national elites or private interests have little incentive to act on behalf
of the public good, and they are unlikely to implement the policies that
will deliver better poverty outcomes. Indeed, it is hard to envision cap-
tured governments in much of the Commonwealth of Independent States
(CIS) undertaking the actions needed to fight poverty and reduce inequal-
ity, when many of those actions (such as fostering the deconcentration of
economic power through new entry and competition) may collide with
their own private interests. If they are to attack poverty at all, govern-
ments throughout the region must first function effectively and be ac-
countable and responsive to their broad electorates. Transition societies
need to have mechanisms to ensure that different groups can express their
preferences and demands in the political and social arena and that their
voice is heard. With these fundamental elements in place, governments -

and societies more broadly-will be better placed to design and imple-
ment a poverty strategy responsive to the needs of their citizenry.

Tackling state capture and building inclusive institutions are necessary
elements of any effective antipoverty strategy in the transition economies.
In all countries, even among the advanced reformers, there is scope to
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build more inclusive institutions and create better mechanisms for voice.
But the problem is particularly acute in the CIS, where efforts to restart
growth and make progress on the poverty agenda hinge on building ac-
countable and responsible governments. Captured states, however, are
unlikely to "correct" themselves. The pressure must come from nonstate
institutions and actors-from the development of civil society and of in-
clusive institutions at the national and community levels. Chapter 5 ad-
dresses the issue of state capture and outlines a multiprong strategy to
fight it. This strategy encompasses measures to increase the costs of state
capture to bureaucrats and politicians (stronger checks and balances, more
political competition, stronger oversight mechanisms and civil society); it
also includes measures, such as more economic competition and further
deregulation, to reduce the benefits to firms and individuals from engag-
ing in capture activities. The chapter also emphasizes the importance of
building civil society and inclusive community-based institutions-both
as a means to pressure governments to change and as instruments to com-
pensate for the limitations and failures of state institutions.

Institutional change alone, without progress on the economic policy
front, will not be sufficient to reduce poverty and inequality. Better-func-
tioning and more inclusive institutions will facilitate the implementation
of policies aimed at the broader public good, but even the best-intentioned
governments will need a well-thought-out and coherent strategy to deliver
improvements in living standards.

Broad-based growth that translates into new jobs and higher incomes
is a critical element of this strategy. Some countries are on the road to
growth, but prospects are more uncertain in others. And all countries,
even the advanced reformers, face the challenge of ensuring that growth
translates into new jobs and employment. Chapter 6 lays out the main
elements of a policy package that can underpin sustained growth and help
translate growth into jobs. Some elements of this package (such as re-
forms to reduce widespread economic rents and foster competition) will
be good for growth but will, in addition, facilitate institutional change
and reduce inequality. Other reforms (such as efforts to fight discrimina-
tion) will help to ensure that the benefits of growth are widely distributed.
Many of the transition countries still have highly distorted economies.
Indeed, in many instances there are no explicit tradeoffs between growth
and equity objectives; on the contrary, they tend to reinforce each other. In
other instances there may be tradeoffs, and policy choices must be navi-
gated with care. For example, in some of the countries in Central and
South Eastern Europe and the Baltics (CSB), the need to carry out fiscal
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adjustment must be addressed without compromising the demonstrated
effectiveness of the social safety net.

A second element in a strategy to fight poverty is building the capabili-
ties of the poor, to allow them to take advantage of new employment and
income-generating opportunities. The achievements of the education and
health systems during the socialist era are undeniable. Countries are faced
now with the challenge of reforming their systems to provide today's stu-
dents with the skills they need to adapt to the changing demands of mar-
ket-based economies. They are also faced with the challenge of providing
their rapidly aging populations with high-quality health care that both
households and the government can afford. The health and education sys-
tems have absorbed the large decline in financing that came with transi-
tion in ways that compromise quality and equity. Public sector salaries
and expenditures on inputs (such as heat, textbooks, and drugs) have been
downsized, but personnel and facilities have not. In this environment cor-
ruption has flourished as households have needed to make side payments
to public sector employees to obtain services. Much of the burden of fur-
nishing basic educational and health supplies has been de facto shifted to
households. Serious illness is dreaded by poor households, since for many
of them the costs of getting treatment are prohibitive. Chapter 7, on edu-
cation, and Chapter 8, on health, suggest that poor communities and poor
families are often the hardest hit by inadequate public spending and the
rise in under-the-table payments. Chapters 7 and 8 review the important
systemic reforms that are needed in each sector to ensure that the poor
have the capabilities to participate as full members of society.

The transition has magnified the risks faced by households. Much of
the security of the past was provided by guaranteed employment. This
guarantee is gone. Largely because of the enormous fiscal contraction,
programs that were intended to provide security and help people cope
with economic shocks have had difficulty meeting their objectives. Free
access to comprehensive health care has virtually disappeared in most coun-
tries. Under increasing stress, pension systems in some countries no longer
provide a secure future for the elderly. Chapter 9 discusses how govern-
ments have tried to address the needs of the growing number of poor
through expansion of social assistance programs, utility price compensa-
tion schemes, unemployment benefits, and pension reform. While many
programs have provided some degree of support to families at risk, the
sheer magnitude of the challenge has overwhelmed many countries' lim-
ited fiscal and administrative resources. Reform of pension programs is
well under way across the region; still unresolved, however, are the inher-
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ent difficulties of identifying the poor and providing them with meaning-
ful levels of social assistance while preserving work incentives.

Governments can play an active role in reducing inequality and en-
hancing the mobility of those at the bottom. While responding to societal
preferences, better distributional outcomes have been shown to have an
important positive impact on growth, on social cohesion, and on the func-
tioning of democracy. Governments may want to influence inequality sim-
ply because they believe in social justice and in maximizing social welfare.
Chapter 10 examines a set of policy options to affect the distribution of
income. Some of these are policies that are needed to restore growth, but
they also will have positive distributional effects. Others focus more di-
rectly on raising the income of those at the very bottom, essentially through
two channels. The first is through measures to increase their earnings po-
tential and remove barriers to their employment. The second is by rebuild-
ing the capacity of governments to deliver basic services and carry out an
effective fiscal policy, so that societies can achieve their distributional
objectives.



CHAPTER 5

Building Inclusive Institutions
for Poverty Alleviation and Development

In countries making the transition to a more market-oriented economy,
institutions have played a critical role in determining inequality and
poverty outcomes-arguably as important a role as that played by

economic factors. The weakness or strength of the institutional frame-
work has, in the first instance, conditioned the ability (and desire) of gov-
ernments throughout Europe and Central Asia to implement reforms for
the public good. In this regard it has largely determined the path of out-
put, incomes, and jobs. The institutional framework also has underpinned
the quality of governance in these economies, with large spillover effects
on growth, poverty, and distribution. Finally, the institutional framework
has influenced the extent to which different parts of society have had a
voice in the changes affecting them during the transition, and hence the
degree of inclusiveness of policies and the policymaking process.1

Efforts to reduce poverty must address its economic, institutional, and
political causes simultaneously. On the economic front, the key issue is
access to assets and opportunities (chapters 6, 7, and 8). On the political
and institutional front, the challenge is to ensure that state institutions
and the political process do not discriminate against the poor. Policymakers
must try to guarantee that the poor have recourse in the legal foundations
and political processes of the country, that they have voice at the local and
national levels, and that state institutions are responsive to all parts of
society, the poor included. As important as economic growth is to pov-
erty reduction, it cannot, by itself, alter the basic causes of persistent pov-
erty (access to assets, opportunities, and political power) unless these
institutional factors are also addressed.

183



184 MAKING TRANSITION WORK FOR EVERYONE

Making institutions and policies more inclusive of the poor is com-
plex, because the poor tend to have little political power, and their inter-
ests and needs may not be in line with those of more politically powerful
groups. However, much can be done to create a social and political envi-
ronment in which the advantages of pro-poor policies are widely accepted.
A first step to building inclusive institutions is to ensure that they are
representative of and accountable to of all parts of society, and most no-
tably to the middle class. Indeed, the experience in the West suggests that
a strong, informed middle class is at the core of effective, democratic, and
transparent institutions and that any sustainable social contract must have
the interests of the middle class at heart. To empower the middle class and
to empower the poor require the same key elements: respect for political
and civil liberties, respect for individual rights, and respect for all citizens'
rights to participate in and influence social and economic decisions. This
does not mean that a society with all these attributes will be strongly pro-
poor and have institutions that are inclusive of all groups. But such a
society will allow debate and expression of the society's preferences, and
it will create the preconditions for pro-poor policies and empowerment
to emerge.

In all countries of the region, there is scope to make institutions more
inclusive. Even in the most advanced reformers, such as Poland or Hun-
gary, the middle class has been shrinking as the polarization of incomes
has grown (Birdsall and others 2000). The strongest risk factor for these
economies is that high unemployment will lead to rising social exclusion
among the long-term unemployed, much as it has in Western Europe. Pro-
grams and institutions that can bring the long-term unemployed and other
disenfranchised groups back into social and economic life are thus urgently
needed. The advanced reformers also face a problem with groups that are
marginalized because of their ethnicity and consequently denied full and
equal participation in social, economic, and political life.2 The most no-
table example is the Roma population throughout Central Europe.

The challenge of inclusion is even larger in the Commonwealth of In-
dependent States (CIS), because of the hijacking of the national agenda
by powerful private interests at great social cost (chapter 3). The "cap-
ture" of the policymaking and legislative processes by special interests,
and the ensuing weakness and arbitrariness of institutions, are funda-
mentally at odds with the emergence of a strong middle class. The system
is, by definition, set up to create a polarization of society, a fundamental
divide between the "haves"-with access to economic and political
power-and the "have-nots." Such polarization provides a very unstable
and weak foundation for the development of an open, democratic, mar-
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ket-based society. Tackling this "capture" of the state by private interests
is of first priority if economic and political reforms are going to move
forward and bring benefits to broader parts of society. It is also an essen-
tial aspect of rebuilding the credibility of the state and the trust of the
broader population in the democratic process (box 5.1). This trust, in
turn, is crucial to fostering civil and political participation, and to build-
ing a fully functioning democratic system.

Tackling state capture is just a first step in making institutions in the
CIS more inclusive. It is a necessary but not sufficient condition for progress.
Even in mature democracies with well-functioning institutions and ac-
countable governments there are groups that are often voiceless and whose
interests figure little in public policy. These groups, the poor among them,
need a more direct voice in the interventions that affect them on a day-to-

Box 5.1 The Poor, Corruption, and Distrust

Corruption is one of the most visible manifestations of institutional weakness in transition
economies. It is a problem in all countries of the region, although Its extent and severity vary
from country to country. The crippling nature of the problem is evident in the large amount of
anecdotal and systematic evidence concerning the pervasiveness of corruption and bribery,
the perceived risks of investing in the transition economies, and the emergence of huge
disparities in wealth and incomes. Corruption has retarded growth, and it has affected the
poor in many damaging ways: it has reduced the level of social spending, forced the poor to
pay for even the most basic administrative and social public services, and constrained the
emergence of small-scale enterprises and activities. Corruption of public institutions and
authorities also has deepened the social exclusion of the poor, reinforcing their cynicism
toward their leaders and the political system (World Bank 2000a, b).

World Bank poverty assessments in Europe and Central Asia are full of references to state
corruption, government failure, and the poor's sense of abandonment by their leaders. Poor
individuals have little reason to believe that the state represents their interests, and they feel
hopeless, voiceless, and powerless. This feeds their alienation and disengagement from civil
society and political life. 'The state steals from us all the time," complained a person in the
Ukraine, "so deceiving the state Is not a sin" (Narayan 2000, 92). "They have been plundering
everything and eating so much that they cannot carry their own stomachs," a Latvian reported
(Narayan 2000, 82).

The poor often blame the government for their impoverishment and report widespread
corruption and helplessness. "Our leaders announced transition to new market relations and
then left us to the mercy of fate, not asking whether we were prepared to accept the transi-
tion,"lamented one Georgian (Narayan 2000, 79). In Georgia, poor farmers equate privatization
with theft and complain that the best land is distributed to those who work for the police,
courts, school directors, and business people. In Moldova poor people equate independence,
democracy, and the transition to market with lack of social justice. Workers on collective
farms report being cheated out of their share of grains and denied access to equipment by
those in control.

Source: World Bank (2000a. b).
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day level, as well as the ability to organize and influence the political
process. Actions are needed to bring down barriers-legal, political, and
social-that work against their participation in the market and in political
life. Institutions, however, are largely the outcome of the preferences and
demands of civil society. For institutions to be inclusive of the poor, civil
society itself must be inclusive. Customary practices, local and commu-
nity networks, and discrimination can often work against inclusion. Re-
moving this discrimination and managing ethnic and social divisions can
be an important part of reducing poverty.

Building Effective National Institutions

Inclusive state institutions are a necessary precondition to fighting pov-
erty in a sustainable way. But for state institutions to be inclusive, they
first have to be effective, accountable, and representative. This cannot
happen in a captured state. How can state capture be tackled? The key is
to address the underlying problems of institutional capacity and incen-
tives within the state, civil society, and the private sector.

State Capture and Administrative Corruption

World Bank (2000a) proposes a dual approach to the problem of corrup-
tion-namely, increasing the cost of state capture to politicians while simul-
taneously reducing the benefits from state capture to firms. This approach
rests on five building blocks discussed in this section: (1) increasing political
accountability; (2) strengthening institutional restraints within the state;
(3) strengthening civil society participation and media oversight; (4) creat-
ing a competitive private sector; and (5) reforming public sector management.

Needless to say, efforts to challenge the control and rents secured by
those who have captured the state will face stiff opposition. Those who
benefit from the system have little incentive to change it. Those who are
excluded may lack the political power and voice to demand change. The
result is a vicious circle-a low status equilibrium that is hard to break.
The pressure for change will have to come, in most cases, from nonstate
institutions and actors-reinforced, if needed, by pressure from external
sources. Therefore, it is important to build up civil society, empowering
groups and communities to actively defend their interests on the national
stage. This can strengthen the foundation for building trust and account-
ability from the bottom up. From the lessons of international experience
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in the fight against corruption and capture, we know that such progress is
possible even if slow (box 5.2).

Increasing political accountability. To make politicians more account-
able, governments must increase the transparency of the political process
and increase political competition. Transparency provides the public with
the information needed to monitor the state and make informed political
choices. It can be fostered by protecting the right of the public to observe
sessions in parliament, government, and the courts; by publishing the
voting records of parliamentarians, the minutes of government meetings,
and annual reports of government bodies; and by requiring public offi-
cials to disclose their income and assets and thus reveal conflicts of inter-
est. Latvian law, for example, requires state officials to declare their assets,
and it penalizes officials who cannot justify possession of assets in excess
of their normal sources of income. Besides increasing overall accountabil-
ity, increased transparency improves the likelihood that governments and
officials will respond to the demands of the poor. Regular publication in
the media of the transfer of social funds to specific districts, for example,
can allow monitoring of the use of funds by public users, foster account-
ability, and improve the delivery of public services. The poor are likely to
benefit the most from these reforms.

Box 5.2 Combatting Corruption and State Capture: Lessons from Intemational
Experience

Countries with very different governments have been successful In fighting corruption and
reducing state capture. Hong Kong and Singapore implemented strong measures against cor-
ruption in public service. A key element of both programs was meritocratic pay schemes to
create a professional civil service. These efforts were backed by fair and effective enforcement
agencies, and they were supported by programs focused on education and prevention. As a
result, both Hong Kong and Singapore have achieved dramatic reductions In public and private
corruption since the early 1980s. Another successful example is the United States. During the
late nineteenth and early twentieth centuries, gradual reform in the public sector reduced graft
and corruption. Reform of the public system in the United States started slowly at the federal
level, but it gained momentum as the beneficiaries of the reform process gained strength. Other
countries have experimented with more partial reforms. Mexico, for example, recently imple-
mented measures to improve its customs administration. It simplified procedures and improved
pay and monitoring. In Argentina a scandal led to changes in accounting practices and manage-
ment of the public reinsurance system. However, the sustainability of these partial reforms-as
opposed to that of more comprehensive reforms-remains to be proven.

Source. Rose-Ackerman (1999, chap. 11); and World Bank (2000a).
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Political competition limits the ability of any single powerful group to
capture the state. It increases the likelihood that corruption will be checked
by competing parties and punished by the electorate. In mature political
systems, political parties constitute an important channel for broad con-
stituencies to express their demands to political leaders. As an instrument
of voice, political parties can be especially valuable for the disenfranchised
and the poor, who have few other means of making their voices heard in
national politics. Case studies from other countries suggest that political
participation by all segments of society can increase distributional equity
and improve social outcomes in education and health (Dreze and Sen 1996).
Broad-based political parties are gaining credibility in Central and South
Eastern Europe and the Baltics (CSB), but in many other transition econo-
mies they lack transparency and are only weakly representative of broad
constituencies. This exacerbates politicians' dependence on powerful firms
and financial interests.

Strengthening institutional restraints within the state. Under socialism
economic, political, bureaucratic, and social power were fused. Transi-
tion involves the separation of the state from the economy and society,
and the creation of independent legislative, executive, and judiciary func-
tions. Yet the extent of separation of powers varies significantly by coun-
try. Legislatures and the judiciary in Central Europe and the Baltics have
made great progress in establishing their independence from the execu-
tive branch of government and in strengthening their oversight function.
Throughout the Commonwealth of Independent States, however, the leg-
islative and judicial branches remain subject to the influences of powerful
lobbies and the executive. Strengthening checks and balances in the sys-
tem requires reinforcement of the horizontal separation between the leg-
islative, executive, and judicial branches. This, in turn, will promote their
transformation into legitimate and competent state institutions.

The first institutional priority is to build an independent and effective
judiciary that can curb the arbitrary exercise of power by the state. Judi-
cial independence, however, must not come at the expense of accountabil-
ity. Monitoring mechanisms, such as the publication of trial records and
judicial decisions, can help build this accountability and transparency.
Objective selection criteria and high standards of qualification for judicial
appointments, as in Georgia, will improve professionalism. Private law-
yers can play an important role in curbing judicial corruption by acting as
intermediaries between judges and litigants. The monitoring and enforce-
ment of ethical and professional behavior in the legal arena also can be
strengthened by the creation of associations that set and monitor stan-
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dards of legal practice. In addition, the development of a system of con-
sumer protection can advance the goal of an independent and effective
judiciary.

A second priority is a strong legislature with well-defined oversight
functions of other branches (as in much of central Europe). Mandatory
disclosure of government documents, committees to audit public accounts,
and mechanisms to sanction governments can strengthen this oversight
function. Creating and strengthening independent watchdog institutions
can also help build checks and balances. One good example of this is
Poland's Supreme Audit Chamber, which investigates and publishes reports
on abuses in procurement, management of public assets, and other diver-
sions of public funds. Another key requirement is increasing the indepen-
dence, effectiveness, and professionalism of law enforcement agencies.

Government decisions are less prone to corruption when they are based
on clear and transparent administrative procedures rather than on the
discretion of government bureaucrats. These procedures protect the rights
of citizens by guaranteeing appropriate participation in government deci-
sions by affected parties, as well as the right and availability of recourse.
In an attempt to strengthen public administration and protect the rights of
citizens, some transition countries (mainly in CSB) are developing their
administrative procedures. Latvia, for example, is introducing legislation
to set up a system of administrative courts dedicated to the adjudication
of disputes between citizens and the state. Although these courts represent
a large financial commitment, the Latvian government believes they are
essential to the efficiency and credibility of government decisionmaking
(World Bank 2000a).

Actions to lessen state capture and administrative corruption have a
direct impact on the lives of the poor, who are often the most vulnerable
to the arbitrary use of power. Police harassment, lawlessness, and violence
deeply affect the daily lives of the poor. Hence, they have the most to gain
from well-functioning legal and judicial systems and professional law en-
forcement (box 5.3).

Strengthening civil society participation and media oversight. Once a state
is captured, the fusion of economic and political forces makes any reform
difficult. It is hard for a captured and corrupt state to "correct" itself. Pres-
sure must come from civil society and nonstate organizations-citizens
groups, nongovernmental organizations, trade unions, religious organiza-
tions-and from the media. Under communism, however, civil society did
not exist or was severely repressed. There were exceptions, such as a strong
trade union movement in Poland and civic associations in other Central
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Box 5.3 Lawlessness and the Poor

We feel absolutely insecure. The police are corrupt: if they catch a villain, they let him
walk; only those who can't give them anything are sent to prison. (Kalaijdhzi, Bulgaria)

It's the kind of police you have no hope of ever reaching. The police are for those at the
top. (Yekaterinberg, Russia)

In interviews Georgian entrepreneurs have stressed their need for a protector or krysha,
which literally means "roof" in Russian. Such a person was said to be essential if an entre-
preneur wanted to have good relations with important figures in the police force. The "protec-
tor" could publicize the fact of this relationships to protect the entrepreneur against unforeseen
"accidents."

Source: World Bank (2000b); on Georgian entrepreneurs, Dudwick (1999).

European countries, but these were not the norm. Even today, nongov-
ernmental organizations (NGOs) in many transition economies remain
closely tied to state institutions or to political and economic interests.

Recently, there has been a timid emergence of civil society activism in
the transition countries, much of it focusing on corruption. To raise public
awareness, many organizations have made use of country surveys on cor-
ruption as well as service delivery surveys. Public dissemination of this
information has helped raise the electorate's awareness of the problem.
One example of civil society activism is the People's Voice Program in
Ukraine, which aims to build integrity at the municipal level by strength-
ening the voice of citizens' groups demanding better governance and ser-
vice provision. This organization gathers information on problems
associated with major public services. The information is then used to
pressure local leaders to improve service delivery (World Bank 2000a).

The free functioning of nongovernmental organizations is necessary
for a vibrant civil society, which can then influence the behavior of gov-
ernments. The state must remove legal and other barriers to forming as-
sociations and provide an administrative and judicial framework that
supports them. For example, Georgia's open and liberal policy toward
NGOs makes it less cumbersome to obtain information on an NGO in
Georgia than in neighboring countries. As a result, a number of civil soci-
ety organizations have emerged since independence and are carrying out
effective advocacy and monitoring work. These organizations are espe-
cially important in Georgia because of its weak institutional environment.
They have played a crucial role in articulating and publicizing abuses of
power and instances of corruption (World Bank 1999b). However, in some
CIS countries-most notably those of Central Asia-nongovernmental
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organizations still face considerable restrictions as well as lingering state
pressure.

Although civil society and the media can powerfully influence public
officials, their roles are likely to be enhanced by a constructive state policy.
For example, in 1998 an NGO in the Slovak Republic drafted the first
version of the National Program for the Fight against Corruption, and it
has regularly been invited by the government to monitor procurements
and other state decisions. Governments that approach NGOs as partners
rather than as enemies can spur productive results.

By uncovering abuses, a free media can be instrumental in checking the
level of corruption and capture of the state by special interests. Since the
fall of socialism, the media in many countries in Europe and Central Asia
have become vocal critics of corruption. Although most countries in the
region have a free and open press, its impact is weakened by lingering
state controls, conflicts of interest generated by nontransparent owner-
ship arrangements, and corruption in the press itself. In many transition
countries, media organizations remain closely linked to (and often owned
and funded by) the state, or they have been captured by powerful eco-
nomic interests. Libel laws and intimidation can effectively constrain
whistleblowers. In authoritarian parts of the region, state pressure and
censorship often prevail.

A policy of openness, formalized in laws guaranteeing free access to
information, is critical to strengthening the media's oversight function.
Also important are efforts to professionalize journalism and to create a
culture of "truth in reporting." Competition and policies to facilitate, rather
than hinder, entry into the media market (including foreign entry) can
reduce conflicts of interests and improve governance within the media.

Greater civil liberties, a freer press, and a stronger civil society are es-
sential to building effective state institutions; they also have a direct posi-
tive impact on the fight against poverty. By bringing attention to the plight
of the poor and fostering public debate, these measures can build social
consensus on ways to combat poverty. They promote the formation of
shared values, increase social solidarity, and pressure governments to re-
spond to social needs.

Creating a competitive private sector. Reforms to improve the account-
ability of politicians and bureaucrats are critical to reducing corruption
and state capture. However, it is also important to lessen the incentives
that induce the private sector to engage in such capture activities. This
requires dissolving the concentration of economic interests that has emerged
during the transition. By lowering barriers to entry and requiring com-



192 MAKING TRANSITION WORK FOR EVERYONE

petitive restructuring, ECA governments can foster competition, reduce
arbitrary rents, and nurture a private sector that alleviates poverty rather
than worsens it. Parallel regulatory reform will reduce the ability of the
state to extort bribes by decreasing the number and complexity of regula-
tions and bureaucratic discretion. On positive example is Hungary, which
has improved the quality of its regulations and eliminated many unneces-
sary ones. Although regulatory requirements are still substantial (nearly
two-thirds of all firms must obtain licenses to operate), Hungary ranks
first out of 20 transition countries in the Governance Index of the Euro-
pean Bank for Reconstruction and Development (World Bank 2000a).

Competition can also be facilitated by financial disclosure requirements,
efficient registries, and supervision of monopolistic sectors by indepen-
dent regulatory bodies. It is also important to redirect into legal channels
the means by which firms seek to influence the state and the legislative
process. Collective forms of interest representation-business associations,
trade unions, and political parties-should be encouraged in this context.

In addition to reducing corruption, these measures can directly im-
prove the income-generating opportunities of the poor. Barriers to entry
and other regulatory hurdles are particularly harmful to the development
of the small enterprise sector. Corruption itself represents a highly regres-
sive tax on small businesses. Small enterprises in the region pay, on aver-
age, 5.4 percent of their revenues in bribes, compared with the 2.8 percent
paid by large firms. They also face bribe demands more than twice as
frequently as large firms do. Micro-enterprises-which represent an im-
portant source of employment and income for the poor-are particularly
vulnerable to bribes in their interactions with the state. Thus, measures to
reduce regulatory requirements, decrease barriers to entry, and stimulate
competition in concentrated sectors can have useful spillover effects on
the poor, and they can stimulate new small-scale activities in the private
sector (EBRD 1999).

Reforming the public sector. A final key element in the strategy to re-
duce administrative corruption is an effective public administration-a
true public service in which public officials can be relied upon to do their
jobs well. What are the key elements of public sector reform? Meritocratic
recruitment and promotion linked to performance are the most important
structural features for improving bureaucratic performance. Where fea-
sible, it can be useful to establish an independent body to oversee the civil
service. This is currently happening in Poland, Latvia, and Kazakhstan.
Low salary levels contribute to poor performance and encourage corrup-
tion. Therefore, ECA governments should endeavor to increase civil ser-
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vice salaries, link them to skill and performance, and monetize the exten-
sive nonsalary benefits that now provide scope for corruption. Another
important element is accountability in service delivery (especially in edu-
cation and health). In Armenia, Latvia, and Albania, credible civil-society
groups have initiated user surveys of service delivery, and they periodi-
cally publish their findings. This builds a culture of service delivery and
accountability, with a large potential impact on those most dependent on
public service provision-namely, the poor.

Also important are actions to improve fiscal management and adminis-
tration, including measures to increase transparency in the budget pro-
cess, provide transparent and comprehensive treasury operations, introduce
competitive public procurement, and strengthen accounting and auditing.
Tax and customs reform can be an important contributor to lowering
corruption, while increasing much-needed state revenues. Reforms to sim-
plify tax policy and eliminate discretionary exemptions can help lower
corruption. Also important are the professionalization of staff, standard-
ization of forms and procedures, and use of transparent systems such as
computerized risk analysis at the borders. The key is to eliminate one-on-
one contact between taxpayers and officials and ensure that operating
and management systems are efficient and easily monitored, including
through periodic taxpayer surveys.

Administrative corruption can be profoundly damaging to the level
and quality of service delivery across sectors. It is often rooted in dis-
torted policies, as evidenced in the energy and health sectors. Corruption
is at the core of low collections and poor service delivery of electricity in
many CIS countries, with negative spillover effects for growth, the emer-
gence of a private sector, and ultimately poverty. Similarly, the absence of
adequate governance, oversight, and monitoring has made the health sec-
tor fertile ground for corruption. The results are pervasive informal pay-
ments and a rationing of services to those who cannot pay. The effects of
corruption in both energy and health appear to be very regressive, since
the poor are the least able to make informal payments or to make formal
payments for alternative services- for example, alternative sources of
energy (Lovei 2000). Therefore, it is the poor who suffer the most from
rationing of services.3

The voice of the poor: silent or heard? The quality of governance and
democracy, the rule of law, and the efficacy of public administration influ-
ence the extent to which state institutions serve the poor. But their actual
impact on poverty depends on how effectively they translate into empower-
ment of the poor at the micro level. Even in states with political and civil
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liberties and governments that are neither captured nor corrupt, the poor
are often voiceless and their interests figure little in public policy.

Pluralistic and representative governments may not meet the needs of
the poor for many reasons. The poor may not participate in the political
process. They may lack information on the details and consequences of
policy measures, and the time to follow up on issues. They are less able
than the nonpoor to hold the elected officials accountable for their elec-
toral promises. They also lack the necessary personal contacts, money,
and time to pursue broad political goals. In addition, the poor may not
have effective vehicles for organization. Sometimes the poor take little
part in politics because participation seems futile or irrelevant to their
primary concerns, or because they have little confidence about their abil-
ity to influence the government. In the words of one Armenian man, "People
place their hopes in God, since the government is no longer involved in
such matters" (Narayan and others 2000, 79). Other characteristics of the
poor make collective action difficult. They are often geographically dis-
persed and socially heterogeneous, or feel isolated and ashamed. Or they
may be excluded from political and economic processes by ethnicity and
other identities.

What can be done to increase the voice of the poor in Europe and
Central Asia? Empowerment-ensuring that the poor know their rights,
have mechanisms to express them, and regain their trust in state institu-
tions-is a good place to begin. Disseminating information on poverty,
promoting public debate on poverty, fostering community participation,
and building political support for pro-poor actions and coalitions are ways
to increase the voice of the poor. Decentralization can put public officials
in closer touch with the issues of greatest salience to local populations
and give the poor more opportunities for expressing their concerns. Mea-
sures to build the social capital of the poor can play an important role, as
well as efforts to foster the growth of pro-poor grassroots organizations.
The state can facilitate interactions between local administrations and
communities by reducing obstacles to community action and by encour-
aging greater collaboration between communities and local governments.
These initiatives can have substantial political payoffs for governments
by increasing legitimacy and popular support.

In creating political support for actions to help the poor, the state has a
crucial part. From the state's point of view, bringing poor people into the
mainstream is not only beneficial for overall social welfare; it also can
improve political stability, make the investment climate more attractive,
increase investment in education and human capital, build social cohe-
sion, and induce growth. The well-being of poor people is of direct con-
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cern to the interests of the nonpoor. One distinct motivation for pro-poor
action among the nonpoor worldwide is reduced crime and violence. A
second, often-cited motivation is to prevent mass migration to urban cen-
ters and the ensuing problems of growing slums and heightened demands
on already-stretched urban services. The nonpoor also have a strong in-
terest in public health: in the context of communicable diseases, such as
tuberculosis, it is impossible for any group to isolate itself completely
from contagion. Poor people can be especially vulnerable to communi-
cable diseases because they are undernourished and live in environments
with greater exposure to infection (Moore and Putzel 1999).

Although the interests of the poor and the nonpoor are intertwined in
these ways, the nonpoor do not always perceive the advantages of pro-
poor action. Governments can do much to enhance the perceived com-
mon interests between the poor and nonpoor and to build political support
for public action against poverty. Key to this is introducing into the pub-
lic debate the notion that poverty reduction is a public good and will
further the well-being of the nonpoor.

Building Inclusive Community-Based Institutions

Well-functioning states and accountable institutions are necessary for sus-
tainable economic and social development. Yet one cannot assume that
states will move in this direction without pressure from nonstate institu-
tions and actors, or even from actors outside the given country. Countries
in line for accession to the European Union hope accession will open to
them many opportunities. Their desire to be part of the European Union
has been a powerful catalyst for political leaders to push through broad-
ranging institutional and policy reform. Of course, the Czech Republic,
Estonia, Hungary, Poland, and Slovenia, because of country-specific ad-
vantages of history and location, have found it easier than other countries
to meet the European Union half way. For many of the CIS countries, or
the conflict-ridden countries of South Eastern Europe, state institutions
are not coping well with the new demands.

Given how hard it is to change state-level institutions, building account-
able and inclusive institutions at the local level can be a first step toward
systemic change. Empowerment of the community takes on particular im-
portance in Europe and Central Asia because the centralized and authori-
tarian socialist regimes had a devastating impact on "community" and
"society." Depending on the length of time they maintained power, as well
as the strength of pre-existing and countervailing institutions, socialist
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states significantly disempowered civil society by directly punishing au-
tonomous initiatives. The destruction of civil society and traditional bases
of community cohesion, together with the strong centralization of power,
have, in a sense, provided the program for the rebuilding of more inclu-
sive polities. In order to transform subjects back into citizens, govern-
ments may have to reconstruct and empower civil society, construct new
bases for community and social cohesion, and decentralize government
institutions.

Decentralization

Proponents of decentralization sing its praises. Particularly in the top-down,
less-participatory ECA countries, decentralization, they say, will allow local
governments to respond to local needs more effectively. It will place power
and resources at a level closer to ordinary citizens, giving them new op-
portunities to participate in decisionmaking. Proponents differ, however
regarding the prerequisites essential to achieve these ends. Some argue
that pre-existing traditions and channels for citizen participation are the
key to successful decentralization, while others point to high levels of com-
munity cohesion and the ability to work together (often referred to as
social capital). The presence of NGOs and other citizen groups may be an
indicator of citizen participation, although such organizations can exclude
segments of the citizenry. Proponents of decentralization believe it can
stimulate demand for mechanisms through which people can voice their
preferences. Where low levels of trust and cohesion limit interchange be-
tween citizens and their local governments, decentralization can be de-
signed to build up participation around specific issues or projects.

Policymakers are now inclined to take a more careful look at decen-
tralization. While decentralization can make the state more responsive to
needs at the local level and stimulate participation, it also can do more
harm than good if adequate support, structures, and accountability mecha-
nisms are not in place. Where the accountability and the infrastructure of
subnational governments are weak, decentralization can increase corrup-
tion and reduce access to basic social services as well as their quality. This
has happened in parts of Central Asia, the South Caucasus, and the Baltics.
When local-level power structures are themselves highly unequal, decen-
tralization can increase exclusion and hurt the poor. Despite these cau-
tions, the tendency in Europe and Central Asia has been to push for greater
decentralization.
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Civil Society: Model and Theory

Although one immediate aim of decentralization is to make government
more accountable and responsible to citizens, this aim is often construed
as part of the broader objective of strengthening civil society. Defined as a
sphere of activity and discourse that mediates between individuals and
families, civil society includes far more than NGOs and advocacy groups.
It runs a broad gamut of formal and informal organizations and associa-
tions that exist outside the state-unions, professional and business asso-
ciations, ethnic associations, religious organizations, student groups,
cultural organizations, sports clubs, and informal community groups (box
5.4). Civil society and the state exist in a complicated, mutually depen-
dent relationship, since actors need the protection of an institutionalized
legal order to guard their autonomy and freedom of action.

Despite the current emphasis on rebuilding civil society in Europe and
Central Asia, political theorists do not agree on the answer to this ques-
tion: does civil society precede, follow, or accompany the development of
political democracy? In any case, they warn that neither political democ-
racy nor civil society ensures the existence of the other; rather, civil society
requires institutional change in social and political systems, as well as a

Box 5.4 Civil Society Organizations

Civil society organizations, particularly the subset known as nongovernmental organizations,
play a significant role in many domains of public life, including the provision of public ser-
vices in partnership with government. Civil society in the Commonwealth of Independent
States (particularly in Uzbekistan and Turkmenistan) has been subject to much greater pres-
sure than in Central and South Eastern Europe and the Baltics. The legal and legislative frame-
work, complex registration laws conditioned by state distrust of citizens' organizations, and
pervasive poverty that allows little time for voluntarism have impeded the growth of this
sector. Many trade unions and business organizations in CIS countries, unlike CSB countries,
remain under state control and cannot be considered part of civil society.

Although some nongovernmental organizations were formed to promote certain issues
or to advance the interests of members, many were created in response to the demands of
donors for "grassroots" partners. As in CSB countries, these organizations tend to be loosely
organized, not very accountable to their membership, and even less accountable to the do-
nors with which they often work. Working with donors has improved NGOs in many respects,
but some have become overextended because of donors' attempts to broaden their constitu-
encies and beneficiaries to scales required by major projects. Generous funding and specific
requirements have made some civil society organizations dependent on donors and less
sustainable.



198 MAKING TRANSITION WORK FOR EVERYONE

culture that legitimizes organized collective activity beyond family or eth-
nic bonds (Holm 1996). Even though in some countries (especially in Cen-
tral Europe) the mobilization of civil society helped topple the socialist
system, that civil society has remained undeveloped in postsocialist states
with their weak and disorganized political institutions. Its development
has been hindered by widespread cynicism about public authority and
politics, and a tradition of alienation, which for many decades functioned
as a mode of resistance to oppressive state authorities (Diamond 1994;
Fish 1994).

Nevertheless, civil society programs and activities-religious, political,
business-oriented, and labor-oriented-mushroomed during the 1990s in
the ECA region, particularly in Central Europe and some CIS capitals.
What explains this activism? Some argue that the population sought to
create and use formal and informal organizations and groups as a viable
alternative to oppressive, inefficient, and narrowly defined state institu-
tions and organizations. Thus far, however, many of these new organiza-
tions tend to be poorly funded, local, and " underinstitutionalized" because
of their creators' continuing aversion to formal procedures. Generous tax
incentives or lack of regulation have produced numerous foundations, many
of which have turned out to be tax shelters for businesses. In the more
authoritarian countries of the region, civil society organizations still oper-
ate under heavy pressure and are periodically closed down.

Civil Society and Social Cohesion

Another necessary ingredient for effective community-level institutions is
"social capital." The civic culture model of social capital stresses shared norms,
values, and generalized trust; the social structural model stresses social net-
works, which can be analyzed from the individual, group, community, or
even transnational perspective. These networks are a means of accessing
resources. The social network's position within a specific socioeconomic con-
text limits or facilitates its access to resources (Foley and Edwards 1999).

Using the social structural definition of social capital, we can say that
while the socialist state crushed civil society, it did not destroy social capi-
tal, but rather provided different bases for it. Indeed, the need to cope
with the pervasive economy of shortages strengthened many social net-
works and forced people to rely heavily on social capital (particularly in
the absence of literal capital). The challenge for creating inclusive commu-
nities is to provide a "bridging mechanism" that can link individuals, house-
holds, groups, associations, and networks with each other, thereby reducing
the schisms and gaps that hinder the development of real communities.
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Community-Level Institutions in the Absence of Communities

The strategy of rebuilding community-level institutions appears promis-
ing, but it rests on the premise that identifiable and viable communities
already exist. In fact, the existence of communities in transition econo-
mies is questionable given the deliberate and often heavy-handed attempts
by the state to crush local identities and solidarities. Numerous qualitative
studies undertaken in ECA countries suggest that while people are mem-
bers of many intersecting and locally based social networks (of work col-
leagues, neighbors, and kin), few identify with an abstract "community"
or demonstrate much commitment to furthering the good of this commu-
nity. In fact, many people view with deep suspicion appeals to support the
"collective good." Moreover, the rapid socioeconomic stratification in the
past ten years ruptured many of the social networks that linked people
within geographic settlements. To the extent that such strong networks
remain, they may or may not rely on identification with a neighborhood
or village. Those trying to rebuild community institutions cannot take for
granted that people living together perceive themselves as part of a com-
munity of common interests.

In a fascinating case study of Northern Albania, Douglas Saltmarshe
(2000) explains how exclusivist, kin-based networks can provide social
capital for their members but work against the construction of a commu-
nity that can act effectively on its own behalf. His study compares two
villages, which we will call Gura and Malaj. The residents of Gura were
dominated by five fis (the extended families so important to Albanians'
traditional social structure); only occasionally did the residents cooperate
across kin lines to achieve immediate aims (such as pooling money to
repair a burned out electrical transformer). The population in Malaj was
more homogeneous than in Gura. Neighborhood alliances dominated in
Malaj, and they laid the basis for a community-wide, corporate identity to
emerge. The council successfully lobbied higher levels of government for
resources. Malaj's ability to shed traditional norms allowed it to develop
more responsive and effective local-level institutions.

Positive Examples of Local-Level Institutions

Because of the inadequacies of national-level institutions in Europe and
Central Asia, local-level institutions have taken on more importance. Even
in the most authoritarian and war-torn countries in the region, communi-
ties (whether defined in terms of shared interests or common locale) have
assumed functions and services previously provided by the state. The greater
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ability of communities and groups to take initiative and collaborate is an
aspect of the development of civil society in the postsocialist states. Case
studies from a handful of countries suggest the variety of ways in which
nonstate or local-level institutions have been able to act autonomously.

In Tajikistan, despite the absence of a stable or supportive state frame-
work, people have managed to act together on their own behalf through
long-standing institutions such as the mosque or through shared practical
needs (supported by assistance from an international donor). The
government's tolerance of greater religious freedom during the brief pe-
riod between independence and civil war allowed Islamic institutions to
grow. During the war, mosques suffered less damage than did other build-
ings, in part because of their more durable brick construction, in part
because they were spared as symbols sacred to both warring parties. As a
result, the mosques were able to serve as shelters in war-affected areas. In
addition, Islamic institutions from abroad channeled assistance through
local Islamic institutions, a much-needed conduit for assistance
(Schoeberlein-Engel 1997).

Nonstate Rural Institutions

Another form of community development focuses on building communi-
ties of interest. In rural areas these have often taken the form of farmers'
organizations or water users' associations. An apparently successful ex-
ample is provided by the Leninsky District Farmers' Association (LDFA)
in Tajikistan. Shortly after privatization, this association was formed with
the assistance of the international relief organization CARE. The local
hakim (mayor) supported its creation because he saw it as a means of
better controlling taxation.

During the privatization process, the hakim and former collective farm
chairman managed to acquire very large landholdings that they leased to
farmers under extremely disadvantageous conditions. Because there were
no minimum landholding requirements, the largest landholders dominated
the LDFA board, and the hakim made most decisions. Farmers received
$100 worth of seed and inputs, which they had to pay back 30 percent in
cash or kind. Large landholders did not repay their credits, because the
board of directors accepted all petitions for debt forgiveness from the land-
holders who constituted the hakim's network. Small farmers, on the other
hand, repaid a far greater percentage of their debt than did the elite. Be-
cause of the provision of quality seeds and fertilizer, yields of most crops
dramatically increased. During the second year of operation, the LDFA
enlisted more households that were poor and headed by a female, and it
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set a 15-hectare maximum landholding for members. It then required 70
percent repayment in cash, not kind, stopped accepting petitions for
nonrepayment, and disqualified many large farms from receiving further
credit due to their failure to repay previous credits. CARE targeted further
credits at small landholders (1.5 to 5 hectares). By the third year the LDFA
had grown from 650 to 1,500 members. CARE then introduced mini-
associations, redrafting the bylaws to favor more participation by mem-
bers. Despite the hakim's heavy-handed attempt to subvert the secret
balloting, farmers resisted and managed to elect the leaders whom they
desired. The LDFA has since taken over control of local-level irrigation
networks. Because of striking increases in productivity, farmers in adja-
cent districts have expressed interest in establishing a similar farmers'
association.4

Water-user associations (WUAs) in Albania exemplify how donors' in-
tensive involvement and farmers' strong self-interest can enable farmers
to solve their own problems despite a weak state and extreme distrust of
the public sector by the general public. A Bank-led project originally set a
modest target of developing small, village-based water-user associations
to manage tertiary canals. Within a year the farmers overcame their initial
resistance to working across villages and decided to consolidate for greater
efficiency into larger, hydraulic-based associations. The farmers demanded
financial autonomy and more responsibility because they did not want to
depend on the unreliable services of the state's water enterprises. In 1996,
150 Albanian representatives of WUAs went on study tours to Turkey and
Italy. When they returned they transformed their water-user associations
into larger, hydraulic-based groups and started taking over responsibility
for secondary canals. After the 1997 turmoil that followed collapse of the
pyramid schemes, it became apparent that the state's water enterprises
could not manage the primary irrigation facilities. It is now not only the
farmers' preference but also the government's policy to transfer all irriga-
tion management to local water-user associations and to the recently
formed Federation of Water-User Associations. In addition to contribut-
ing to higher rural incomes, WUAs have fostered more community-based
cooperation.

As in any new community organization, subversion is a danger. Water-
user associations tend to be dominated by large farmers, thereby exclud-
ing the poorest farmers. Conflicts have arisen regarding equity, since
upstream villages are able to receive more water than downstream vil-
lages get. The project has begun to address these issues. Presidents of the
Federation of Water-User Associations are now elected from the less
advantaged villages or through a rotation system. The challenges facing
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these associations in Albania include improving responsiveness to mem-
bers' common needs, building trust between members, and increasing the
water users' sense of ownership.5

Examples of Municipal Reform

Obninsk, a city of 110,000 people a few hours drive from Moscow, has
declared itself an experimental city. With help from Eurasia Foundation
grants, Obninsk has sought to improve and develop links between au-
thorities and citizens to increase participation in municipal decisionmaking
and to fight corruption. The city administration now puts the draft budget
on its internet web site (www.obninsk.ru), along with the previous year's
budget (including taxes, revenues, and expenses), to encourage comments
from the community. It is procuring public goods over the internet on a
pilot basis, and community members can use the computer terminals at
city hall to check up on such information. A former mayor of Obninsk and a
champion of governance reform at the city level is now a provincial legisla-
tor working with other legislators to reform province administration. Other
civic leaders from Obninsk are beginning to work with counterparts else-
where in Russia to provide assistance in governance reform.

Another example of municipal reform comes from Romania. Roma-
nians have long viewed their local governments as unresponsive. This im-
age was reinforced by guard cages at building entrances, where uniformed
guards regulated who could enter. In 1995 the elected leadership of lalomita
County (population 380,000) made the decision to establish a citizens'
information center to provide information about country services and to
encourage citizens' participation in community services. The center is the
first handicapped-accessible facility in a local government office in Ro-
mania. It provides printed brochures about the areas of responsibility and
functions of local councils and governments, as well as material from lo-
cal NGOs and other local governments. The center averages about 25
requests a day for information. Impressed by lalomita County's center
the mayor of Bucharest has begun to develop a similar one.

Community-Building Interventions: Do They Work?

As we have seen, nonstate institutions can be efficient. They also can be
highly exclusive and dysfunctional when local elites capture the benefits
or powerful local networks subvert broad participation.
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Many donor-aided efforts to rebuild communities have attempted to
build on indigenous neighborhood institutions, such as the Central Asian
mahalla (neighborhood). This traditional institution has become the basic
organ of local self-governance. Usually, a respected member of the mahalla
is elected the chairman. In urban areas a mahalla committee governs 350
to 400 households, although in rural areas the mahalla may be the entire
settlement. The mahalla committee usually includes two paid positions
(one is an elected chairman). This election usually follows the recommen-
dation of the hokimiyat (mayor's office) and his secretary (and therefore
may be subject to political capture).

Among its other responsibilities, the committee allocates and distrib-
utes subsidies and social assistance to poor families, and it decides, in
conjunction with village council and collective farm leaders, the alloca-
tion of household plots. The committee gives legal advice, settles family
disputes, and occasionally provides material aid in addition to govern-
ment assistance. Donor organizations have found the mahalla committees
to be a useful intermediary close to the community. However, the more
state and donor money that is channeled through the mahallas, the greater
the danger of coopting them. The mahalla leadership has been accused of
corruption and rent-seeking, which highlights the dangers of promoting
apparently indigenous but no less exclusionary forms of "community." To
prevent local-level or nonstate institutions from reinforcing exclusionary
norms and behaviors, policymakers must provide incentives for these com-
munity-based institutions to become inclusive.

Reconstructing and empowering civil society, and constructing new bases
for community and social cohesion, will not be fast or straightforward.
But these are essential foundations for the creation of inclusive and ac-
countable institutions at the local, national, and state levels- institutions
that serve the broad interests of society, including those of the poor.

Notes

1. This chapter draws heavily on World Bank (2000a,b).
2. This is very much the same problem that exists in richer and more estab-

lished market economies, such as the United States, where groups of the popula-
tion also suffer from social exclusion.

3. The discussion of the LDFA is based on an interview in November 1999 by
Mike Thurman.
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4. The discussion of the water-user associations in Albania is based on an
interview with the task manager, Toru Konishi, World Bank, Europe and Central
Asia Region, carried out by Evelin Lehis.
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CHAPTER 6

Expanding Opportunities
through Growth

G iven the exceptional collapse in output and household incomes
in transition economies, prospects for reducing poverty depend
critically on the resurgence of robust, stable, and equitable

growth. Growth is a necessary condition in order to provide income-earn-
ing opportunities for households, thereby enabling them to improve their
incomes and living standards. This is as true for the transition economies
as it is for other countries.1 Moreover, without the increase in the size of
the national income and of the fiscal resources available, governments
will find it difficult to finance the required investments in social, human,
and physical capital, or the redistributive polices needed to protect the
poorest.

What Can Governments of Transition Countries
Do to Promote Growth?

The size and role of government in transition economies have diminished,
but government continues to play a critical role in fostering the develop-
ment of policies and institutions that would do the most to spur growth.
The resurgence of growth in many of the countries in Central and South
Eastern Europe and the Baltics (CSB) has already shown that this is pos-
sible. At the same time experience from some of the countries in the Com-
monwealth of Independent States (CIS) has demonstrated that bad
government policies and inadequate institutional arrangements can also
make things worse. Partial reforms that permit a greater capture of the
state by oligarchs, loose fiscal policies, excessive licensing and regulation,

206
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poor incentives for new enterprise development, and lawlessness all com-
promise growth and deny the poor the opportunities they need to im-
prove their welfare.

In developing these policies and institutions, governments need to bear
in mind two sets of issues. First, transition remains a holistic process that
requires movement along many fronts and that necessarily stretches the
limited implementation capacity of most of the countries. Mistakes may
occur, but it is important to stay the course on the general direction of
policy change. In this vein the costs of "partial reform" are high and
highlight the interdependencies between policy and institutional reforms,
and between macroeconomic and microeconomic reforms. These have
been highlighted in recent years by the global financial crises. The pro-
longed period of rapid growth in the East Asian "tigers" was broken off
by a financial crisis because the structural and institutional weaknesses of
these economies led to a build-up of external vulnerability (Stiglitz 1998).
Similarly, the short period of macroeconomic stability in Russia and many
other transition countries was abruptly interrupted in 1998, not only from
the reverberations of the East Asian crisis, but also from their own struc-
tural and institutional weaknesses.2

Second, the growth of economic opportunities will have higher payoffs
for the poor if that growth generates employment and real wages rise
over time with increases in labor productivity. This requires that the poor
gain more than proportionally from the emergent growth-an enormous
challenge in view of the experience that job creation typically lags behind
economic growth. But countries can adopt measures to enhance the job
content of growth. For example, reducing labor market frictions and de-
veloping housing markets will help match workers with jobs and reduce
barriers to job creation. Similarly, deregulating product markets, reducing
barriers to entry for small businesses, and upgrading vital infrastructure
will foster the development of a more competitive private sector and maxi-
mize the potential for job creation.

Whatever the specific package of growth policies adopted in transition
economies, these policies must take into account the large variation in
policy, performance, and vulnerabilities among the countries or groups of
countries. Most of the CSB countries are more advanced along the reform
path than are the CIS countries. For example, Estonia, Hungary, Poland,
and the Slovak Republic have progressed substantially along the transi-
tion path and have in place a good set of policies. The objective of Euro-
pean Union membership for these countries, as well as for other countries
of the CSB, provides a strong driving force for comprehensive reforms. By
contrast, countries of the CIS are lagging along the reform path.
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Turkmenistan and Belarus, for example, have a long way to go. In terms
of economic performance, growth in the CSB countries has been driven by
rising exports to Western markets and by buoyant capital inflows into
restructured and new private enterprises. For many of the countries in the
CIS, growth is still elusive. Even in Armenia, where the economy has grown
steadily in per capita terms since 1995, the original collapse in output was
so large that current output is still only half of its pretransition level.

Economic vulnerabilities are also quite different across the transition coun-
tries. In Poland, Hungary, and Slovenia, growth prospects are likely to be
relatively resilient to external shocks. In Bulgaria, the Czech Republic, and
the Slovak Republic, insufficient financial discipline and soft budget con-
straints have generated excessive borrowing abroad, quasi-fiscal contingent
liabilities, and a very high share of bad loans in banks' portfolios-all of
which render these economies more vulnerable to external shocks. Then
there are other countries in both the CSB and the CIS that have strong
economic links with Russia and that are therefore vulnerable to economic
fluctuations in that country. Some of the CIS countries are resource rich,
which makes them vulnerable to "Dutch Disease" effects-the negative
effects of an inadequately managed natural resource boom. This may
amplify the problems of transition (Sachs and Warner 1995; Rosenberg
and Saavalainen 1998). Some other countries in the region are simply
poor and heavily burdened with external debt. Others have only recently
emerged from ethnic conflict and civil war or have been adversely affected
by the consequent influx of refugees from these countries and the disrup-
tion in trade and thus are prone to social and ethnic tensions.

The forward-looking policy agenda must recognize these differences
among countries and groups of countries. However, commonalities in the
growth agenda exist in terms of broad themes that cut across all countries
(table 6.1). First, the restructuring of existing state enterprises and the
creation of new private businesses through new entry and privatization
are priorities in all transition countries and the future engine of growth.
Second, this restructuring has to be supported by a sound fiscal policy that
can provide the basis for macroeconomic stability while allowing for ad-
equate social protection for displaced workers and other vulnerable groups.
This fiscal policy also has to permit critical investments in health, educa-
tion, and social infrastructure, so as to enable the population to take ad-
vantage of the benefits offered by the emerging market economy. Third,
the challenge of social protection in the face of enterprise restructuring
and tightening budgets implies that social policy must be reconfigured in a
way that makes the provision of social services more cost-effective. The
rest of this chapter discusses these crosscutting themes; chapters 7, 8, and
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Table 6.1 Key Policy Measures to Promote Poverty-Reducing Growth

Policies to improve the Policies to strengthen Policies to enhance
Type of country competitive environment fiscal reforms social development

Advanced market . Develop adequate legal * Reduce contingent fis- Reform pensions
reformers and regulatory frame- cal liabilities . Reduce entitle-

works for infrastructure . Improve the system of ments
and utility privatization intergovernmental fi- Introduce social

. Promote entry and exit nance programs to up-

. Improve competition . Strengthen public ad- grade workers'
policies ministration skills

. Support financial sector . Reducepensionexpen- improve delivery
development ditures of education ser-

. Promote export competi- es
tion vices

. Improve labor market
policies

Less advanced . Introduce hard budget . Reduce deficitsthrough * Consolidate social
market reformers constraints appropriate expendi- assistance

. Remove barriers to entry ture cuts and revenue . Improve poverty
and exit and enhance increases targeting and cost-
competition policies * Re-orient public expen- effectiveness of

. Reduce transaction costs ditures towards human social assistance
for small businesses and physical capital in- services

. Improve labor market vestments Improve quality
policies * Manage external bor- and cost-effective-

. Strengthen the financial rowings carefully ness of education
sector * Improve systems for nes

. Promote incentives for budget and public ex- services
export growth penditure management

. Undertake agriculture
land reforms

. Liberalize agriculture
marketing and pricing

. Introduce greater effi-
ciency in the use of irri-
gation

9 then address in more detail the issues in social policy given their impor-
tance to the future challenge of transition.

Improving the Business Environment

The fundamental sources of growth for the transition economies will come
from productivity gains from industrial as well as agricultural enterprises.
Enterprise productivity will rise with improved incentives for better per-
formance in restructured state and privatized enterprises. In addition, the
growth of new businesses will lead to employment, higher incomes, and
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growth. The business environment must encourage the movement of re-
sources to economic activities where they are the most productive. Progress
has already been made in most transition economies in terms of establish-
ing many of the necessary changes in the policy environment, although a
wide dispersion among the countries remains in terms of these policies.
But there is a wider dispersion in terms of the institutional framework
needed for the policies to be effective. The rules and regulations governing
economic activity differ markedly from country to country. This section
describes five significant actions transition economies can take to improve
their business environment: strengthen the competitive environment; re-
duce obstacles for private business; privatize large enterprises, infrastruc-
ture monopolies, and utilities; strengthen the financial sector; and promote
agricultural growth. Each country will define these actions in the context
of its own development.

Strengthen the Competitive Environment

Much has been written regarding the perceived failures of the privatization
programs in some countries, the stripping of assets, insider-control, the
lack of restructuring, and the capture of assets by oligarchs. Some observ-
ers believe that such outcomes, particularly in Russia, were the result of
imbalances between market and institutional reforms (Stiglitz 1999). But
the extent to which market institutions can be promoted ahead of effective
demand for them remains unclear (Dabrowski and others 2000). These mar-
ket institutions include the following: rules for fair and open competition
(hard budget constraints, removal of barriers to entry and exit, and enforce-
ment of bankruptcy), transparent laws that protect property rights and are
effectively enforced, a framework for sound corporate governance of firms
(including protection of the minority rights of shareholders and creditors),
and fair, open, and transparent rules for foreign trade and investment.

To foster the restructuring of nonviable enterprises, governments need
to establish hard budget constraints. Managers of state enterprises will
then know that the budgets set for them by the government are fixed and
that losses will not be financed out of general revenues or by the central
bank. They will thus bear the responsibility for both their losses and their
profits. Poland provides one of the most robust empirical results from the
transition experience-namely, the crucial link between the resumption
of growth and enterprise-level hard budget constraints (Pinto, Belka, and
Krajewski 1993). Such constraints enable the efficient use of existing as-
sets in an enterprise and the efficient allocation of resources in the economy
through exit and entry of enterprises, affording countries opportunities
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to resume growth even before the productivity gains from privatization
are realized.

The lack of hard budget constraints is a significant weakness in the
incentive environment in the CIS countries. No country has witnessed the
problems associated with this shortcoming as much as Russia has (box
6.1). Russia's failure to impose hard budget constraints on enterprises led
to the development of a serious payments problems. What started off as a
microeconomic problem developed into a macroeconomic problem, un-
dermined the fiscal stabilization effort, and led ultimately to the financial
meltdown in 1998.

In many countries the performance and restructuring prospects of the
newly privatized enterprises have been compromised by the predominance
of insider ownership. Experience from transition and other countries has
shown that this leads to less restructuring, since such firms tend to
underinvest, prefer high wages instead of long-term growth, depend too
much on credit, and do not attract foreign investments. Given the better
performance of foreign-owned enterprises compared with domestic-owned
ones (for example in Slovenia), governments need to give priority to at-
tracting more foreign ownership and investments into the privatization
programs. Even the advanced market reformers need to ensure an appro-
priate set of conditions that would support adequate entry and exit and
encourage the restructuring of privatized firms. This, in turn, would re-

Box 6.1 Hard Budget Constraints, Nonpayments, and Growth in the
Russian Federation

The problem of nonpayments is perhaps most stark in Russia. The problem was fueled by an
inconsistent policy mix of rapid disinflation, inadequate fiscal adjustment, and soft budget con-
straints for enterprises. From 1995 to 1998, the government, at the macro level, sought to
achieve rapid stabilization by fixing the exchange rate and tightening credit even as fiscal re-
forms and the consolidation of the government budget lagged behind. This led to expenditure
arrears and a sharp increase in public borrowings. At the micro level, the government sought to
maintain the social safety net by continuing the subsidization of enterprises, maintaining em-
ployment, and avoiding enterprise exit. These (mostly implicit) subsidies-equivalent to be-
tween 7 and 10 percentof GDP overthe 1995-97 period-were inthe form of payments arrears
and noncash settlements for energy payments. The costs were passed on by the energy mo-
nopolies to the budget in the form of tax arrears. This contributed to the large chronic shortfalls
in tax revenues. Given the fiscal shortfalls, public borrowings rose (averaging 7 percent o1 GDP
over the 1995-97 period), and real interest rates increased sharply, causing liquidity problems
for enterprises. This pushed enterprises farther toward noncash settlements while increasing
the need for more implicit subsidies, tax arrears, cash shortfalls, and government borrowing. A
financial meltdown occurred in 1998 as public debt service reached unsupportable levels.

Source Pinto (2000).
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quire good frameworks for enterprise liquidation and insolvency, strong
mechanisms for corporate governance, adequate enforcement of compe-
tition and antimonopoly policies, and equality of treatment of foreign
and national investors.

A key mechanism for strengthening the competitive environment is the
maintenance of open trade regimes with flexible exchange rates. This is
essential to maintain competitive pressures on the import-substituting
sectors and enhance the competitiveness of the export sector. Flexibility
of exchange rates will help to contain real appreciation. For those coun-
tries with restricted current accounts-such as Uzbekistan, Turkmenistan,
and Belarus-trade and exchange rate liberalization may carry the risk,
over the short run, of current account deterioration because imports may
rise in response to repressed demand. But such a deterioration can be
managed with appropriately tight fiscal and monetary policies, and an
external financing plan supported by international financial institutions.
Over the medium term, the current account, as well as prospects for fi-
nancing it, will improve with an acceleration in exports and capital in-
flows.

But trade liberalization by itself is not enough to permit countries to
maximize the gains from trade if market access is not broadened. Many
of the CIS countries are small, landlocked countries for whom trade is
essential to provide opportunities for growth. Market access needs to be
improved with advanced economies as well as with traditional regional
trading partners. Strong trade linkages with growing markets of the OECD
countries can be an important channel for growth in the transition econo-
mies.3 Given the regional proximity of the European Union, access to EU
markets needs to be enhanced. This is planned to occur for the CSB coun-
tries that are negotiating EU accession, but the countries of the CIS also
need access to EU markets. An institutional arrangement that may pro-
mote this is World Trade Organization (WTO) membership. China's ex-
pected membership in the WTO will enable WTO members of the
CIS-such as the Kyrgyz Republic-to extend trade links with its eastern
neighbor. In the more specific regional context of Central Asia, the lack of
openness to trade in Uzbekistan is a serious limitation to the growth of
neighboring countries as well as its own.

Reduce Obstacles for Private Businesses

The environment for private businesses-particularly small firms, which
are generally recognized as an engine of growth in the advanced market
reformers-remains lacking (box 6.2). A variety of these microeconomic
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impediments-both policy and institutional-is still prevalent in all tran-
sition countries, but perhaps more so in the CIS countries. Of particular
importance are the institutional arrangements for good governance (World
Bank 2000). This requires a major transformation of the public sector to
encompass reforms in public expenditure management, auditing, admin-
istration, and legal and judicial services. In addition, transparency needs
to be promoted vigorously, especially in the context of the privatization
programs. High levels of corruption and rent-seeking have bred pessimism
about the chances of new entrepreneurs to start a business.

Box 6.2 Obstacles to Private Businesses in Transition Countries

In 1999 the World Bank and the European Bank for Reconstruction and Development (EBRD)
conducted a survey of the business environment of more than 3,000 enterprises in 20 transi-
tion countries. This survey is very revealing. The vast majority of firms were small and me-
dium-size enterprises. The survey asked the manager of each enterprise to assess the extent to
which different aspects of the business environment in the country were an obstacle to the
operation and growth of the firm (figure 6.1). A score of 4 indicates a major obstacle, while a
score of 1 represents no obstacle. An unweighted average of the scores for advanced and less
advanced market reformers shows that these obstacles-mostly microeconomic and institu-
tional-are serious in both groups of countries, but they are more acute in the less advanced
market reformers.

Figure 6.1 Advanced Market Reformers and Less Advanced Market Reformers Rank
the Importance of Ten Aspects of the Business Environment

Taxes and regulations

Infrastructure 35* Inflation
. 3.0~ Less advanced
2.5 market reformers
2.0Functioning of the judiciary * ° F
1.r5 Financing

0.5.
0.0+. Policy instability/

Organized crime . uncertainty

More advanced
market reformers

Anticompetitive practices Exchange rate

Street crime/theft Corruption

Source: World Bank (2000).



214 MAKING TRANSITION WORK FOR EVERYONE

For small businesses, excessive government micromanagement of en-
terprises is particularly onerous. In Ukraine, for instance, more than 100
separate governmental agencies are empowered to inspect enterprises. Even
small enterprises must submit to an average of 78 inspections per year,
requiring 68 separate written responses. Dealing with these inspections
and audits consumes two days per week of the average manager's time
and requires a cash outlay of $2,000. Similarly, surveys have shown that
shops in Moscow are visited by a much larger number of inspectors than
shops in Warsaw (Frye and Schleifer 1997). To reduce such burdens on
small enterprises, governments must (1) strengthen the institutional envi-
ronment through a reduction in rules, permits, inspections, audits, and
red tape; simplification of taxation; provision of information; and legal
and accounting training; (2) strengthen financial intermediaries targeted
to reach these small businesses; and (3) develop support networks through
fostering business associations, chambers of commerce, and partnerships
with external agencies (EBRD 1999).

In addition, countries emerging from conflict face the specific challenge
of consolidating the rule of law. While this is a political challenge as well,
much can be achieved by a prosecution and judicial system in which all
citizens have confidence. Its establishment requires the creation of an in-
dependent, impartial, and multiethnic judiciary, vigorous prosecution
of organized crime, corruption, and other violence; better public informa-
tion about citizens' rights; and an equitable mechanism for enforcing le-
gal rulings. Insurance also is needed to mitigate the noncommercial risk
involved in private investment. In Bosnia the Investment Guarantee Agency
has been an important instrument for providing such insurance. It is evolv-
ing into an export credit agency that can play an increasing role in at-
tracting private financing.

Privatize Large Enterprises, Infrastructure Monopolies, and Utilities

Even as the advanced market reformers have embarked on sweeping
privatization programs, the privatization and enterprise reform agenda is
far from complete. For instance, in Poland, despite significant privatization,
the state still owns 3,000 enterprises (including about 120 large enter-
prises) employing 40 percent of the industrial workers and continuing to
impose a costly burden on the budget (through loss-making enterprises
especially in the coal, steel, railroad, and defense sectors). Across all of
the CIS progress has been made in the privatization of housing, small and
medium enterprises, and banks, but large enterprise privatization is largely
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unfinished. In addition, there remains the very difficult privatization of
infrastructure monopolies and utilities.

The privatization of infrastructure monopolies and utilities is an im-
portant area, especially for the CSB countries and the larger countries of
the CIS. It has been obvious since the start of transition that the existing
infrastructure networks needed extensive restructuring to meet the de-
mands and standards of a market economy (Broadman and Recanatini
1999). Yet reforms are very nascent, and there is still inadequate recogni-
tion that the socially optimal industrial structure is increasingly competi-
tive-given changes in markets and technology-with unbundling of
service offerings and open entry and exit. While the commercialization
and privatization of these monopolies should carefully follow the devel-
opment of appropriate legal and regulatory frameworks that provide for
transparency, simplicity, and accountability-including the establishment
of independent regulatory agencies-movement toward the reform of in-
frastructure monopoly sectors is needed to address current inefficiencies
and the future needs of the economy. The state will continue to be the
main source for infrastructure investments-particularly in poor coun-
tries such as Tajikistan and Albania-but these investments need to be
complemented by private sector participation wherever possible.

Strengthen the Financial Sector

A growing private sector requires a healthy financial sector. Banking and
capital market reforms, under way in all transition countries, need to be
continued; of course, different countries are at different points in these
reforms. Some countries, such as Bulgaria, should strengthen the liquida-
tion procedures for insolvent banks. This is needed not only to facilitate
the exit of the least viable banks but also to enable the consolidation or
merger of banks as the accession process to the EU intensifies competitive
pressures. In other countries, such as Estonia, the environment for for-
eign portfolio investments needs to be strengthened by revising securities
law to spell out clear reporting requirements and specific rules for trans-
parency, disclosure, and the restraint of insider trading.

Banking reforms will also promote financial deepening. The depth of
the financial system is a strong predictor of long-term economic growth.
But financial depth remains low, particularly in the CIS. One of the fac-
tors that may have led to low financial depth in some countries (Armenia,
for example) is excessively tight monetary policy. The combination of large
budget deficits with low inflation targets and a stable exchange rate has
meant that credit has been very tight and real interest rates high. This, in
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turn, may have excessively restricted enterprise borrowing and the over-
all level of financial intermediation, dampening growth prospects.

Promote Agricultural Growth

Big gains in growth and improvement in living standards will come from
a resurgence in agriculture. Given the structure of many of the transition
economies, agriculture will remain a significant portion of the national
economy. In many countries, particularly in the CIS, agricultural reforms
have been partial and uneven, and political support for them, despite
obvious gains for the rural poor, has been lacking. The most difficult
reforms have been those going against the long tradition of public owner-
ship of land and the high-cost policy of securing sufficient supplies of
basic agricultural goods for the domestic market through export limita-
tions. For the CIS, the agenda for agricultural reforms remains vast and
includes the following long-term objectives: advancing land reform and
restructuring the traditional collective and state farms, creating a condu-
cive policy and institutional environment for rural finance, liberalizing
the market environment on both the input and output side, privatizing
agro-processing and trade, reducing payments arrears among agricultural
enterprises, scaling down agricultural trade controls, and creating a new
institutional framework for the sector (box 6.3). Particularly essential is
phasing out state monopolies on inputs and state monopsonies on grain
and other cash crops. The relative importance of each long-term objective
differs from country to country, and the sequencing of actions must be
adjusted to different conditions.

In the CSB countries, privatization of agricultural land ownership has
largely been achieved, but the excessive fragmentation of land ownership
risks making efficient farming operations difficult. Land market develop-
ment needs to be actively supported by the government. Challenges still
to be met include the development of a modern and efficient land titling
system with adequate land and cadastre legislation, the speedy settlement
of land ownership issues, the provision of proper proof of ownership to
facilitate growth of the land mortgage market, and an improved system
for collecting and disseminating information on land market prices.

In addition, the irrigation networks need to be strengthened in most
countries. Cost recovery in irrigation is a desirable objective, not only for
fiscal reasons but also to support efficient water use. This is particularly
important in countries such as Uzbekistan where excessive irrigation, poor
drainage, and inefficient water management have raised soil salinity and
aggravated environmental problems. However, cost recovery for water use
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Box 6.3 Agriculture Reforms for CIS Countries

Agricultural growth is central to the growth strategies of the low-income countries, given the
large size of the agricultural sector in most of the Commonwealth of Independent States. Mea-
sures to promote agricultural growth need to include land reform, farm restructuring, market-
ing liberalization, promotion of value-added linkages, and support for rural credit and irrigation.

The process of land reform and farm restructuring must be intensified. Private owner-
ship of land will improve the incentive to invest and the efficiency in resource use and-given
the price liberalization that has already taken place-it is likely to unleash a virtuous cycle of
investment, growth, and higher incomes. The CIS countries have followed divergent reform
strategies. Russia and Ukraine, which control the bulk of the farmland resources in the region,
legally recognize private ownership, but they restrict the buying and selling of land in practice;
therefore, land transactions are mainly limited to leasing. Moreover, individuals usually receive
paper shares certifying their entitlements to land without specifying a concrete physical plot.
The remaining countries (with the exception of Azerbaijan, Armenia, Georgia, and Moldova)
generally do not recognize private land ownership, but they differ in their attitude toward land
transactions. Land use rights are secure and transferable in Kazakhstan, Kyrgyz Republic,
and now in Tajikistan, but Turkmenistan, Uzbekistan, and Belarus prohibit any transactions in
land.

Farm restructuring still has a long way to go. Even where the share of the old collective and
state farms has come down substantially, and new forms of ownership have taken root, evi-
dence suggests that not much may have changed on the ground. For instance, qualitative sur-
veys in Moldova reveal that members of the new "joint stock companies"-the erstwhile collective
farms-are often treated essentially like wage workers and have little say in decisionmaking.
Farm managers largely retained the role that they played in the collectives, and members felt
inhibited in exercising their choice with respect to the appropriate use of land and nonland
assets.

Marketing arrangements need to be liberalized, particularly where monopolistic marketing
boards control the sale of key cash crops. While this is not unique to these CIS countries, they
can afford the cost from inefficiencies in the marketing chain less than other countries can.
Tajikistan is already in the process of opening up its cotton export business. The liberalization of
marketing arrangements will facilitate the development of forward linkages in order to provide
for greater domestic value added for export crops. In Moldova, for instance, much of its agri-
cultural produce is exported unprocessed, and its perishability therefore limits the geographical
reach of the country's exports. Existing agro-processing facilities are either outmoded or pro-
duce goods that are not competitive in the international marketplace. A capital injection, espe-
cially from foreign investors, could provide the technological upgrade to revive this sector. The
gains will not only come from the additional value-added but also from seasonal credit to
farmers these enterprises can provide, growth in knowledge about other markets, the estab-
lishment of new production chains, and the possibility of larger investible surpluses to farm-
ers, which if reinvested, can rev the engine of growth for these countries. All of this, of
course, will require adequate provision of agricultural inputs-irrigation, rural credit-which
need to be strengthened.

can only take place with better prices for farmers' products. If charges are
unaffordable, as in Bulgaria, they may become a significant disincentive to
irrigation. Moreover, investments in irrigation should carefully target viable
schemes, and responsibility for the maintenance of the infrastructure schemes
should be passed on to local associations of water users.
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Broadening access of agricultural exports and the development of ag-
riculture will remain critical to the growth prospects of many countries. More
than trade and price liberalization and subsidy reduction are needed, although
these reforms are important. Growth will also require the completion of
structural reforms in the sector. Even in advanced market reformers, such as
Poland, government intervention in the form of price supports, import tar-
iffs, social transfers, and other measures is widespread. While some mea-
sures may be justified on social grounds, long-term measures need to be
adopted for enhancing productivity and competitiveness in the sector.

Finally, institutions required by a market-based agriculture must be
strengthened or developed. State institutions in the sector should only be
concerned with the provision of public goods and services. With institu-
tions still lacking in areas such as rural credit, agricultural and rural policy,
veterinary and phyto-sanitary measures, food safety, research and advi-
sory services, public-private partnerships should be developed that will
help to overcome financing problems. Further institution building in the
nongovernmental sector, such as producer and trader associations, is also
needed to create an informed constituency that supports market-based
agricultural growth and development.

Strengthening Fiscal Reforms

Thus far the chapter has examined how transition countries can promote
poverty-reducing growth by improving the business environment. Ways
to strengthen fiscal reforms will now be discussed.

The objectives of fiscal reforms are numerous: a sustainable fiscal defi-
cit that is compatible with low and moderate levels of inflation and public
debt, the resumption and sustenance of growth through low and stable
levels of taxation and necessary investments in human and physical capi-
tal, and improved equity by creating the necessary fiscal space to finance
key social services and targeted interventions for the poor and the vulner-
able. These objectives are central to the growth prospects of transition
economies. While the importance of continuing fiscal reforms is common
to most countries, they take on different emphases depending on country-
specific situations.

Establish and Maintain Aggregate Fiscal Discipline

Aggregate fiscal discipline needs to be established and maintained in many
of the CIS countries. The reduction of the fiscal deficit, consistent with
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noninflationary financing, calls for sustained efforts at revenue enhance-
ment and expenditure retrenchment.

Revenue collection is highly variable across the CIS countries, with a
low of 9 percent of GDP in Georgia and a high of 45 percent in Belarus.4

Shortcomings in tax policy and enforcement persist that undermine tax
collection and distort incentives for growth. In the Kyrgyz Republic tax
exemptions are estimated to cost between 5 and 7 percent of GDP, even
as revenue collection remains low at 16 percent of GDP. In Russia
nonpayments of taxes compromised macroeconomic stability (as noted
earlier in box 6.1). A potentially large tax base is distorted as a result of
arbitrary tax exemptions granted by federal and subnational authorities.
Moreover, the multiplicity of taxes-and cumbersome and often contra-
dictory tax regulations-erode further the potential for tax collections. In
some other countries such as Uzbekistan, where revenue collections are
relatively successful at more than 31 percent of GDP, the instruments for
enforcing tax legislation have negative implications for growth. Tax en-
forcement has been partly accomplished through the use of the banking
system. While this arrangement may have helped prevent the collapse in
tax revenues that has afflicted many CIS countries, it erodes the confiden-
tiality and trust in the banking system, leading to low levels of interme-
diation and hence low growth.

Many CIS countries also need to reduce expenditures. In Russia ex-
penditure cuts will facilitate macroeconomic stabilization and provide for
some fiscal space in the face of the high debt service burden. In the Kyrgyz
Republic subsidies-particularly in the form of losses in energy utilities-
are estimated at about 6 percent of GDP. In Armenia expenditures need
to be reduced by ensuring more cost recovery in irrigation. In Kazakhstan
expenditure cuts are needed to reduce public sector borrowing and lower
real interest rates. In Moldova reduced spending is necessary to lessen the
dependence on external financing, which is currently between 25 and 30
percent of the budget. In some countries, especially the CSB countries, the
fiscal burden of social expenditures is very high and needs to be reduced.
In Slovenia public pension expenditures have climbed to more than 13
percent of GDP-a doubling of pretransition levels-and they are not
sustainable. The fiscal burden of pension systems increased not only with
steady declines in tax compliance and the contribution base, but also with
an increased use of benefits to ease the social costs of transition (Tanzi
and Tsibouris 1999). For instance, the promotion of early retirements in
the early years of transition-while beneficial for employment growth by
providing space for new jobs-added to the fiscal burden.
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For four low-income countries-Georgia, the Kyrgyz Republic, Moldova,
and Tajikistan-the fiscal envelope is severely constrained by the external
debt service burden. These countries face very tight liquidity constraints
and, in the face of slow growth, a long-term solvency constraint. For fiscal
sustainability, these countries need not only generous debt relief but also
new concessional financing from external sources to enable them to rally
from their encumbering debt. Some countries need new concessional fi-
nancing, but others, especially those emerging from conflict (such as
Bosnia), need to be weaned off dependence on donor resources. As the
resources decline over time both in terms of magnitude and the element of
concessionality, these countries will have to find their own resources for
the ongoing physical and social reconstruction work. To that end, they
need to start developing a medium-term strategy for fiscal adjustment.
Essential elements of such a strategy should include measures for reducing
the level of public expenditures and for mobilizing additional revenues
from improved tax policies and administration.

Improve Allocative Efficiency of Expenditures

For countries of the CIS, governments need to reallocate their expendi-
tures toward growth-enhancing activities. At the heart of this challenge is
defining the strategic priorities for state involvement. Far-reaching devel-
opments in the global economy have redefined the role of the state-what
it can and cannot do, and how it can do it best-yet most of these coun-
tries still struggle to unshackle themselves from a history of pervasive
state interventions. Of primary importance is ensuring that the overall
budget reflects the expenditure priorities of the policy framework. These
priorities need to be established with due consideration of the inter- and
intrasectoral policy tradeoffs as well as the tradeoffs between expendi-
tures on investments and expenditures on operations and maintenance,
between new and continuing programs and projects, and between social
sector expenditures and those on physical investments. Such consider-
ation and discussion need to be broadened not only with government but
also with civil society, including parliamentary representatives of the
people.

The prioritization of expenditures takes more urgency in view of the
loss of revenues from the decline in the state-owned enterprises, the need
to provide social assistance to those adversely affected by enterprise re-
structuring, and the imperative to maintain low taxes on the emerging
private sector so as to induce more rapid growth. Social expenditures are



EXPANDING OPPORTUNITIES THROUGH GROWTH 221

the overriding concern over the short term in many countries, but these
needs should be balanced against the need for public investments in infra-
structure, something that has been neglected during the past ten years.
The underinvestments in physical infrastructure now risk undermining
growth prospects. In both Kazakhstan and Azerbaijan, public investments
had fallen to 2 percent of GDP by 1998-99. While the infrastructure needs
are large, and some of them can be met through privatization (for in-
stance, of utilities, telecommunications, and transport), other sectors (prin-
cipally roads, bridges, irrigation and drainage, and urban infrastructure)
are likely to remain in the public domain.

Strengthening the allocative efficiency of budgets also requires the de-
velopment of effective tools for monitoring and executing the budget.
While treasury systems are being developed in all of the transition coun-
tries, their scope is still much too limited, and no where are they fully
functional (Tanzi and Tsibouris 1999). These systems are necessary to
provide comprehensive budgeting, payment, and accounting information
for effective financial management. Treasury systems take a long time to
develop, and it is therefore imperative that governments persevere in imple-
menting them throughout government.

Improve Public Administration

As the transition economies prepare for a robust market economy, they
need to improve public administration by establishing a merit-based civil
service and rationalizing administrative entities. In Estonia economies of
scale in the delivery of public services can be derived from the consolida-
tion of the numerous administrative entities-16 regional administrations
and 254 local governments (two-thirds of which have populations less
than 3,000). The rationalization of government units would allow the
decentralization of public administration to be matched with stronger
administrative capacity and accountability systems at the decentralized
level. The overemployment in health and education at local levels in Esto-
nia could then be reduced. In Armenia, by reducing the high ratio of
teachers to students of 1:9, the government can find the fiscal space for
remunerating teachers better or reallocating funds for higher priority ex-
penditures.

Public administration reforms can open the way for improvements in
the system of intergovernmental finance that are particularly important
in the large transition countries. In Russia and Ukraine reforms are cru-
cial in order to eliminate arbitrary political bargaining in determining
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budgetary transfers and discretionary tax exemptions, and to lay down a
stronger basis for fiscal stability.

There are several ways in which governments can make a useful con-
tribution here. The first relates to a clear assignment of expenditure obli-
gations and revenue responsibilities. This will help to strengthen the
foundations of fiscal management. In this connection local governments
need to develop their own sources of revenue (for example, through fees
for local services, and property taxes), and have greater autonomy over
revenues. Remaining transfers to them should be made as transparent
(formula-based) and stable as possible, so as to create the correct incen-
tives for local revenue collection. Second, governments need to improve
the efficiency of delivery of public services. This requires exploring econo-
mies of scale in the provision of services at subnational levels, organizing
effective regional associations, and enhancing discipline in local govern-
ment finance (including adequate systems of financial management). Third,
where local government borrowings take place, adequate safeguards are
needed-such as rules requiring borrowings only to finance investments-
at least during the early years of fiscal decentralization. With time, and as
markets for subnational debt develop in some of the countries that are
able to adequately price risk, these formal constraints can be relaxed. In
either case the legal and regulatory framework for subnational borrow-
ing should be strengthened.

Reduce Contingent Fiscal Liabilities

The CIS countries wrestle with basic problems of fiscal control, but more
advanced market reformers have largely attained aggregate fiscal disci-
pline. New types of fiscal risks now have become more important in the
CSB, and they need to be contained and reduced (box 6.4). Still invisible
in fiscal records, and often not officially recognized by the government, is
the stock of hidden public debt that has emerged outside the budget as a
result of borrowings by various agencies to finance off-budget expendi-
tures. Off-budget fiscal risks have become more visible in some countries,
such as the Czech Republic, where explicitly and implicitly guaranteed
loans by the government have generated significant claims on the budget.
The growth in these contingent fiscal liabilities risks generating sudden
and not entirely expected claims on the budget, thus endangering future
fiscal stability.

To minimize these risks, governments need to consolidate fiscal accounts
to cover off-budget programs, which do not reflect the strategic choices
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Box 6.4 Contingent Fiscal Liabilities

Contingent fiscal liabilities, financial obligations triggered by a discrete but uncertain event, are
a major hidden fiscal risk. These liabilities may be explicit or implicit. Explicit liabilities are
specific government obligations defined by law or contract. The government is then legally
mandated to settle the obligation when it becomes due. Implicit liabilities represent a moral
obligation or expected burden for the government-not in the legal sense but based on public
expectations and political pressures.

Although all transition economies face particularly large fiscal risks from contingent fiscal
liabilities, the advanced market reformers have contingent fiscal liabilities at the fore of their
fiscal agenda now that aggregate fiscal discipline has largely been achieved. These contingent
liabilities arise from various sources. For instance, public expenditure policies over the long
term have imparted a presumed liability for pensions. Current and projected economic and
demographic developments impose sizable liabilities on governments. Often governments are
also compelled to cover the uncovered losses and obligations of state-owned enterprises, the
banking system, or budgetary and extrabudgetary agencies. Contingent liabilities grow with
weaknesses in the financial sector, macroeconomic policies, regulatory and supervisory sys-
tems, and information disclosure.

Governments can undertake various measures to contain and reduce these fiscal risks.
First, policymakers need to identify, classify, and understand the full range of fiscal risks. Un-
derstanding them will encourage policymakers to avoid those that are bound to surface in a
politically meaningful timeframe. Second, fiscal analysis must factor in the cost of implicit
subsidies provided by contingent support programs. Such analysis should include the ordering
of these risks by their significance. Third, governments should undertake steps to limit their
risk exposure. One way to do this would be to treat noncash programs involving contingent
fiscal risks like any other pending item and to make the potential fiscal cost of off-budget pro-
grams visible in advance. Also helpful are rules on full disclosure of fiscal risks, on dealing with
state guarantees and insurance programs, and on the behavior of public agencies and subnational
governments.

Source: World Bank (1998).

made in the budget process. Also needed are effective regulations with
respect to the amounts of government-guaranteed loans and government
risk exposure to them when agencies design programs with contingent
budget support. Reporting requirements should include bank and non-
bank financial institutions or funds that may generate any such risk in the
future.

Strengthening Social Policies

Government policies in the social sphere need to have a dual focus: pro-
viding social assistance to those adversely affected by enterprise restruc-
turing and other macroeconomic and structural reforms and strengthening
the education and skill development required for future growth.
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Improve Targeting and Cost-Effectiveness of Social Protection

To accommodate the social fallout from tightened budgetary constraints
on enterprises, transition economies need to strengthen the formal social
protection system. This need not result in a net increase in the fiscal bur-
den-which may not be feasible for many countries given the fiscal con-
straint-if accompanied by a reduction in explicit and implicit subsidies
and in untargeted benefits. The social role of the state should be reori-
ented away from paternalistic, poorly targeted benefits conveyed largely
through extensive cross-subsidies and toward policies that address pov-
erty and vulnerability directly. How to improve the targeting of benefits
to the poor-whether through income-tested assistance, community-based
schemes, targeting based on indicators of poverty, or self-targeting-is a
complex matter that depends on the administrative capacity of the gov-
ernment (see chapter 9 for a fuller discussion). Whatever the mechanism,
such a system should try to provide an adequate minimum poverty ben-
efit to the poor, an adequate minimum pension, and special provisions for
vulnerable groups.

Improvements need to be made in unemployment benefits and sever-
ance pay arrangements to make benefits affordable while preserving in-
centives for labor reallocation. Options for such measures include a flat
benefit at a reasonable level above subsistence with tight eligibility and
for limited duration, special budget-financed severance pay schemes
whereby workers would be eligible for one-off payments conditional on
enterprise restructuring or closure, and special interventions to address
the economically devastated or backward areas and single company towns.

At the same time changes in the demographics, retirement ages, and mac-
roeconomic outcomes have put the pension systems in all countries under
strain. In the absence of reforms, these systems will experience chronic and
growing deficits and become a fiscal liability. Pension reforms should in-
clude increasing the minimum retirement age, restricting the scope of ben-
efits, linking contributions and benefits, ensuring a reasonable minimum
pension, and ultimately introducing a multipillar system. These measures
will not only make the provision of pensions more efficient but also reduce
their high fiscal burden. While ongoing pension reforms (for example, in
Latvia and Poland) have focused on an array of measures to make pensions
fiscally more affordable, more countries need to undertake such reforms in
order to secure the future for their senior citizens.

Transition countries should also consolidate their multiple social assis-
tance programs into a single, targeted poverty benefit. The targeting of



EXPANDING OPPORTUNITIES THROUGH GROWTH 225

benefits is currently inadequate. In Russia, for instance, only 8 percent of

social assistance is distributed to the poorest decile, and some 20 percent
of poor households receive no benefits at all. By better targeting of ben-
efits, governments can manage more wisely the social fallout from enter-
prise restructuring.

Invest in Education and Skills and Improve Service Delivery

The slow demographic growth in most of these countries implies that
growth will come primarily from an increase in labor productivity rather
than from an expansion of the labor force. While workers' productivity is
closely related to the level of capital investment, it can also be enhanced
by human capital investments through education and training activities,
and by improvement in education service delivery. In many countries, on-
the-job training opportunities are limited, and there is excessive emphasis
on high-cost vocational training with unclear job market advantages due
to the rapid change in technical requirements and market developments.
The educational system inherited from the pretransition days does not
meet the demands of the rapidly changing marketplace. Some transition
countries face a particular challenge. High unemployment and poverty
rates in rural areas force many children to complete only basic education
and bow to economic pressures by going to work at an early age. This
risks causing inequities in educational opportunities between rural and
urban children. The following chapters shed light on specific measures
that can help to address the education and training needs in transition
economies.

Conclusions

Ten years into the transition, a wide variety of policies and performance
marks the transition countries. This diversity defines the new set of initial
conditions for the future and requires a differentiated set of policy mea-
sures to promote broad-based employment-generating growth, a sine qua
non for poverty reduction. As the competitive environment is strength-
ened, prospects for enterprise restructuring and output gains will improve.
But so will the demand for adequate social protection for those workers
affected adversely by the restructuring. At the same time, the budget will
need to provide for the maintenance of low and stable levels of inflation
and for the necessary investments in human and physical capital. This
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will require continued fiscal adjustment. However, even with additional
fiscal savings, social policy will need to become more effective through
better targeting and cost-effectiveness in service delivery so as to reduce
the fiscal cost of these services. Movement along these three fronts re-
quires a concerted, integrated approach by the governments. Such an ap-
proach will provide the transition economies with the best hope for
unlocking the sources of growth, while ensuring that the poor can take
advantage of the emerging economic opportunities and are protected from
any adverse economic effects.

Notes

1. Recent empirical work strongly suggests that incomes of the poor rise in the
same proportion as overall growth. In particular, the evidence suggests that what
is good for the economy as a whole-openness to foreign trade, low inflation,
fiscal discipline, low government consumption, and good rule of law-is also good
for the poor (Dollar and Kray 2000).

2. For a succinct analysis of some of the structural and institutional weak-
nesses that contributed to the Russian financial meltdown in 1998, see Pinto (2000).

3. See Easterly (1999) for an empirical analysis that suggests that OECD growth
rates are important for developing countries' own growth performance.

4. The revenue figures are for 1998.
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CHAPTER 7

Improving Capabilities: Education

ccomplishments in education were one of the triumphs of social-A ism. Levels of education attainment were high compared with other
countries at similar levels of economic development. At the start

of transition, adult literacy was generally universal; participation and
completion rates for children and youth of both genders were high at all
levels of education; teachers came to work; students had textbooks; and
repetition and drop out rates were low (World Bank 2000c).

Now, however, poor children are increasingly at risk of not getting the
education they need to participate productively in the market economy. In
Bosnia, Georgia, Azerbaijan, and Tajikistan, the education of thousands
of children was severely disrupted by ethnic strife, war, and civil unrest. In
nonwar countries, differences in learning opportunities have emerged, one
of the indicators being a decline in enrollment rates, particularly at the
preschool and upper secondary levels.1

Declines in enrollment and attendance are related to poverty in com-
plex ways. As poverty increases many poor parents find it harder to fi-
nance the costs associated with sending their children to school (clothing
costs, for example). In addition, educational systems in many countries
have responded to the decline in real public education expenditures and
rising input costs by shifting part of the costs formerly paid by the public
sector to households. Parents are increasingly called upon to buy text-
books and other materials not provided by schools, and in some cases
they are even asked to contribute to school maintenance, heat, and teach-
ers' salaries. Under-the-table payments to school personnel are on the rise,
making it harder for children of poor families to muster the resources

228
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needed to attend upper secondary schools and universities. Substantial
differences in educational opportunities between rural and urban areas
are also beginning to be documented. Since relative rural poverty risks are
already high in a number of countries, educational policies may be en-
hancing disparities and increasing the intergenerational transmission of
poverty, rather than improving socioeconomic mobility.

Finally, the education provided in the public school system emphasizes
factual learning and does not adequately prepare students to compete in
an increasingly knowledge-based environment. Thus, for ECA transition
countries, the challenge is to maintain the almost universal access to edu-
cation achieved through decades of heavy investment while improving
the quality of education to ensure that the poor have opportunities to
advance in a market economy.

Who Is-and Isn't-Attending School

Enrollment rates are the best available measure of learning opportunities
in the transition countries. The picture of enrollment rates varies substan-
tially across the region, but in some countries there have been significant
declines in enrollment-a major concern because of the strong correlation
throughout the world between educational attainment and poverty sta-
tus. A number of Central European countries show little change at the
various levels of schooling. In contrast, some of the CIS countries show
significant declines in enrollment rates.2

In the first half of the 1 990s, enrollment rates in preschools dropped in
many countries, with falls of 15 to 17 percentage points in South Eastern
Europe, the Western CIS, and Central Asia, and by 25 percentage points
in the Caucasus. In FSU countries, 32,000 preschools were closed during
1991-95, and the total number of places fell by a fifth (UNICEF 1998). In
Ukraine, for example, the number of preschools has dropped by 43 per-
cent since 1992. Only part of the dramatic decline in preschool enroll-
ments can be explained by falling birth rates (box 7.1). It should be
recognized that daycare for children under the age of four was combined
with preschool so that the declines in enrollment rates reflect reductions in
both types of programs.

The fall in preschool enrollment is now widening the gap between rich
and poor children in terms of their readiness to learn. In pretransition
days, enterprises provided preschool services to their employees. Follow-
ing the collapse of communism, enterprises began facing hard budget con-
straints that compelled them to cut spending that did not contribute directly



230 MAKING TRANSITION WORK FOR EVERYONE

to profitability. Preschools were early casualties. In most cases, attempts
have been made to transfer the financial responsibility for preschools from
enterprises to municipalities. However, municipalities have often lacked
the means to finance them. They have had to close them or introduce user
charges to finance them. As a result, only children from families that can
afford to pay are able to attend preschools.

In terms of enrollment rates in (compulsory) basic education, Central
and South Eastern European countries have maintained the previous
achievement of virtually universal education (figure 7.1). In contrast, in
Western CIS, the Caucasus, and Central Asia, there is some evidence of
deterioration. At one extreme, enrollment rates in Georgia fell by 15
percentage points between 1989 and 1996.

Declining overall enrollment rates at the upper secondary (general, vo-
cational/technical) level signal emerging and important educational in-
equalities (figure 7.2). By 1997 enrollment rates in general secondary
education-the academic stream-had declined, except in Central Europe,
South Eastern Europe, and the Baltics, Belarus, Russia, Ukraine, and
Kazakhstan. In a number of CIS countries, enrollment rates fell precipi-
tously: between 1989 and 1997, enrollment rates fell by 15, 40, and 45
percent in Armenia, Georgia, and Tajikistan, respectively. These statistics
are of concern because a solid upper secondary education seems to pro-
duce the skill levels required in a market economy. Failing to complete
secondary school will, on average, increasingly place individuals at a dis-
advantage in the labor market and at risk of poverty (chapter 2).

Figure 7.1 Gross Enrollment Rates in Basic Education, 1989-97
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Box 7.1 Preschools in Ukraine

In Ukraine more than half of the children ages 1 to 6 do not attend preschools (including daycare
centers). In rural areas only 20 percent of the children attend. In recent years the attendance at
preschools has fallen dramatically. In rural areas, the attendance fell by more than 50 percent
between 1990 and 1998. Despite the closure of a large number of preschools, there Is still a
large unused capacity. The dramatic decline in preschool enrollments can be explained in part
by the collapse in the birth rate since the start of the transition. The rest appears to be linked to
Ukraine's economic collapse. A large share of preschool education was provided by factories.
Factory failures, together with the withdrawal of women from the labor force, appear to account
for a major share of the decline in preschool enrollments.

Table 7.1 Preschool Enrollment In Ukraine

Percentage
change,

Indicator 1990 1995 1998 1998-90

Number of schools (thousands) 24.5 21.4 17.6 -28,2
Urban areas 11.9 10.5 8.2 -31.1
Rural areas 12.6 10.9 9.4 -25.4

Number of children enrolled (thousands) 2,428 1,536 1,103 -54.6
Urban areas 1,877 1,222 896 -52.3
Rural areas 551 314 207 -62.4

Enrollment rates of children ages 1 to 7
(in percent) 57 44 38 -33.3
Urban areas 64 53 40 -37.5
Rural areas 43 28 20 -53.5

Number of children per 100 places 107 76 67 -37.4
Urban areas 113 84 77 -31.9
Rural areas 90 57 43 -52.2

Source. Ukraine, Committee on National Statistics.

Enrollment rates in the vocational/technical stream of secondary edu-
cation fell in most of the region. In some cases the declines reflect a shift
toward general secondary education-a positive shift since general sec-
ondary education teaches more fungible skills that equip graduates to adapt
to evolving market demands. In Hungary and Slovakia, for example, the
changes in vocational/technical enrollment exactly balance the rise in gen-
eral secondary education, so the overall enrollment rate at the upper sec-
ondary level remained unchanged. In contrast, in the CIS countries, there
has been a remarkable decline in both general and vocational/technical
secondary education.

Enrollment rates in tertiary education display a variety of patterns.
There have been some noted increases in Central and South Eastern Eu-
rope-from 14 percent in Hungary in 1989 to 24 percent in 1997 and



232 MAKING TRANSITION WORK FOR EVERYONE

Figure 7.2 Gross Enrollment Rates in General Secondary Education, 1989-97
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from 16.8 percent in Bulgaria in 1989 to 27.1 percent in 1997-and (rela-
tively small increases) in most of the CIS countries. Enrollment rates in-
creased from 17 percent in 1989 to 19 percent in 1997 in Russia, and
from 15 percent in 1989 to 20 percent in 1997 in Ukraine.

Particularly disturbing is scattered evidence suggesting that the decline
in enrollment rates and school attendance is concentrated among the poor.
In Bulgaria, for example, the drop in basic education enrollment rates was
the sharpest among children in the lowest quintile (World Bank 1999a). In
Russia, the proportion of teenagers (ages 17 to 19) from low-income house-
holds in school is more than one-third below that of children of high-
income groups; the share in tertiary education is half that of young people
of high-income groups (UNICEF 1998).

While there is little systematic evidence on actual attendance in school,
absenteeism appears more prevalent among the poor. The 1995 Azerbaijan
Survey of Living Conditions estimated an extended absence rate for chil-
dren 6 to 16 years of age of 10 percent compared with the official estimate
of 0.6 percent. The rate for nonpoor families was lower than the rates for
very poor and poor families (World Bank 1997). In Armenia, only 52
percent of poor rural households said that their children attended school
very regularly, compared with 68 percent of nonpoor households. The
poor physical condition of the schools and lack of heat, water, and elec-
tricity was the reason most commonly given for irregular attendance (World
Bank 1996). In Tajikistan, nonattendance rates in basic education were
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particularly high among the lowest income group-41 percent for the first
quintile as opposed to 31.7 percent for the fifth quintile. More than 70
percent of students coming from the very poor families reported "no cloth-
ing" and "bad weather" as the two main reasons for nonattendance of basic
education (World Bank 2000b). A woman from the Tash Bulak village in
the Kyrgyz Republic thus expresses the hardship felt by many poor families:

When our children were small it was easier to take care of them. Now
they need to go to school, which means-they need clothes, and shoes,
and school supplies. We don't have enough money, so only two of our
children, two sons, attend school and our daughters stay at home, be-
cause they have no shoes and the school is located very far from here, 6
kilometers. The boys walk this distance. Occasionally some driver would
pity them and give them a free ride. (World Bank 2000a, 76)

And finally, when poor parents send their children to school, they forgo
the income that their children might otherwise be contributing to the
household's survival. This may be a factor contributing to declining at-
tendance and enrollment in the poorest countries of the region. In Central
Asia and the Caucasus, young children, instead of going to school, are
increasingly required to work to supplement family income (World Bank
1999c). In Moldova parents take children out of school to help with farm
work (World Bank 1999f).

There is some evidence of reduced educational access for minorities-
in particular Roma children-who are among the poorest children in
Europe. 3 The education status of Roma has historically been low across
Europe. While significant gains were made in enrolling Roma children
during the socialist era, education attainment of Roma lags significantly
behind the non-Roma population, with Roma much less likely to continue
on to secondary and postsecondary education than the rest of the popula-
tion. In Romania in 1994, 41 percent of Roma children ages 7 to 14 were
not attending school compared with 7 percent of the rest of the popula-
tion. In Bulgaria enrollment rates for Roma children ages 6 to 14 whose
household incomes placed them in the bottom quintile (where most of the
Roma are concentrated) were 33 percentage points lower than for the
total population of children in the bottom quintile. In Hungary, where
preschool is compulsory for all children at age 5, 11 percent of Roma did
not attend school in 1997. Roma children are also less likely to continue
from primary to secondary school. While 62 percent of all students in
Hungary in 1995 continued from primary to secondary school, only 9
percent of Roma did so.
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In addition, during the socialist era Roma children were channeled
into "special schools" for the mentally and physically handicapped (box
7.2). This parallel system of education persists today. Compared with
mainstream schools, these special schools provide Roma children with
lower quality education and fewer opportunities to progress within the
educational system and the labor market. In the Czech Republic, for ex-
ample, students leaving special schools are only allowed to enter techni-
cal secondary schools, which puts them at a disadvantage in the labor
market. 4 The practice of channeling Roma into special schools is most
widespread in the Czech and Slovak Republics and in Hungary. In 1997
in the Czech Republic 64 percent of Roma children in primary school
were in special schools compared with 4.2 percent of the total popula-

Box 7.2 Entrance to Remedial Special Schools in the Czech Republic

Roma children end up in special schools for many reasons. A study of this process in the
Czech Republic found that because of discrimination and the highly discretionary nature of
the placement, many more Roma children end up in special schools than should be the case.

Children can be enrolled or transferred from a regular basic school into special schools.
By law, placement is based on the recommendation of the school director in consultation
with the parent and an educational psychologist. In some cases parental consent is not ob-
tained, or it is abused. Parents may not realize that they are authorizing their children to be
shifted into a special school:

My daughter is in the second year of basic school. She is doing alright. One day in November 1997
her teacher came to see me saying, 'We want to move her to another class which will be better for
her." He gave me a piece of paper to sign. I should have read it but it was long and I didn't think a
teacher would try to cheat us, so I just signed it.... The next day I got a letter saying that my daughter
had been moved to a remedial special school. Roma parent, Prague

Educational psychologists play a pivotal role in determining whether children will be sent
to special schools, since they recommend students for examination and administer the ex-
ams. These procedures were found to be highly discretionary. In some cases children were
even recommended for transfer without undergoing the required psychological exam. The
tests themselves are problematic. Many are culturally biased. In addition, Roma children
often start school with little or no knowledge of Czech. Not surprisingly, many children fail the
tests and are subsequently evaluated as handicapped.

Because of the widespread abuses that have been documented, parents of 18 Roma
children from the Czech town of Ostrava initiated legal proceedings against the government
last year. In the district of Ostrava, Roma children outnumber non-Roma in special schools
by more than 27 to one. Although they represent less than 5 percent of all primary-school-
age students in the district, they constitute 50 percent of the special school population. The
Czech Constitutional Court ruled in favor of the government. An appeals process opened in
April 2000 in front of the European Court of Human Rights in Strasbourg.

Source: European Roma Rights Center (1999).
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tion. Similarly, in Hungary about half the number of students enrolled in
special schools were Roma.

Public Spending Decisions Do Not Favor the Poor

In a number of ECA countries, essential educational inputs (such as text-
books, school supplies, and school maintenance) are being squeezed be-
tween the falling education budget and a sizeable wage bill. This has
compromised the quality of education of many countries, particularly in
poor regions that have been forced to bear a disproportionate share of
the adjustment. In Albania, for example, where 50 percent of the popula-
tion live in rural areas, villages often depend on ad hoc strategies to get
textbooks from urban centers to the village. Rural schools have fewer
teaching materials and less equipment than urban schools have (World
Bank 2000c). Students in rural schools, which are often in worse physical
condition than urban schools, sit under umbrellas on rainy days because
of leaks in roofs. In the worst cases the schools have broken walls and
roofs and are open to the weather (World Bank 2000c). In Georgia, there
is a similar urban bias: in 1996, for example, 43 percent of primary and
secondary school directors in urban areas reported that textbooks were
available for all children, compared with 27 percent of directors in rural
areas (World Bank 1999c). And in many countries this bias extends to
teacher qualifications as well (box 7.3).

In Russia, a few regions have been able to capitalize on their resource
endowments, location, and other factors to increase their income. These
regions have been able to spend more on education and other social areas.

Box 7.3 The Inequality of Learning in Rural and Urban Regions of Albania

In Albania, rural areas have a much smaller percentage of teachers with higher education
qualifications than urban areas have, especially at the basic education level (44 percent com-
pared with 70 percent). Villages with no access to a road attract qualified teachers only with
great difficulty-teachers may have to walk as far as 2 miles in hard terrain to reach the
school. School inspectors confirm that many teachers in rural and remote village schools
lack subject matter knowledge and pedagogic skills. Urban settings offer more tutoring op-
portunities because the families tend to be wealthier. These opportunities make teachers
reluctant to take teaching posts in rural areas. If they do commute from urban to rural areas
to teach, they may leave their schools sometimes before the end of the school day in order to
return to the city to tutor (World Bank 2000c).
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In contrast, the poorest regions, with low per capita incomes and little
fiscal capacity, have been struggling to maintain the basic requirements
for high learning achievements in schools (World Bank 1999g). In Hun-
gary, the decentralization resulted in a highly unequal distribution of re-
sources across municipalities. Such effects had serious implications for the
quality of education across regions, especially between poor rural com-
munities and wealthier urban communities.

In many ECA countries the state does not allocate enough funds to
meet the basic needs of the school system. This shifts educational costs to
families. Many preschools and some institutions of higher education are
now charging fees, effectively discouraging participation by the poor. When
schools stop providing textbooks, parents are required to buy them. When
the quality of teaching suffers, parents must pay for extracurricular tuto-
rials for their children to learn. When buildings are not maintained, par-
ents are asked to help pay for heat or repairs so that their children's school
surroundings are conducive to learning. And when teachers are not paid
or underpaid, parents are sometimes required to make informal payments
to supplement teachers' salaries.

Informal payments are particularly an issue in entrance to secondary
or university facilities. These payments may by outright "gifts," or they
may take the form of tutorials to prepare students for examinations that
the tutor is writing. Although the payment of bribes to achieve entrance is
a practice that predates the transition, it has worsened in recent years. It
excludes gifted students from poor families from university education, as
well as undermines the value of university degrees and the fairness of the
educational system. In Russia, for example, parents can gain access for
their children to some elite secondary schools only by donating expensive
items of equipment. Unfortunately, little is known about the magnitude
of informal payments and their equity effects. But it is likely that the
additional demands from supplementary charges and informal payments
are highly regressive, since poor parents tend to have more children and
less capacity to make such payments than parents who are wealthier.5

Particularly in countries where the formal labor market has collapsed
and returns to higher education are not promising, poor parents may be
unwilling to pay these costs. As one Armenian father explained in 1996:
"Because I have no money, I cannot support my son's studies at the insti-
tute. There would be food, transport, and lodging expenses-without
mentioning the bribes of which even a first-grader is aware. Now my son
is keeping cows for 10,000 drams a day. Education is not the future"
(Narayan 2000, 209).
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Education Expenditures by the Poor and Nonpoor

Poor parents spend a large share of their incomes on schooling, but they
cannot afford to spend as much in absolute terms as nonpoor households.
In Tajikistan, households from the poorest quintile spend about 17 per-
cent of their per capita expenditures on education; the share for house-
holds from the top quintile, however, was only about 5 percent (World
Bank 2000a). In the Kyrgyz Republic, the extremely poor spent 17 per-
cent of their per capita expenditures on education in 1997, compared
with 13 percent for the nonpoor (table 7.2). In absolute terms the level of
private expenditures on education (including fees) was two and a half
times lower for the poor than for the nonpoor (Dorabawila, Lewis, and
Staines 1999). In the former Yugoslav Republic of Macedonia in 1996,
the poor spent two times more on education (as a percentage of per capita
expenditures) than did the nonpoor, across all levels of education, but in
total they spent less than half of what the nonpoor spent (table 7.3). In
every case the differentiated ability to pay the cost of getting an education
is likely to result in differentiated access to education.

Public spending on basic education is mildly progressive, but spending
on secondary and higher education is not. Expenditure incidence analysis
matches information from household surveys on school attendance by in-
come quintile with information on the fiscal cost of providing different
levels of education. Table 7.4 shows the distribution of public spending on
education, by level of education, for the poorest (bottom 20 percent) and
the richest (top 20 percent) quintiles of the population. The spending is
progressive if the share received by the poor is greater than 20 percent
(their share in the population). As shown, spending on primary education

Table 7.2 Annual Education Expenditures by Poverty Group, Kyrgyz Republic, 1997
(in som and percent)

Expenditure item Extremely poor Poor Nonpoor

Tuition 21 53 375
Books, uniforms, fees, tutors 193 228 356
School repairs, classroom supplies,

teachers, outings 36 43 64
Meals, transport, other 43 82 350

Total annual education expenditures 293 406 1145
Total as a percentage of per

capita consumption 16.9 14.1 13.1

Source: World Bank (1999e).
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Table 7.3 Private Expenditures on Education for the Poor by Level of Educaton,
FYR Macedonia, 1996
(in denar and percent)

Primary Secondary Tertiary
education education education

Expenditure item Poor Nonpoor Poor Nonpoor Poor Nonpoor

Admission fee 0 0 0 96 0 4,916
Coaching 0 1,435 0 1,082 0 672
Transport 22 248 1,870 3,176 3,446 4,347
Books/supplies 1,871 2,923 1,760 3,186 2,676 3,714
Other expenditures 60 668 53 428 249 133

Total expenditures on education 1,953 5,274 3,683 7,968 6,371 13,782
Total as a percentage of per

capita consumption 6.6 4.2 12.5 6.4 21.6 11.1

Source: World Bank (1999b).

is mildly pro-poor. (There is little difference in enrollment rates between
rich and poor children, and poor families tend to have more children.)

Spending on secondary and tertiary education, however, benefits the
poor the least. In Bulgaria, the poorest quintile benefits from 21 percent of
the public spending on primary education, but only 11 percent on tertiary
education, largely because of the very low enrollments of poor young
adults in tertiary education. Some countries have scholarship programs
that, in principle, favor poor families. However, benefit-incidence analysis

Table 7.4 Incidence of Public Expenditures on Education in Selected ECA Countries

Country Preschool Primary Secondary Tertiary

Romania (1997)
Bottom 20% - 21.0 26.0 10.0
Top 20% - 10.0 12.0 24.0

Bulgaria (1997)
Bottom 20% 23.0 21.0 16.0 11.0
Top 20% - - - -

FYR Macedonia (1996)
Bottom 20% 24.9 25.4 12.6 7.1
Top 20% 17.5 14.0 22.3 46.0

Albania (1996)
Bottom 20% - 27.0 7.2 7.5
Top 20% - 11.8 32.3 31.6

Note: Expenditures for tertiary education are marked in bold when not pro-poor.
Source: Tesliuc and Pop (2000); Rashid, Dorabawila, and Adams (1999); and World Bank (1999a,
1999b).
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of scholarship programs in Romania shows that these programs have a
regressive distributive impact in favor of children from the middle and
upper classes. In the design phase most of the scholarships are justified on
social grounds; only a few of them are awarded for "merit." Ex post,
however, most of the scholarships went to the nonpoor (Tesliuc and Pop
2000). In sum, public financing of secondary and tertiary education ben-
efits those who are better off and the most able to pay to send their chil-
dren to school.

Inadequacy of the Knowledge and Skills Acquired
in the Education System

Public education in Europe and Central Asia does not provide the poor-
or the nonpoor-with the capabilities they need to participate in a market
economy. Despite remarkable achievements, the education system does
not adequately prepare its students to meet the growing challenge of glo-
bal competition. This affects both poor and nonpoor alike, but the poor
cannot afford to take advantage of costly opportunities that might im-
prove their capabilities.

The education system in ECA countries has stressed memorized factual
and procedural knowledge-not learning skills that provide the basis for a
flexible labor force able to adapt to changing markets and employer needs.
In theory, education performs three functions: the transmission of knowl-
edge; the transmission of skills; and the acquisition of "behavioral traits"
(that is, values and attitudes shaping behavior). What "formal education
does.. .is not so much to train workers, as to make them trainable" (Blaug
1993, 28). Evidence from the OECD International Adult Literacy Survey
(IALS) suggests that formal education in ECA countries provides students
with knowledge but not the skills to prosper in a modern market economy
(World Bank 2000c).

The IALS defines functional literacy as the information-processing skills
that adults need to perform school tasks encountered at work, at home, or
in the community-considerably more than the ability to read and write.
Literacy measures how well a person can apply knowledge to solve prob-
lems he or she may not have encountered before. Even in economically
advanced countries with strong education systems, many adults have dif-
ficulties coping with the reading and numeracy activities that are common
in modern life (OECD 2000). Although adults with serious literacy prob-
lems can be found in any country, the patterns differ greatly from one
country to another. Using three different scales of literacy (prose, docu-
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ment, and quantitative), figure 7.3 shows that there is a high percentage
of adults in Poland, Hungary, and Slovenia with low literacy levels com-
pared with adults in other OECD countries. 6 Literacy levels in the Czech
Republic, however, compare favorably.

Another problem with education in Europe and Central Asia is that it is
excessively specialized. In planned economies, the education system pre-
pares specialists who know what job they will have in the future and what
their professional responsibilities will be. Thus, education is narrowly tai-
lored to niches in the economy. The narrow specialization is not desirable
in a market-oriented environment where professional needs are less pre-
dictable. Students with a vocational/technical secondary education are not
well equipped to respond to market signals and adapt to the rapidly chang-
ing market conditions in transition Europe.

Policy Challenges Faced by Governments

Inequities in learning opportunities have been growing during the transi-
tion process. Perhaps the most important lever for addressing these emerging
inequities is education finance reform. There are five basic challenges. The
first is to ensure an adequate level of financing for the sector so that all
students have the opportunity to get a basic education. The second chal-
lenge is to allocate the education budget across levels of education and the

Figure 7.3 Percentage of 16-65 Year-Olds Who Test at Low Literacy Level, 1994-98
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third challenge across education inputs, so that resources are used in the
most cost-effective manner possible. This will help to eliminate the condi-
tions that give rise to informal payments and reduce the burden of educa-
tion being shifted onto parents. The fourth challenge is to distribute the
financing equitably across jurisdictions to ensure that all children have
access to educational opportunities. The fifth challenge is make sure that
a move toward greater reliance on private financing does not disadvan-
tage the poor. Each of these challenges will be discussed in turn.

Ensuring Adequate Financing for Public Education

One of the most important decisions countries must make is the level and
allocation of government financing to education. International experience
provides some guidelines for setting the priorities. OECD countries spend
on average 6 percent of their national income on education (with 1 to 2
percent of private spending), while middle-income countries spend, on
average, 4 percent of their national income on education (OECD 1998).

If countries are not spending enough on education, the poor are likely
to suffer. Indeed, real spending on education has declined substantially
during the transition in many countries, as real GDP fell. But most coun-
tries have shown a strong public commitment to education during the
transition by maintaining a reasonable level of spending on education rela-
tive to their GDP. Public spending on education as a share of GDP re-
mained high: on average ECA countries spent 4.4 percent of GDP in 1998
(figure 7.4). This compares favorably with the 4.9 percent of GDP that
OECD countries-with ten times transition countries' GDP per capita-
spent on average on education (OECD 1998). But in a few countries, no-
tably the Caucasus, basic education for all is threatened. In Armenia and
Georgia and Tajikistan, education expenditures are two percentage points
or more lower than the OECD average.

Improving the Allocation of Expenditures across Levels
of Education

Basic (compulsory) education (grades 1 to 9). Basic education should
have first claim on public education resources for at least two reasons:
first, a sound basic education lays the "base" for subsequent learning;
second, deficiencies at this level of schooling strongly affect the incidence
of poverty. Publicly supported mandatory education is an attainable goal
in the short term in almost all ECA countries, except possibly in Armenia,
Azerbaijan, Georgia, and Tajikistan. In these four countries, the overall
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Figure 7.4 Public Expenditures on Education in Transition Economies, 1998
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budgetary environment is so tight that it may not be possible to offer
universal basic education. Obviously, this is a highly undesirable outcome.
In these countries, the overall budget for education may need to be in-
creased to achieve universal basic education. And in those countries in
which basic education is secured, governments can expand educational
services in other directions.

Preschool education. Public resources should be devoted to preschools
for children ages 4 to 6 for the following reasons. First, children who have
developmentally appropriate stimulation before they are 6 years old can
be educated at lower cost and to higher levels than can children who do
not. Neurological evidence shows that children are primed to learn during
the first years of life. Since preschools organized to develop the child
cognitively can improve children's educational achievements at all levels,
preschool should be thought of as part of the general education system.

Second, preschooling is a powerful antipoverty device. In the absence
of preschools, early childhood opportunities are defined by the socioeco-
nomic status of each child's family. This means that children from poor
families are likely to arrive at school at ages six or seven already at a
learning disadvantage that can never be entirely mitigated. Affordable
preschools can help level the playing field for children from poor families.
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Preschool services do not have to be compulsory, but they should be
universally accessible. Through parent-teacher associations, local commu-
nities could help schools and teachers compensate for the limited resources
of regional and central governments. Communities could be involved in
the organization of early childhood development programs. Governments
can, in turn, play a facilitative role in mobilizing local communities to
create these programs (UNICEF 1998). Childhood development programs
have the side benefit of freeing poor mothers (who cannot afford the tu-
ition of regular preschools) to go to work. Access to preschools for the
poor could be eased by granting them exemptions for school fees.

Vocational/technical secondary education. In most ECA countries, stu-
dents must choose early on between a general education or a vocational/
technical education. Although the share of the relevant age group enrolled
in vocational/technical upper secondary education varied in 1997 from a
low of 15 percent (Albania) to a high of 85 percent (Czech Republic), in
most ECA countries more than half of the students continue to be enrolled
in the vocational/technical track (World Bank 2000c). This is very unfor-
tunate. Early specialization, especially in narrowly defined vocational
tracks, is inconsistent with the market needs for flexibility in learning. It
does not make sense to teach a large number of students highly specific
vocational skills that are rapidly rendered obsolete by the technological
change characteristic of a dynamic modern economy. Moreover, it is very
costly to run highly specialized schools. They cost more than general aca-
demic/vocational training, which does a better job of preparing students
for the market. Thus, expensive specialized education should be replaced
by a broadly based vocational/technical education that is better integrated
with academic training. Highly specialized vocational training is best left
to on-site training by employers.

Higher education. ECA countries have expanded higher education en-
rollments rapidly-a goal consistent with the human capital demands of
the mixed market economies that are emerging in the region. However,
with rapidly expanding enrollments and no change in spending per pupil,
the higher education budget is likely to absorb an increasing share of the
public education budget. Higher education in Moldova and Ukraine rep-
resents 15 percent and 19 percent, respectively, of the education budget-
a fairly high percentage. This could endanger public spending on levels of
education that should have a higher priority. In order to expand the qual-
ity and quantity of higher education-which is a highly desirable out-
come-without crowding out public spending on other education levels,
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countries must lower the costs per student and increase the share of the
costs borne by students. How to deal with the equity implications of the
latter is an important issue taken up below.

Optimizing the Input Mix to Improve Education Conditions for All

Virtually all countries face significant cost pressure from several sources.
First on the demand side, there is increasing pressure to increase upper
secondary and tertiary education in response to the skill demands of mar-
ket economies. While falling birth rates in many countries will moderate
fiscal pressure on the system, these upper levels of education are more
expensive, and are likely to lead to higher education costs in the future. In
addition, the costs of many inputs have risen, and there is likely to be
more cost pressures on the system in the future. The energy bill has in-
creased substantially, as countries have whittled down energy subsidies
and let energy prices reflect world energy scarcities. Maintenance on in-
frastructure, often deferred during the transition, has deteriorated greatly
in some areas. Substantial allocations will be needed to bring maintenance
up to par. Publication of educational materials, once subsidized, is more
expensive today. Indeed, many countries are trying to replace their entire
stock of textbooks to reflect the new realities of the transition. Teachers'
salaries, which often fell relative to the average wage, may be bid up over
time as labor markets begin to function better. These additional cost pres-
sures make it imperative that governments adjust their spending to get the
most out of what they do spend on education. The major challenges ECA
countries face are to reduce their energy costs, rationalize their infrastruc-
ture, and bring down the wage bill.

Reduce energy costs. Some ECA countries spend between 30 and 50
percent of their total education budget on energy-although the energy
bills are often unpaid. Freeing up funding for other uses by conserving
energy will take sustained cooperation among all the sectors of govern-
ment-and will take time. Energy-conserving school designs can gradu-
ally reduce energy use as new schools replace old ones. However this
process will take years. In the short term other measures-insulating school
walls, double-glazing windows, and installing meters so that schools are
billed only for energy used-will help reduce the energy bill.

Consolidate schools and increase spending on infrastructure. Falling
enrollment rates in preschool and basic education have resulted in underuse
of schools, yet the fixed cost of operating school buildings remains high.
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Moreover, underfunding-often nonfunding-of school maintenance over
the years of transition has created an education infrastructure crisis in
Europe and Central Asia, especially in the FSU countries. It is impossible
to estimate the total value of the repairs required in the region, although
estimates for Albania ($270 million) and Latvia ($850 million) suggest
the magnitude of the problem (World Bank 2000c). In some countries,
such as Albania, some schools are in such a decrepit condition that school
safety is a major concern. Data from Albania and a few other countries
suggest that correcting the infrastructure problems resulting from deferred
maintenance could absorb at least double the annual education budget.

A cost-effectiveness analysis could help determine the schools to be
consolidated and those requiring rehabilitation and re-engineering invest-
ments. Consolidation is politically difficult to achieve, since it usually en-
tails downsizing of personnel. It must be done with care not to increase
urban-rural disparities that would make it more difficult for poor rural
children to attend school (box 7.4).

The option of consolidation may not be desirable in areas with low
population density or where there are issues of maintaining schooling in

Box 7.4 Constraints on Rationaleation of Small Rural Schools in Novgorod

The special problems encountered in many rural schools throughout Russia are exemplified
in Novgorod, where approximately 70 percent of the schools and 50 percent of the teachers
are located in rural areas, whereas only 25 percent of the students live in rural areas. As a
result, teachers and facilities are relatively underutilized in rural areas of the region. Average
expenditure per student across regions varies from 2,100 to 3,000 new rubles (about $350 to
$570).

Whether teachers are teaching full loads or not, student-teacher ratios in most rural schools
are much lower than in cities. Rural classes rarely approach 25 students (the maximum
allowed by federal regulations), and in some locations they dip as low as 2 students in a
class. In 1995, the average student-teacher ratio was 8:1. Teachers in rural areas receive 25
percent higher salaries than those teaching in urban areas. In theory, they receive free hous-
ing. Teachers must pay for housing first and then claim reimbursement from the region.
Given current budgetary constraints, many rural teachers do not receive their housing allow-
ances-or not, at least, in a timely fashion. There have also been delays of varying duration in
the payment of teachers' salaries in Novgorod.

Although multigrade teaching is common in OECD countries and is used in some parts of
the Novgorod region, it is seen as undesirable and, at best, a stop-gap solution. Because
most teachers do not have the training for multigrade teaching, this approach may compro-
mise student learning. Regional Administration staff suspect that teachers in rural schools
who are teaching more than one subject are not acceptably proficient in the second subject.
Most teachers with a university education and/or good teaching qualifications do not want to
live in rural areas. This raises the issue of retraining for rural school teachers (World Bank
1 999g).
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minority areas. In most cases these schools should be maintained in order
to ensure equitable access for poor rural families and minorities, even if
this results in small class size. A multigrade system of instruction can offer
a cost-effective way to provide education in such circumstances, if done
correctly. The practice of multigrade teaching has been found effective
when teachers have been properly trained to teach classes comprising stu-
dents of different grade levels, when teachers have been provided with
proper teaching materials, and when students have appropriate, specially
designed textbooks. Maintaining small schools in villages may be needed
only in the earliest years of education (through grades 3 or 4). From about
the age of 10, however, children are old enough to attend schools farther
from home. Savings from school consolidation might be used to fund stu-
dent transport in such circumstances.

Rationalize the wage bill. At the same time that governments have
curtailed expenditures on materials and maintenance, they have increased
the number of teachers-even though the number of students has been
falling (figure 7.5). And many of the systems are thought to have been
overstaffed at the outset, like the rest of the economy. In Bulgaria, the
total number of teachers increased by 3.5 percent, despite attempts to
scale back civil service employment (World Bank 1999a). In Central Asia,
the increases range up to 25 percent (Klugman 1999). In Russia, every
region increased its number of teachers in public employment-an overall
increase of 25 percent-between 1989 and 1996 (World Bank 1999g): the

Figure 7.5 Student-Teacher Ratio, 1989-97 (1989=100)
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national number of teachers grew three times as fast as the number of
students: the student-teacher ratio declined from 15.8 in 1989 to 11.9 in
1997.7

In Ukraine, spending on items vital for the provision of quality educa-
tion (textbooks and capital repair) has fallen, while spending on staff has
increased. Allocations for textbooks fell by 70 percent between 1995 and
1998. Spending on capital maintenance was reduced to 2.2 percent of the
education budget. Table 7.5 shows the discrepancy between the growth in
the number of teachers (and schools) on the one hand and the number of
students on the other hand. For example, in tertiary education, Ukraine
expanded the number of teachers by 9.4 percent and the number of schools
by 5.5 percent between 1990 and 1997, while the average number of stu-
dents remained almost constant.

Using OECD standards as a benchmark, we estimate that up to a third
of the teaching labor force (and even more of the nonteaching force) should
be reduced.8 The reduction in excessive staffing should be done while
preserving the quality of education and adequately compensating those
who must leave the education sector. Experience in some ECA countries
suggests that a step-by-step approach is politically and socially desirable.
An up-front reduction in staffing would lead to an undesirable outcome:

Table 7.5 Changes in Education Supply and Enrollment in Ukraine, Selected Periods,
1985-97

1990/1985 1997/1990 1997
Indicator (in percent) (in percent) (in thousands)

Preschool
Urban areas

Number of schools 1.7 -26.9 8.7
Number of children -8.4 -49.3 952

Rural areas
Number of schools 12.5 -23.0 9.7
Number of children -0.2 -60.3 219

Basic education
Average number of students per class -12.1 -3.5 22.4a
Number of teachers 13.5 6.3 571

Tertiary education
Number of schools 1.6 5.5 940
Number of teachers 5.4 9.4 119
Number of students -1.4 -0.1 1,636

a. Not in thousands.
Source: Ukraine, Committee on National Statistics.
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good teachers would leave the profession and lower quality teachers or
highly specialized teachers would stay. Therefore, an attestation mecha-
nism could be designed to select high-quality teachers. Once the attesta-
tion is implemented on a national scale, teachers' wages would be brought
up to nationally competitive levels, and severance pay (as well as training
and opportunities for self-employment) would be granted to those who
leave the education sector (Vandycke 2000).

It does not make sense to search for additional cost savings by allowing
teachers' wages to fall relative to other wages and running up wage ar-
rears. Instead, rationalizing the labor force might permit a net reduction
in the wage bill and at the same time permit an increase in salaries in
countries where teachers are poorly paid.

Distributing Financing Equitably across Government Jurisdictions

Ensuring equality of educational opportunity, measured at a minimum
by equality in educational spending, is a strong argument for a high de-
gree of centralized financing in countries in which income inequality is
high. Almost all ECA countries-except Bosnia and Herzegovina, Russia,
and Georgia-rely on centrally generated revenues to finance basic edu-
cation.9 While most education financing is generated nationally, it is of-
ten channeled through local governments. In Armenia and Bulgaria, the
grants are earmarked exclusively for education. In most other countries
(such as Albania, Azerbaijan, Georgia, Hungary, Poland, Moldova, Ro-
mania, Russia, Tajikistan, and Ukraine), local governments rely on block
grants that are not earmarked exclusively for education. In these countries
education spending has not always been protected, though typically social
assistance expenditures have been the first to be cut.

Although most ECA countries now raise revenues for the sector cen-
trally, many countries are considering devolving responsibility for revenue
generation to local governments. However, centralized financing of edu-
cation in ECA countries has a number of important advantages
(Hoopengardner 1999), especially that of improving the equity of educa-
tional outcomes. The tax bases (personal and business income tax, turn-
over tax, and property tax) of ECA countries differ widely among localities.
In other words, there is a "horizontal fiscal imbalance." The ratio of high
to low per capita income across localities is typically five to one or greater.
If subnational governments pay for the education of children only in their
jurisdictions, geographic differences in income would translate into un-
equal educational opportunities. Poor regions would be likely to have poor
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education systems that produce poor educational outcomes that result in
low incomes that reinforce regional poverty. The experience of Georgia
(box 7.5) reveals some of these problems.

In principle, locally generated resources could be redistributed through
some sort of equalization fund, which essentially confiscates resources in
one jurisdiction and applies them to another. However, it is politically and
administratively easier to distribute national revenues to localities in ways
that help equalize education opportunities among jurisdictions. Central-
ized financing, combined with a system in which "money follows stu-

Box 7.5 Decentralization of Education Spending in Georgia

Since Georgia's independence, government spending on education has declined dramati-
cally. Not only did GDP fall dramatically-more than 75 percent reduction between 1991 and
1994-but the share of GDP allocated to education-from more than 7 percent in 1991 to 1
percent in 1994-fell as well. Since 1995 a modest recovery has taken place. In 1998
education spending as a share of GDP amounted to 2.4 percent. Compared with OECD stan-
dards, the education sector is severely underfinanced.

The responsibility for education spending is shared between the central government (higher,
vocational, and specialized education) and the district (rayon) authorities (preschool, pri-
mary, and general secondary education). In 1998 about two-thirds of education spending
was made by the rayons. Education spending by rayons is financed from various sources,
including earmarked grants for education from the central government, general purpose grants
from the central government, and own local fiscal revenues.

In its implementation, this system raised a number of problems:
* In 1998, 48 rayons, out of Georgia's 61 rayons, received budget transfers with funds

earmarked for education. For the remaining ones, no funds were earmarked for educa-
tion, presumably because the central government thought that the fiscal capacity of these
rayons was adequate to finance the needs of the education sector and did not necessitate
central government transfers.

* The majority of public spending on education is financed from revenue generated and
collected at the rayon level. The fiscal capacity of rayons appears, however, to be highly
variable. For instance, in 1998 the expenditure per student varied between a low of Laris
70 to a high of Laris 279. This extreme variation in expenditure per student could be
warranted by conditions of population density, income, or other factors. While geo-
graphical remoteness and low student/teacher ratios explain some of the differences, the
discrepancy in per student expenditure raises questions about the equity of education
spending across the country.

* Criteria for calculating the transfers and their earmarked portions for education are
nontransparent.
Most rayons allocate the bulk of their education budget to the payment of salaries, at the

expense of spending on other necessary items, such as textbooks, utilities, and maintenance
of schools. Yet teachers' salaries have not been paid on time. In 1998 about 70 percent of
teachers had salary payment in arrears. Arrears accumulation is partly linked to shortfalls in
central government financing. It is also related to the low capacity of rayons to mobilize
revenues.
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dents," can give poor children in poor areas fair life chances if resources
are distributed equitably among jurisdictions. In the past, funding in ECA
countries was usually allocated on the basis of norms for inputs. Jurisdic-
tions with the most school buildings and teachers generally received the
most money. Now, however, it is almost universally accepted that money
should follow students. This has become the preferred mechanism for de-
termining how spending is distributed among spending units. The funding
formula per student can be adjusted for factors that result in differences in
costs, such as population density or in the education challenges that differ-
ent student bodies present.

Decisions about who raises the money and who controls it are separate
decisions. Centralized revenue generation need not imply centralized con-
trol over the use of resources. Local jurisdictions or institutions can be
given the flexibility to allocate resources as they see fit to improve the
quality and cost-effectiveness of the services they offer.

Supplementing Public Financing with Private Funds without
Disadvantaging the Poor

To supplement tax revenues for the education sector, all ECA countries
use cost-recovery mechanisms such as user charges and fund-raising ef-
forts at the school level. These mechanisms have merit to the extent that
they increase the total resources available to the sector and promote greater
ownership and participation by the contributors, who are often the ben-
eficiaries (students and their parents). The risks of excluding the poor,
however, are high.

Increase user charges on a limited basis. User charges (payments by
recipients for identifiable services) are direct financial supports for educa-
tion. Tuition for preschool students, charges for textbooks or laboratory
materials, and tuition and dormitory fees for university students are ex-
amples of user charges. The rationale for user charges is that since indi-
vidual students receive a large part of the benefit from education, they
(their families) should bear part of the cost directly. Although user charges
can improve the quality of education beyond that which would be pos-
sible with government financing alone, they entail significant risks of ex-
cluding the poor, especially for basic education. In addition, they may
increase regional disparities since the schools best positioned to raise money
through user charges may be in relatively rich jurisdictions where educa-
tional opportunities are already good.
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The case for user charges is strongest for higher education. Most of the
benefits of higher education are private: higher lifetime earnings for the
individual receiving the education. Several ECA countries have already
introduced tuition and fees to shift a share of costs from the taxpayer to
students and their parents-often through creative means to circumvent
legal provisions that prevent the countries from charging tuition. In Po-
land, for example, in the past, "extramural students" attended one week-
end and evening program. Now these students are allowed to attend regular
day classes along with day students who do not pay tuition charges. The
poor are already underrepresented in higher education, and care must be
taken not to further aggravate the inequity through the imposition of user
charges.

Means tested scholarships and student loan schemes are important ve-
hicles for ensuring that the talented poor can attend university. Unfortu-
nately, they are difficult to implement successfully. First, applying a means
test to identify students who are eligible for state subsidies is difficult and
costly. Countries that operate subsidized student-loan schemes and schol-
arship programs rely on reports of income and wealth to the tax authori-
ties in order to estimate ability to pay for schooling and capacity to repay
loans. However, tax compliance in ECA countries tends to be low, and
self-reporting tends to be inaccurate. Second, double-digit inflation rates
that persist in a number of ECA countries make nominal interest rates on
fixed rate loans very high. These rates impose large risks on borrowers if
inflationary expectations are not realized. Innovative lending products that
index the unpaid principal amount of the loan to a price index or that
adjust interest rates frequently might be considered. Third, implementing
a student loan scheme requires solving the problems inherent in lending
large sums of money on a long-term basis without collateral. Students
generally do not have an established credit history that might be used to
assess their character. Moreover, the enforcement of loan repayment is
usually facilitated by the borrower's sense that the lender has a legitimate
claim on the borrower. This sense of obligation derives from a recognition
that the loan has supported the purchase of something of value and that
the terms of the purchase were fair. The history of highly subsidized higher
education in the region undermines this sense of obligation. Since con-
sumer credit is underdeveloped in most ECA countries, there is little tradi-
tion of voluntary repayment of credit and little onus attached to default.

Adopting an income-contingent repayment scheme might be an option
for financing higher education, but it is largely untested. In this scheme
low-earnings students are protected in both the short and long run. Re-
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payment of a student's loan is based on a percentage of his or her subse-
quent earnings, collected alongside income tax or a social insurance con-
tribution, until the loan and interest have been repaid. However,
implementing such a scheme requires a large tax administrative capacity
to effectively administer income tax-an institution often lacking in ECA
countries. In theory, the scheme should improve the access of the poor to
higher education. Actual evidence is needed, however, on the extent to
which the scheme is de facto fair, equitable, and reaches the poor. The
Hungarian government is in the process of adopting such a scheme (Barr
1999). This will provide valuable evidence on how well the scheme works
in practice.

Stamp out or legitimize informal user charges. Informal user charges
are payments that are not explicit or publicly mandated. In some cases
they result from corrupt practices, as when teachers threaten to fail stu-
dents unless students pay teachers for extra tutoring outside school. In
other cases they cover legitimate costs of education, such as the cost of
heating school buildings, which are shifted to parents or to the commu-
nity. In the latter case, there is often inadequate financial control over the
informal parental contributions.

As noted earlier, informal payments are widespread in connection with
entrance to university education. In the absence of reliable assessment for
school-leavers, higher education institutions are obliged to organize their
own entrance examinations, which consume scarce financial resources and
give rise to opportunities to extract bribes from parents. Objective univer-
sity entrance examinations would reduce this pernicious practice. Objec-
tive standards at all levels of education would provide students, their
parents, and the community at large a means for assessing how well schools
are performing-and thus how well tax revenues are being spent.

Informal payments-even those that actually go to legitimate school
expenses-contribute to the exclusion of the poor from education. Ensur-
ing that schools are accountable for how the money is spent on legitimate
expenses will reduce opportunities for corruption, but it will not necessar-
ily address equity concerns. Prohibiting the informal payments that are
effectively bribes would improve equity concerns, but this is unlikely to
succeed unless the conditions that give rise to the informal payments are
addressed. A more efficient and equitable deployment of resources will
reduce the conditions that lead to the proliferation of legitimate and ille-
gitimate informal payments-and reduce disparities in educational op-
portunities between the poor and nonpoor.
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Conclusion

The reforms described in this chapter will contribute to promoting equi-
table education opportunities for all and to keeping the poor from being
excluded from the education they need in today's world. Yet even with the
broad agenda outlined above, the educational needs of the poor may not
be entirely met. Additional measures may be needed to improve educa-
tional access and quality in particular locations, such as rural areas, or for
certain population groups that present particular challenges.

In some cases the causes of unequal opportunities can be fixed with
money-for example, subsidizing poor parents so that they can buy re-
quired textbooks or clothing for their children. Linking attendance in school
to receipt of the benefit may be worth considering if the objective of the
assistance is to enable poor children to attend school-as long as the ben-
efit is sufficient to cover the incremental costs of school attendance. In
other cases the reasons for poor children's lack of attendance are more
complicated. If they are too isolated, rural areas may not be able to retain
good teachers. In this case improving roads and transport options may
have an impact on the quality of rural schools and also on the school
attendance of children in rural areas.

Issues of ethnicity also present particular challenges. Although poverty
keeps many Roma children out of school, there are other reasons: lack of
proficiency in the national language, fear of assimilation among some tra-
ditional Roma families that decreases demand for education, and discrimi-
nation by non-Roma parents, children, and teachers. A number of
programs are under way to address these issues. One example is targeted
preschool programs, which prepare children for the classroom environ-
ment and overcome language and cultural differences. In Hungary, Bul-
garia, and Romania, the Open Society Foundation is supporting programs
at the primary-school level based on the Headstart initiative of the United
States in both Roma and non-Roma communities. Secondary schools tar-
geted to Roma children have recently been opened in Hungary and the
Czech Republic. These schools incorporate Romani studies into the cur-
riculum and aim to provide a supportive environment through teacher
training and parental involvement. Systematic evaluation of the programs
is needed to determine whether they are breaking down the barriers that
prevent the Roma (and other groups suffering ethnic discrimination) from
closing the education gap.
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Notes

1. Preschool education refers to schooling for children 0 to 6-7 years of age. It
includes daycare centers. Basic education refers to primary grades 1 to 4 and
lower secondary grades 5 to 9. Upper secondary educationz is split into general
("academic") and vocational/technical tracks. Tertiary (or higher or university)
education refers to postcompulsory education.

2. Gross enrollment rates for the ECA region must be treated cautiously: the
age-specific population numbers are somewhat suspect since the last credible cen-
suses were conducted at the end of the 1980s. During the transition, the civil
registration of births and deaths declined sharply, while mobility across borders
increased. The enrollment numbers are questionable for those countries or re-
gions within countries engaged in conflict.

3. The section on the Roma is based on material summarized in Ringold (2000).
4. As of spring 2000, the Czech Parliament was considering legislation that

would allow graduates of special schools to continue in the mainstream school
system.

5. More investigation is needed on the price elasticity of the demand for educa-
tion in ECA countries.

6. Low literacy is defined as the sum of literacy scores for Level 1 and Level 2.
Individuals need to attain a level of 3 or greater to function in a modern work-
place.

7. The student-teacher ratios are likely to fall farther in the years ahead as the
smaller cohorts from lower birth rates pass through the education system.

8. On average, the student-teacher ratio in OECD countries is 10:1. The ratio
in Georgia and Armenia is 9.2:1 and 8.7:1, respectively.

9. Russia's oblasts are as big as most ECA countries. In Russia, decentraliza-
tion from national to subnational levels of government should be thought of in
terms of decentralization from oblast to suboblast levels of government.
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CHAPTER 8

Improving Capabilities: Health

D uring the socialist era transition countries in Europe and Central
Asia made major strides in the health arena. They increased life
expectancy, lowered child mortality, immunized virtually all chil-

dren, improved access to safe water and better sanitation, alleviated acute
malnutrition and micronutrient deficiencies, and sought to control commu-
nicable diseases. The broad-based nature of these interventions, together
with the strong emphasis on education, considerably improved the health
outcomes of the population-including the least advantaged. By the mid-
1950s health indicators in ECA countries reached levels comparable to most
Western countries. By the mid-1960s, average life expectancy at birth in
these countries was only 1 to 2 years shorter than in the West.

As a result of sound investments to promote good health, the major
disease burden in Europe and Central Asia is similar to that in higher
income countries. Lung cancer, liver cirrhosis, cardiovascular disease, and
injuries are the major causes of mortality and morbidity in the region.
Cardiovascular disease was responsible for 26.2 percent of premature
deaths, as measured by disability adjusted life years (DALYs),l substan-
tially exceeding the industrialized country average of 19.4 percent (Murray
and Lopez 1997). While there are no data on the incidence of these dis-
eases across income groups, they clearly affect the poor as well as the
nonpoor. The high rates of tobacco and alcohol consumption in the region
contribute strongly to premature deaths from cardiovascular and pulmo-
nary diseases.2 Lifestyle changes could substantially reduce these risks. In
general, governments have placed little emphasis on prevention, although
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a reduction in alcohol availability in Russia in the mid-1980s resulted in a
noticeable decline in premature deaths.

Emerging Threats to Good Health for the Poor

In addition to achievements in reducing life expectancy, ECA countries
realized another major achievement in the creation of a health system that
offered universal entitlement to comprehensive, free health care. Health
systems have remained remarkably resilient despite the fiscal shock they
have endured. The most troubling reversal of improving health outcomes-
the decline in adult life expectancy in some countries, most notably Russia
during the transition-has not been attributed to a serious worsening of
the health system. But there are signs that the achievements of the past are
being undermined to the detriment of the poor. First, although not wide-
spread, slippages in basic public health investments are beginning to ap-
pear and are likely to differentially affect the poor. Second, countries are
not doing enough to address the re-emergence or emergence of new public
health threats, notably tuberculosis and HIV/AIDS-which, especially in
the case of TB, may disproportionately affect the poor and most
marginalized populations. Third, the access that the population has his-
torically enjoyed to universal, free health care is giving way to a system in
which access to health care is conditional on making under-the-table, ille-
gal payments to public health care providers. The poor, who can least
afford to pay, are the most negatively affected.

Stalled Progress on Basic Health Outcomes

Slippage in basic health outcomes interventions is emerging in some parts
of the region, particularly in immunization coverage and treatment of
undernutrition and micronutrient deficiencies.

Immunizable diseases, such as measles and tetanus, are being controlled
by vaccination programs, although there have been notable lapses in the
region. In Georgia only 63 percent of children under a year old had been
immunized against measles in 1998, and no child was immunized in 1994-
95 because of a lack of vaccines (World Bank 1999); in Azerbaijan immu-
nizations were handled by Doctors without Borders (World Bank 1997).
Physicians in Eastern Europe have reported numerous measles outbreaks
among Roma (gypsy) communities, suggesting uneven vaccination cover-
age (ECOHOST 2000). Data from a few Demographic and Health Sur-
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veys indicate that coverage is lower than desirable in some countries. In
Uzbekistan in 1996, only 80 percent of children ages 12 to 23 months had
received the Bacille Calmette Guerin (BCG) vaccine, 3 doses each of the
diphtheria, pertussis, and tetanus (DPT) vaccine and oral polio vaccine
(OPV), and a measles vaccine, while in Kyrgyz Republic only 70 percent
of children had. More worrisome is Kazakhstan: not only is the rate of
fully immunized children low, but the rates vary substantially by house-
hold wealth. Data from the Demographic and Health Survey in 1995,
though now somewhat dated, showed that only 41 percent of children in
the poorest quintile had received these vaccinations compared with 82
percent in the upper quintile (figure 8.1). Thus, some problems have
emerged with the traditional and vitally important child immunization
programs, but these are largely in some of the countries in the Common-
wealth of Independent States (CIS).

Environmental health and adequate potable water and sanitation re-
main policy and resource challenges for the region, particularly in the
former Soviet Union (FSU). The legacy of environmental degradation and
contamination of land and water, growing air pollution in cities, and eroding
water and sanitation systems will only worsen without adequate attention

Figure 8.1 Childhood Immunization Rates in Kazakhstan by Wealth Quintile, 1995

Quintile
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Poorest 20%
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Percent fully immunized

Note: Percentage of living children 12 to 23 months who received the Bacille Calmette Guerin (BCG) vaccine; three
doses each of the diphtheria, pertussis, and tetanus (DPT) vaccine and the oral polio vaccine (OPV); and measles
vaccination at the time of the Demographic and Health Survey.
Source: Bank staff estimates based on a 1995 Demographic and Health Survey.
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Table 8.1 Wasting and Stunting Prevalence in Europe and Central Asia, Selected
Countries, Selected Years
(percent)

Public health concern
Wasting prevalence Stunting revalence

Country Year above 5 percent above 20 percent

Kazakhstana 1995
Urban (3.3) (15.8)
Rural (3.0) 21.8

Kyrgyz Republica 1997 (3.4) 24.8
TajikistanC 1998 7.0 55.0
Uzbekistana 1996 11.6 31.3
Azerbaijanb 1996 (2.9) 22.2
Albaniab 1997 7.4 22.7

Note: Stunting is low height-for-age because of chronic malnutrition. Wasting is low-weight-for
height as a result of acute malnutrition. They are defined as the proportion of children falling below
minus two Z-scores of the standard established by the World Health Organization and the U.S.
National Center for Health Statistics. Comparable data are not available for Georgia. Armenia does
not quite meet the triggers: wasting rates in 1998 were 4.1 percent and stunting rates were 12.6
percent. Figures in parentheses are below the threshold levels.
a. Rates are for children ages 0 to 35 months.
b. Rates are for children ages 0 to 59 months.
c. Rates are for children ages 6 to 59 months.
Sources: Galloway, Rokx, and Brown (2000).

from governments in the short to medium term. Access to clean water is
particularly a problem in the rural parts of Central Asia.

Undernutrition may be a more serious problem as poverty levels rise.
As table 8-1 shows, undernutrition in children under five years of age is a
problem in parts of Central Asia, the Caucasus, and Albania. By the stan-
dards of the World Health Organization (WV O), national prevalence rates
greater than 5 percent for wasting and 20 percent for stunting indicate a
serious public health problem. Tajikistan saw sharp increases in stunting
and some rise in wasting between 1994 and 1998 probably due to war
and the dramatic declines in incomes and sharp increases in prices as sub-
sidies were withdrawn. Between 1994 and 1998 wasting more than
doubled, increasing from 3 to 7 percent of children ages 6 to 59 months,
and stunting increased from 41 to 55 percent. Kyrgyz Republic also ex-
hibits wasting levels of about 10 percent between ages 1 and 2. In both
countries the early introduction of tea, and inappropriate weaning foods
such as cow's milk, have had negative effects on child nutrition (Galloway,
Rokx, and Brown 2000).

Micronutrient malnutrition is the result of poor intakes of vitamins
and minerals, which cause a number of poor health outcomes, such as
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compromised growth and immune functions, reduced mental develop-
ment and educational achievement, decreased productivity, and lessened
reproductive capacity. Three micronutrients-iron, iodine, and vitamin
A-are the most important in preventing the aforementioned afflictions.
They are easily tracked and addressed. Despite this, there is limited infor-
mation in the ECA region on the prevalence of iron and iodine deficiency
and virtually none on the status of Vitamin A, but what evidence does
exist is cause for concern. There appear to be areas in Central Asia and
the Caucasus where Vitamin A deficiency and anemia from iron deficien-
cies are quite prevalent. Anemia rates among women of reproductive age
are extremely high in the Aral Sea region of Kazakhstan and Uzbekistan,
reaching over 60 percent in Uzbekistan (Galloway, Rokx, and Brown
2000).

Goiter prevalence stemming from iodine deficiency disorder (IDD) is
emerging as a serious public health concern in many parts of the region
outside Central Europe. Goiter rates of 25 percent have recently been re-
ported in Bosnia and Herzegovina; 15 to 25 percent of children and women
are affected in Central Russia and up to 40 percent in other parts of Rus-
sia. Among certain groups, such as internally displaced persons, levels are
higher, with prevalence (23 percent) more than double that of the general
population (10 percent) in Azerbaijan. Studies in selected districts of Kyrgyz
Republic suggest IDD rates as high as 87 percent of preschoolers in Osh

and 52 percent prevalence of iodine deficiency among preschoolers in Issy
Kul. In one region of Tajikistan, goiter prevalence is as high as 80 percent.
In Georgia IDD rates of 54 to 78 percent have been reported. IDD is
highest in the mountainous regions, where poverty is most widespread. If
confirmed, these findings have serious implications for the next genera-
tion and for longer term economic prospects given the severe negative
effects of iodine deficiency on learning. Sadly, these prevalence figures
reflect a breakdown in salt fortification, an inexpensive and simple pre-
ventive method to control IDD (box 8.1).

Communicable Diseases: A Looming Threat

Tuberculosis, the major communicable disease in the region and one that
disproportionately affects the poor, was largely brought under control
during the pre-transition era. But this trend is being reversed. Between
1991 and 1998, TB incidence in Russia climbed from 50,400 to 110,900
cases a year, more than a 100 percent increase. In 1997 alone, Russia
represented 35 percent of all cases reported to the WHO European Re-
gion. Despite this, experts indicate that as of 1998 more than one-fifth of



262 MAKING TRANSITION WORK FOR EVERYONE

Box 8.1 Iodine Deficiency Disorders in the Former Soviet Union

The former Soviet Union began iodizing salt in the 1950s, and by 1970 much of the iodine
deficiency disorders (IDD) in the CIS had been eliminated. Poor monitoring led to a rise in un-
iodized salt, causing a resurgence in IDD prevalence beginning in the 1980s. Declines in
iodized salt were linked to a lack of sodium thiosulphate needed to iodate salt. Cases of goiter
in certain Oblasts in the Ukraine increased by 100 percent between 1980 and 1990, and in
Belarus a 300 percent increase in goiter prevalence occurred in some oblasts after 1986.

Exacerbating this was a decline in the consumption of fish, a rich source of iodine, through-
out the region. The cost of fish rose and supplies declined with the demise of the Soviet
fishing fleet. Some progress is being made in reviving iodization programs: Armenia, and
Ukraine revived their programs in 1997, Turkmenistan in 1998, and Georgia more recently.
Central Europe has fared somewhat better: the Slovak and Czech Republics continued their
iodization programs during the transition period; Bulgaria reintroduced its program in 1995
and Poland in 1997.

Source: Galloway, Rokx, and Brown (2000).

new cases go undiagnosed. Epidemiological data suggest that TB is dis-
proportionately prevalent among alcohol and drug addicts, the homeless,
criminals, and economically marginalized populations. In 1997 a Russian
was 7 times more likely to die of tuberculosis than was a European Union
(EU) resident and 28 times more likely to die of TB than was an American.
Most troublesome is recent analysis showing that the exponential increase in
IHIIV infection could make TB almost uncontrollable in Russia since the two
diseases reinforce the negative effects of the other (Vinokur and others 1999).

Of grave concern is the unprecedented increase in HIV/AIDS. The num-
ber of persons living with HIV/AIDS increased more than tenfold between
1995 and 1999 in Eastern Europe and Central Asia; indeed, the number of
reported cases reached 420,000 in 1999 (UNAIDS 2000). The number of
new cases in Russia quadrupled between 1998 and 1999, the steepest one-
year increase reported across the world in 1999 (figure 8.2). Ukraine, Belarus,
Moldova, Poland, and Russia have the most reported cases. An estimated 1
percent of Ukraine's adult population (those 15 to 49 years of age) is now
living with HIV/AIDS (UNAIDS 2000). Prevalence among intravenous drug
users in Belarus, Russia, and Ukraine has reached 60 to 70 percent (World
Bank 2000c), and the disease is likely to move soon into the mainstream of
the population. Efforts to address the problem to date have been limited.

Deteriorating Access to Care for the Poor
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Figure 8.2 New Reported HIV Infection Cases in the Russian Federation, 1991-99

Number of cases

16,000

14,000

12,000

10,000

8,000

6,000

4,000

2,000

0

1991 1992 1993 1994 1995 1996 1997 1998 1999

Source: Russian Federal Al DS Center, Moscow, 1999.

The issue of greatest concern to the poor is the deterioration in their ac-
cess to good-quality and affordable health care. The most significant
achievement of the pre-transition period-delivery of comprehensive, free
health care services to all-has come under severe strain because of in-
creasingly scarce financial resources. Many ECA countries are finding it
harder and harder to fund the vast state machinery of health care produc-
tion inherited from the socialist period. Unpaid or underpaid public work-
ers frequently tap patients-illegally for the most part-for funding to
make up for inadequate public spending on salaries and supplies. The
poor have been least able to pay. Moreover, health care workers do not
pay taxes on the money they earn under the table-further reducing the
public resources available to fund health care.

Out-of-pocket, informal payments for health services, whether as gra-
tuities or as bribes, are becoming increasingly commonplace in many coun-
tries of the region. Historically, informal or "envelope" payments were
used throughout the region to expedite services, obtain popular providers,
or otherwise facilitate better access. This undermined the free service policy
of the government, but at least it made providers somewhat accountable
to their customers. But the use of informal payments exploded in the 1 990s.
Figure 8.3 summarizes the frequency with which patients made informal
payments in selected ECA countries during the 1990s. In a number of
countries more than two-thirds of patients made informal payments. This
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Figure 8.3 Share of Patients Who Made Informal Payments in Selected ECA Countries
(percent)

Armenia (1999) 91

Poland (1998) 78

Azerbaijan 78

Kyrgyz Republic (1996) 75

Russian Federation (1997) 74

Moldova (1999) 70

Tajikistan (1999) 66

Slovak Republic (1999) 60

Albania (1996) 22

Bulgaria (1997) 21

Source: Lewis (2000).

reflects a collapsed public system that is now financed on a fee-for-service
basis. In addition to making payments to health professionals, patients in
parts of the CIS must purchase or furnish their own food, sheets, and
medical materials. Public facilities no longer have the means to provide
them.

The effect on the poor within countries is noteworthy in two respects.
First, for the poor, paying for inpatient care is particularly onerous and
often requires families to sell assets to finance health care. In the Kyrgyz
Republic almost one-third of all patients seeking inpatient care borrowed
money, while in rural areas almost half of such patients sold produce or
livestock (Abel-Smith and Falkingham 1996). Similar figures are reported
for Georgia, Tajikistan, and Ukraine (World Bank 1999; KIIS 1999;
Falkingham forthcoming). Second, the poor are more likely to forgo care
because they cannot afford it. In 1997, 41 percent of all Russian patients
could not afford to purchase drugs, and 11 percent could not afford any
kind of medical treatment (Boikov and Feeley 1999). Similarly, 32 percent
of those reporting an illness in Tajikistan in 1999 could not seek profes-
sional treatment because it was unaffordable, and 37 percent of pregnant
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women reported that they did not have prenatal care, with more than
half citing inability to pay as the main reason. Thirty-five percent of women
in the bottom quintile delivered their last child at home, compared with
20 percent of the women in the top quintile. In contrast, during the Soviet
period, 90 percent of all births were delivered in maternity wards. Trend
data for informal payments are limited, however; box 8.2 traces the evo-
lution of informal payments for health care in the Kyrgyz Republic.

The equity implications of informal payments are highly problematic.
Informal payments introduce perverse incentives into the system that un-
dermine prospects for health reform. Introduction of a series of innovative
reforms in Hungary, for example, had little impact on performance, con-
trary to the experiences of the industrialized countries. Financial incen-
tives proved less attractive than potential earnings from charging patients,
regardless of the fact that such charges are illegal. By tolerating informal
payments to make up for low or nonexistent wages paid to health care
providers, governments can continue to dodge the need for reform while
preserving the fiction of universal, free heath care.

In addition to being forced to pay-often illegally-to get care through
the public health system-the care the poor receive may not be of high
quality. Treatment protocols are not based on up-to-date evidence of what
works and what is most cost-effective. Physicians and hospital staff have
incentives to continue with treatments that are not necessarily the most
appropriate, because hospitalizations increase their opportunities for
supplementing their wages through informal payments. As a result, treat-

Box 8.2 Out-of-Pocket Payments for Health Care in the Kyrgyz Republic

In the early years of independence, the govemment of the Kyrgyz Republic suffered a large
decline in GDP, and its spending on health declined by more than 60 percent in real terms
between 1990 and 1995. At the same time patients' out-of-pocket expenditures (official and
informal) increased. Although only 11 percent of those seeking consultations with a physi-
cian reported making a payment in 1993, this number rose to 25 percent in 1994 and to 51
percent in 1996. Paying for inpatient care was extremely uncommon in 1993, but by 1996, 74
percent of all patients reported making a payment for an inpatient visit. As expected, the poor
have been much more adversely affected than the rich. In 1994, among those who were ill,
only 41 percent of the patients of the lowest quintile sought professional care compared with
62 percent in the highest quintile. Among those prescribed medicines, 41 percent of patients
in the bottom quintile did not obtain the prescribed medicines compared with 21 percent in
the highest quintile.

Source: Abel-Smith and Falkingham (1 996) and Dorabawila (2000).
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ment protocols are often biased toward hospitalization and long hospi-
tal stays, even when they are not medically indicated (box 8.3). Not only
are the poor paying to get treatment, they are often paying for treatment
that is not the most cost-effective for their condition. In sum, the poor
are being increasingly rationed out of access to decent quality, affordable
care.

The Way 1Forward

Most countries in the region are not delivering on their stated goal of
providing universal, free health care for all-and especially for the poor,
who can least afford private alternatives. Nor are they adequately ad-
dressing the public health challenges they face. What can be done?

There are many ways to organize a health system, and no country has
found the ideal health system in terms of financing, organization, and

Box 8.3 Inappropriate Treatment Protocols

Hospitalization remains common in Europe and Central Asia for conditions (such as minor
osteoarthritis, varicose veins, mild hypertension, and mild asthma) that are not criteria for
admission in most countries. The over-reliance on injectable (intramuscular) medications is a
major reason for hospitalization for conditions that elsewhere would be treated with oral
medications (Klugman and Scheiber 1996).

Protocols for diagnosing and treating tuberculosis are also deficient. TB patients are hos-
pitalized for an excessive period of time (9 to 12 months) through most of the region. Fur-
thermore, patients are not treated with the standard regimens recommended by the World
Health Organization. Instead, drug combinations tend to be individualized, and this, com-
bined with a serious lack of essential drugs, results in low cure rates and cases of chronic
infections, often with drug-resistant strains. Increasing treatment default rates also favor
continued production of the bacilli and drug resistance.

Another example of inappropriate medical protocols is treatment for sexually transmitted
diseases. Throughout most of the region, all confirmed syphilis cases are hospitalized for a
one-month course of injections (given several times a day). This practice is contrary to inter-
national evidence and practice with respect to both the type of drug given and the hospitaliza-
tion. Hospitalization also is encouraged for gonorrhea cases, and the therapies used are not
proven in the internationally accepted literature. Although officials have argued that hospital-
ization is warranted by fears of an epidemic, it does very little to prevent the spread of STDs.

In many countries, and especially in the CIS, abortion is the most commonly used method
of fertility control. Because of a lack of alternative forms of contraception, women have relied
heavily on abortion to terminate unwanted pregnancy, despite the high incidence of side
effects (infection and sterility). Abortions are typically carried out as in-patient procedures in
hospitals. In 1996 in Romania and in 1995 in Russia, 63 percent of pregnancies ended in
abortion.
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delivery of health care. Tradeoffs across objectives are inevitable, and
thus policymakers must weigh the tradeoffs according to national prefer-
ences. One of the key organizing principles is the nature and extent of govern-
ment's role in health care. While there is clearly a role for government in
the financing, provision, monitoring, and regulation of the health system
(box 8.4), that role varies greatly across countries, even within the
Organisation for Economic Co-operation and Development (OECD). With
regard to the effectiveness of health care delivery, sound arguments can be
made for both public provision and private provision. The objectives of
the health system in each society should drive the policies on who should
pay, who should deliver, and who should regulate.

Whatever role is adopted for government, four things are clear. First,
the poor will not be well served by publicly financed health care systems if
those systems are not financed on a sustainable basis and if they are poorly
managed. OECD countries have found that the key to sustainable financ-
ing is to contain the volume of care, with particular focus on (1) prevent-
ing open-ended fee-for-service systems where doctors and patients are
reimbursed for any and all cared desired, (2) controlling technology ac-
quisitions, and (3) containing the number of doctors.

Second, in virtually all health systems there is a role for the private
sector, both in delivering and financing health care. This can take the form

Box 8.4 Rationale for Government's Role in Health Care

* Poor health is often a random event. Risk pooling is essential for equity and access since,
in any given year, 70 percent of all health expenditures are for only about 10 percent of the
population. In the absence of appropriate risk-pooling measures, efficient and effective
resource allocation and utilization become skewed and biased toward those who can pay
for health care.

* Providers, not consumers, usually decide what care is consumed because patients typi-
cally delegate medical decisions to physicians as their "agents." Once demand is not con-
tained by prices, the incentives facing providers drive up health care utilization and therefore
cost. How providers are paid and managed then becomes critical to controlling the volume
and cost of health care services.

* With third party payment of medical bills under insurance, both the insured and the pro-
viders become insensitive to the cost of health care services. This leads to situations of
demand-side and supply-side moral hazard: consumers overconsume and providers over-
produce because they have no responsibility for the resulting costs.

* Private insurance options require rigorous public regulatory systems if they are to remain
financially solvent and protect consumers.

* Public health threats must be addressed by government. The private sector does not have
incentives to pay for investments or treatments that benefit the population at large (the
free-rider problem).
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of services offered by private providers and private financing that supple-
ments, complements, or replaces publicly provided coverage. To replace
regressive illegal payments, ECA countries need to develop a more equi-
table, transparent, and legal basis for charging for health services in the
public sector as well as the private sectot Whatever the mix of private and
public services, there is an absolutely critical role for the government to
play in regulating the sector. Health service quality must be regulated to
protect consumers, and financing bodies (for example, insurers) must be
regulated to protect the financial market as well as consumers and provid-
ers. Both forms of regulation underpin a fair and credible private health
sector.

Third, governments have a vital public health role to play in promoting
healthier lifestyles and lessening the transmission of communicable dis-
eases. And finally, while a well-functioning health system will address the
needs of most of the population, including most of the poor, it will take
special efforts on the part of government to address the needs of the most
socially marginalized populations. These issues are dealt with in turn.

Spend Better, Not Necessarily More

ECA countries are likely to continue to use public systems to deliver health
care to much of the population. The major issue facing the system is not
that countries spend too little of the public budget on health care but that
the spending is inefficient. By and large, ECA governments are spending a
significant share of their gross domestic product on health care (figure
8.4)-even though real expenditures have fallen during the transition along
with the collapse in governtent revenues and real GDP (figure 8.5).

However, a few countries-Georgia, Azerbaijan, and Tajikistan-are
spending too little. In 1998 public expenditure on health in Georgia was
only 0.6 percent of GDP. The challenge for these countries is to increase
and maintain a minimum level of spending while improving the efficiency
of that spending. At the other extreme, governments in Croatia, Lithuania,
Slovenia, and the Czech Republic are spending a higher percentage of
their GDP on health care than some of the richest OECD countries, de-
spite the fact that their GDPs are only a half to a third as much. These
countries may need to consider whether at the margin their programs are
affordable given competing uses for public spending. In any event, they
should ensure that they are getting value for the large sums they spend on
health care and that the public financing requirements of their health care
systems are fiscally sustainable over time.
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Figure 8.4 Public Health Expenditures as a Share of GDP, Selected ECA and
OECD Countries
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Figure 8.5 Average Annual Percentage Change in Real Expenditures on Public Health
and GDP
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Downsize the Health Sector

There is substantial room in ECA countries for governments to get more
value out of the money they spend on health care while at the same time
putting health systems on a more sustainable financial basis. The root of
the problem is that there are more facilities and more personnel than are
needed to deliver quality care. Excess capacity has become a bigger prob-
lem during the transition, as real spending on health fell in response to the
collapse in GDP. Resources are being spread too thinly, leading among
other things to the surge in informal payments particularly detrimental to
the poor. Resources wasted on half-empty facilities, poorly insulated build-
ings, or medical technologies that do not function rob the system of re-
sources that could be put to effective use in the diagnosis and treatment of
patients and providing care for the poor. In Moldova 60 percent of the
health budget is spent on utilities, often for underutilized or unused health



IMPROVING CAPABILITIES: HEALTH 271

facilities. The health sector must downsize, and this can facilitate the re-
forms needed to improve the quality and efficiency of care.

ECA countries have more hospital beds and more physicians than do
other middle- and high-income countries. Partly as a result of the empha-
sis on universal access in the pre-transition era, huge networks of medical
facilities were set up, staffed generously, and supplied with a large number
of hospital beds. Countries in the CIS averaged 10.22 hospital beds per
1,000 population compared with 7.39 beds in Western Europe and 6.9
beds in other middle- and high-income countries like Australia, Canada,
Japan, and the United States, where ongoing reforms are continuing to
reduce these levels. Moreover, they averaged 3.73 physicians per 1,000
population compared with 2.71 physicians in Western Europe and 1.63
physicians in the other countries just mentioned (World Bank 1998).

Infrastructure. Thus, a key challenge is rationalizing physical infrastruc-
ture. Downsizing physical infrastructure will improve efficiency and can
provide the resources to maintain and upgrade a core set of services. Op-
timal downsizing requires sizable up-front investments in smaller, better
configured, better equipped facilities. The investment needs far exceed
what donors have spent-which points to the need for private financing
as well as asset sales and retention of proceeds to finance new investment.
Georgia's plan to sell unused buildings establishes the resources to con-
solidate and improve the rest of its health care delivery system and makes
available resources to deal with the energy needs that plague facilities in
the northern and mountainous regions (box 8.5).

Personnel. Rationalizing the number of personnel is also crucial. Public
sector health employees' wages account for a large share of total health
expenditures throughout the region, especially in the Commonwealth of
Independent States. In Central and Eastern Europe salaries generally ac-
count for a smaller share of expenditures than in OECD countries. In
many countries only wages are paid; where finances have dried up, wages
are in chronic arrears as well. Indeed, focus groups in Moldova, Armenia,
and the Ukraine specifically note the need to compensate physicians be-
cause the state fails to pay them (Ruzica and others 1999; Kurkchiyan
1999; KIIS 1999). The issue is not that health sector workers are paid too
much, but rather that there are too many workers, especially physicians.
Containing the number of physicians trained is an important cost contain-
ment mechanism. International evidence shows that the number of physi-
cians correlates with the volume and cost of care.



272 MAKING TRANSITION WORK FOR EVERYONE

Box 8.5 Georgia's Strategy to Downsize Hospitals

Between 1991 and 1998 the Georgian government decreased the number of hospital beds by
almost 60 percent and physicians by 32 percent. In 1998 there were nearly 11,000 beds in 51
hospitals serving a population of 1.38 million.

The three-phase rationalization program initiated in 1998 will reduce hospital beds in
Tbilisi by 6,500. This program has twin objectives: to increase operational efficiency and to
improve quality of infrastructure and services.

The plan identified 12 hospitals that were to remain publicly owned and operated. Other
facilities were targeted for privatization via direct sale to staff, for private sale as a health
facility, or for unrestricted private sale. The total value of the real estate to be vacated was
estimated at US$35 million with $11.9 million realizable in phase one. The total proceeds of
sale will be retained for utilization by the recently established Hospital Restructuring Fund.
Initial proceeds from completed sales are currently being utilized to upgrade two of the major
facilities; services from the closed hospitals will be relocated to them.

Seven hospitals are slated for sale, and the government is committed to overall capacity
reduction as indicated by the sale of facilities "for closure" rather than for conversion to a
private inpatient facility.

Where the state cannot pay public servants, separation with severance
for excess personnel offers an important alternative. Assistance in obtain-
ing loans for new businesses, retraining (to address shortages of nurses
and therapists), and other interventions may be needed to assist the pro-
cess. The magnitude of the downsizing needed is considerable, and major
political obstacles will arise. But if the problem of excess personnel is not
confronted, underpaid workers will continue to augment their salaries with
illegal payments from patients.

Controlling Costs and Improving Care: Other Measures

Clinical effectiveness will save resources and improve the quality of care.
Evidence-based medicine has replaced tradition as the basis for clinical
care in the industrialized countries. It allows the most effective treatments
to substitute for those that were less effective or had no clinical impact.
Modern specialist care relies on research on the impacts of interventions
on patients to guide protocol selection. In many OECD countries, phar-
maceuticals are not only screened to ensure their safety and therapeutic
effects. They also are reviewed for cost-effectiveness as a basis for deter-
mining whether and to what extent the health system should reimburse
the costs of each drug. Medical protocols in the region should be tested
against evidence of their impact on patients. This will save resource use-
because ineffective methods and inputs are removed-and it will improve
the effectiveness and quality of care.
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Reduce hospitalizations and lengths of stay. Reducing hospitalizations
and lengths of stay will have a beneficial effect on efficacy and quality as
well. During the past few decades, much hospital care in the industrialized
world was moved to outpatient settings, reducing morbidity and mortal-
ity in patients and significantly reducing costs per case. Better outcomes

occurred, since long hospital stays tend to delay recovery. Lengths of hos-
pital stays have been declining dramatically in acute care hospitals, reach-
ing 5 days in the mid-1990s in Sweden and the United Kingdom. In
transition countries, hospitalizations are too frequent and too long com-
pared with OECD averages (figure 8.6). Some progress, however, has been
made. For example, Georgia reduced patients' length of hospital stays
from 16.2 days in 1993 to 11.7 days in 1998. Estonia reduced the length
of stay from 17.4 days in 1990 to 10.3 days in 1998. Clearly, there is
scope for further progress.

Figure 8.6 Average Lengths of Stay in Acute Care Hospitals, Selected ECA and OECD
Countries, 1996-97
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A major reason for long hospital stays in many ECA countries is that
hospital budgets are based on the number of hospital beds and the length
of the stay. Hospital administrators and physicians have little incentive to
minimize stays. Altering this system of financing has proved to be very
difficult. Indeed, the introduction of certain payment methods for care
(for example, the German "points system") in a number of Central and
Eastern European countries during the transition has entrenched these
patterns. These payment models cover costs based on the number of days
spent in the hospital, contrary to the trend in many OECD countries of
paying hospitals based on a predetermined number of days for a given
condition-a scheme that discourages long hospital stays.

Improve provider incentives to control costs. To produce efficient care
of a high quality, policymakers in transition countries must change the
way in which health care providers are compensated. In designing an op-
timum compensation mechanism, policymakers should target multiple
objectives: efficient use of resources, better quality of care, greater free-
dom of choice for patients, and freedom of operation for the provider. The
compensation system should clearly specify what procedures and services
are covered as well as how patients will be protected from any potential
adverse consequences that may result from these arrangements.

In outpatient settings capitation mechanisms encourage physicians to
provide only the amount of care needed, since providers are paid on a per
patient basis. Capitation payments in Poland-when combined with fam-
ily physician training-have promoted cost effectiveness and reduced the
role of informal payments (box 8.6). But capitation mechanisms can also
engender problems. Unless accompanied by additional incentives to see
patients, provide a range of services, and achieve targets for improving
care (for example, immunization coverage), this payment model can give
doctors an incentive to provide minimal services and refer costly complex
cases elsewhere.

The shift from specialists to family medicine practitioners in much of
the region has also been prompted by a desire to improve contact with
patients and lower costs. Family practitioners can be less costly than spe-
cialists, and they can more effectively coordinate care for patients. But to
make family practice work, governments must provide complementary
incentives that encourage treatment at the lowest possible level of care.
They also must reward providers for efficiency, compensate for real costs
incurred, and target high-risk behaviors and diseases. The overall system
should be one that imposes discipline on primary care providers as part of
broader reforms. This package of incentives has been lacking in the ECA
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Box 8.6 Experimenting with Family Practice in Krakow, Poland

In a significant departure from the traditional model of primary care provision, where health
care was provided by salaried physicians trained in internal medicine, pediatrics, and gyne-
cology, the provincial and city governments of Krakow, Poland, introduced a new model of
primary health care delivery in 1996 based on the concept of family medicine. The physi-
cians' practice provides a comprehensive set of services-including consultations, diagnos-
tic and laboratory services, and minor surgeries-for all members of the family.

The family physicians are paid out of the state budget but on the basis of a capitation fee
per enrollee instead of the traditional salary-based compensation. To maintain patient enroll-
ment, the physicians have an incentive to maintain a high-quality services. At the same time
they must keep treatment costs low. These family practices are still small in number (a little
over 1.5 percent of all outpatient services in Krakow). Patients' level of satisfaction, however,
is significantly than for public ambulatory services. And out-of-pocket patient expenditures,
including spending on drugs, is 40 percent less than in public ambulatory services. Most
importantly, patients' informal payments (commonly known in Poland as "envelope payments"),
reported to be commonplace in the public sector, are conspicuously absent in the practices
of family physicians.

Source: Chawla, Berman, and Kawiorska (1998).

countries where a shift to family practice has been tried. Therefore, the
benefits of reform have not been fully realized.

In addition to initial high investments in strengthening primary care,
the Czech Republic has invested in upgrading hospitals. There has been
real growth in physicians' salaries and an expansion of private sector al-
ternatives. High-risk populations, such as infants and cardiovascular pa-
tients, have been targeted. Together these reforms have led to lower
mortality and broad access to subsidized care (World Bank 1999a, 2000b).

Open-ended fee-for-service systems (doctors and patients are reimbursed
for any and all care desired) should be avoided. Estonia and the Czech
Republic have introduced mixed-remuneration systems incorporating con-
trollable elements of fee-for-service and incentives to control costs, includ-
ing capitation for outpatient care (SWECO International 2000; World Bank
1999; World Bank 2000b). The results have been encouraging, but a bet-
ter understanding of the dynamics is needed before firm conclusions can
be drawn.

Many ECA countries have set up health insurance funds, often in the
form of an independent health insurance agency, to provide a consistent
source of financing for the health system and to spur rationalization of the
health delivery system. Georgia, Hungary, Kazakhstan, and Romania ex-
emplify this approach, and none has benefited in ways that industrialized
countries have experienced. The fundamental problem is that the funds
were not a force for containing costs. The system continued to provide
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"free" care to all through public facilities, and it failed to reduce the num-
ber of facilities or medical staffers. Therefore, the conditions that gave rise
to informal payments were not remedied. Instead, public insurance sys-
tems became alternative means for raising and managing health sector
revenues. There were few incentives to push for greater effectiveness and
efficiency.

Limit technology, drugs, benefits. Limiting technology, drugs, and ben-
efits is essential to controlling costs. Essentially, the breadth of historical
coverage is not affordable, and adding costly new technologies and drugs
will make systems even less affordable, even though they have the poten-
tial to enhance quality. Limiting the purchase of technology that has high
capital and recurrent costs (for example, CAT scans and MRIs) is neces-
sary to keep overall medical expenditures under control. By deciding on
what technologies will be available and issuing licenses to determine the
number purchased by the public and private sectors, governments can
avoid excessive technology acquisitions that often spiral costs through
intensive use in an effort to amortize expensive medical equipment. Health
insurance systems in Europe and Central Asia frequently promise cover-
age for services (such as spa treatment, free eye glasses, free dental care)
that are not available under many social insurance or public health sys-
tems in more affluent countries. Unfortunately, ECA countries do not have
the resources to provide extensive health coverage for all.

Make health care providers more accountable. It is a common practice
in OECD countries to make health care providers, from physicians to
hospitals, account for their outputs and their use of inputs. Providers must
report specific achievements (such as number of patients) and indicators
of outcomes (such as disease incidence). But health care managers in many
ECA countries, particularly in the CIS, are not free to make management
decisions or allocate resources. Penalizing poor performance or rewarding
good performance is difficult because the rules are vague, and managers
do not have the authority to make decisions and answer for them. This
lack of accountability is true across the region, although there are notable
exceptions within some countries (some hospitals in the Czech Republic,
for example).

Increasing autonomy-that is, giving managers full control, or at least
greater control, over resources and production-is a means of overcom-
ing the lethargy in decisionmaking in bureaucratic organizations. Autonomy
is often accompanied by increasing the scope for raising hospital or clinic
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revenue and retaining that revenue. More autonomy also may lead to
changes in the compensation mechanisms for health providers working in
these facilities, which can alter the structure of incentives in the organiza-
tion. In OECD countries, increasing autonomy, through transferring the
responsibility of management and production to the facility-level staff, is
usually accompanied by systems that ensure high levels of accountability.
Delegation of responsibility without accountability permits unrestrained
freedom, which may have undesirable consequences.

Expand Private Sector Financing While Protecting the Access
of the Poor

Few governments can afford to deliver comprehensive, free health ser-
vices to all their citizens, and ECA countries, operating under tight bud-
getary constraints, are no exception. Although downsizing will free up
some resources, comprehensive free coverage will remain unaffordable.
Moving to a system in which some individuals finance some of their own
health care-in addition to government financing health care-is inevitable.
Typically, the establishment and growth of private sector financing takes
place on an individual basis or through private insurance schemes.

Most industrialized countries have a private insurance system in which
citizens can enroll. In Germany roughly 9 percent of the population has
private insurance. In Australia 45 percent has supplementary insurance.
Even in the United Kingdom about 10 percent of the population has supple-
mentary health insurance that complements the National Health Service
expenditures (Chollet and Lewis 1997). In addition to private insurance
schemes, most countries require patients to make some copayment for the
publicly financed care they receive. This discourages inappropriate or un-
necessary use and contributes to the cost of care. In France patients cover
25 percent of outpatient services, and in Australia patients cover 20 per-
cent of costs. Austria, Finland, and Portugal charge a flat fee for inpatient
care (OECD 1994). Publicly provided care may be nominally free in ECA
countries, but in practice individuals are paying-and paying a good deal-
under the table.

Rationalize informal payments. The problem with the current system
of informal payments is that it is not transparent and illegal in most coun-
tries. Rationalizing private participation through transparent and legal
copayment mechanisms would take advantage of the existing ability and
willingness to pay for medical care. Rationalization also could reverse the
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regressive nature of private contributions. Consumer information and con-
sumer complaint mechanisms are needed as well. They can play an impor-
tant role in publicizing official payment policies and in providing avenues
for redress for illegal demands. But any campaign against informal pay-
ments is prone to failure unless accompanied by (1) measures to improve
the incomes of health professionals and (2) a national policy that makes it
clear that side payments and other "off-budget" exchanges between pub-
lic employees and citizens are unacceptable. Health sector managers who
permit such activities need to be held accountable.

Public systems could move to formal copayments with waivers for the
indigent. Because government cannot finance all the services populations
want, and users tend to overuse when services are free (the moral hazard
problem in health), some form of copayment can contribute toward the
cost of care and discourage overuse. Official fees are common in many
countries (including Armenia, Georgia, and Russia), but unofficial fees
are dramatically higher, indicating a willingness to pay among some seg-
ments of the population. Using these paid charges as a starting point, gov-
ernments could raise copayments for services and offer waivers for those
who cannot pay based on income. Such approaches are common in indus-
trialized countries (OECD 1992, 1994) and elsewhere in the developing
world (Gertler and Hammer 1997).

The "basic package" approach to rationing, where only a set of high-
priority services is financed, could be subsumed within a broader approach
of specifying a schedule of available services that have differentiated require-
ments for copayments. Setting the fees is less problematic than establishing
and implementing a fair waiver system. Piggybacking on the social assis-
tance or unemployment systems in ECA countries where the poor are identi-
fied may be a cost-effective way to determine patients' income levels.

Rationalize drug financing policy. Pharmaceutical policy is another area
where private payments have a role to play in reducing public expendi-
tures. Indeed, many governments in Europe and Central Asia are already
charging for drugs. The problem is that budgets have exploded as supply
options have expanded. To control drug expenditures, Western European
countries have taken a variety of measures: requiring copayments, con-
trolling the range of drugs prescribed, favoring generics, and intervening
in the pharmaceutical market (table 8.2). Pharmaceutical policy is one of
the most complex areas for intervention, but the current pattern of public
expenditures on drugs-in some countries too low, while in others too
high-is untenable. Where public expenditures on drugs are low, serious
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Table 8.2 Alternative Cost-Containment Strategies in the Pharmaceutical Sector
in EU Countries

Strategy Country experience

Provider incentives
Fixed budgets for doctors Fundholding GPs in the United Kingdom
Indicative budgets for doctors Germany; nonfundholding GPs in the United

Kingdom
Fixed budgets for pharmaceutical expenditures Germany, Italy
Practice guidelines France
Cost-effectiveness guidelines United Kingdom
Prescription auditing Several countries (not in a systematic way,

except in the United Kingdom)
Positive and/or negative lists of drugs All countries
Controlling the number of products Denmark, Netherlands, Norway
Development of a market for generics Mainly Denmark; also Germany, Netherlands,

United Kingdom
Capitation or salary payment for first- Several countries including Ireland, Italy,

contact doctor Netherlands, Spain, Sweden, United Kingdom
Ceilings on advertising spending United Kingdom
Flat rate payment to pharmacists on a

percentage basis Netherlands, United Kingdom

Patients' incentives
Cost sharing All countries except Netherlands
Health education programs Netherlands, United Kingdom

Market interventions
Price controls All countries except Denmark, Germany, United

Kingdom
Profit ceilings United Kingdom
Reference prices Denmark, Germany, Netherlands, Sweden
Industry contributions when budgets are

exceeded Germany in 1993, France from 1995
Fixed or revenue budgets for the industry France, Spain
Taxes on promotional spending France, Spain, Sweden
Promoting generics Mainly Denmark; also Germany, Netherlands,

United Kingdom

Source: Mossialos, Kanavos, and Abel-Smith (1997).

equity concerns arise. In much of Central Asia, governments are no longer
subsidizing drugs for all patients. Where public expenditures on drugs are
high (for example, in the Slovak Republic), the pharmaceutical policy is
likely to be fiscally unsustainable.

Develop private mechanisms for pooling risk. Alternatives to publicly
financed health services should be fostered. This, however, requires a regu-
latory structure that ensures consumer rights, quality products, and the
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financial responsibility of insurers. We do not suggest that a private sys-
tem should replace public health insurance. On the contrary, it should
complement or supplement it. Public systems cover the poor, and fully
private systems will not, unless financed by or forced to do so by gov-
ernment. This is clearly reflected in the health care systems in the Neth-
erlands, the United Kingdom, Switzerland, and the United States.
Private risk management arrangements encompass traditional indem-
nity insurance, supplementary insurance that can be private or quasi-
public, managed care where enrollees pre-pay, and medical savings
accounts that are overseen by government but are individuals' savings
for health care (Scheiber 1997). In countries where the obstacles to
development of private insurance are great (because of weakness in the
rule of law or the absence of reputable financial institutions, for example),
there may be a place for smaller community-based or provider-based ini-
tiatives for pooling and redistributing out-of-pocket payments for some
health services.

Government regulation is an absolute necessity regardless of the strat-
egy adopted for increasing private sector participation in financing and
delivery. The Czech Republic's failure to regulate the 27 private health
insurers early on in its comprehensive health reform led to bankruptcies
that shifted debt to the central government and reduced trust in the sys-
tem. Subsequently, the population manifested an overwhelming prefer-
ence for enrolling in the government health insurance company instead of
private alternatives. The debt overhang remains on the public books, and
suppliers have still not been paid (World Bank 1999). Regulation can pre-
vent some of this dislocation and the eroding trust in government that
accompanies such failure.

Increase private investment. Capital investments are underfunded, and
creative means are required to improve health care quality. In many OECD
countries, the private sector is the predominant source of finance for health
investments. Private ownership can be an effective, efficient, and consumer-
responsive option for health care facilities that are relatively small, non-
specialized, and competitive (for example, primary health care, pharmacy,
dentistry, diagnostic services, and nursing homes). In the better-perform-
ing transition economies, private owners of these services are able to ac-
cess capital markets to finance investment. In some ECA countries (Bosnia
is one example), health care providers are accessing micro-credit. Other
countries (such as Romania and Bulgaria) are considering development of
special lending schemes for private primary care providers.
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Acute hospital care exhibits some natural monopoly characteristics,
except in very large metropolitan areas. Hospital services are complex
and difficult to contract. However, private financing options for public
sector investment in hospitals (such as build-operate-transfer contracts)
have been used successfully in some OECD countries (notably the United
Kingdom). In ECA countries with a reasonable degree of economic and
political stability, they also may be a feasible alternative.

Pay More Attention to Public Health Priorities

Government must be responsible for public health, and certain initiatives
deserve priority. The first priority should be micro-nutrient fortification
of salt (iodine) and wheat (iron). This is simple and low-cost, and it dem-
onstrates high benefits, especially for the poor

Second, ECA governments should address communicable disease threats
through information (especially for rising and fatal threats such as AIDS),
immunization where vaccines exist, diagnosis (TB and AIDS are the most
important in this region), and treatment (TB and other diseases that
present). Those with mild or negligible symptoms may have limited inter-
est in diagnosis, but the public interest is extensive. Hence, the govern-
ment needs to intervene.

The types of common screening mechanisms in use are inefficient. Tu-
berculosis screening in much of the region relies on mass miniature radi-
ography of a large share of the population. This is expensive and inefficient.
In parts of the region, employees are screened biannually for STDs and
skin infections. This is not cost effective: few cases are detected per thou-
sands screened. In addition to being cost ineffective, such screening raises
privacy and ethical considerations.

Third, governments in Europe and Central Asia must establish policies
on prevention and disincentives for behaviors that lead to health prob-
lems. Information about life styles (smoking and excessive drinking), diet,
and sedentary habits is crucial to bringing down high cardiovascular dis-
ease and early death. Consumers need to learn about the importance of
positive and negative (even dangerous) behaviors that affect both well-
being and mortality. Commercial advertising, information brochures in
public facilities, broad information campaigns, and outreach to high-risk
groups can be effective. "Sin taxes" on tobacco and alcohol have reduced
overconsumption of these products in industrialized countries, and they
hold promise in the ECA region. Aggressive information campaigns to
mitigate the spread of AIDS and TB should be a high priority and could
overlap with the other public information campaigns discussed earlier.
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Improve the Health of Hard-to-Reach Populations

A well-functioning health care system is the single most important ele-
ment in reaching the poor with prevention and treatment. The reforms
discussed earlier can shape a health system that will better both the popu-
lation at large and the poor. But additional effort may be required to ad-
dress the needs of the hard-to-reach poor. Without special efforts, public
health systems in ECA countries are not likely to reach these vulnerable
groups: internally displaced persons who are victims of regional conflicts,
the homeless, the disabled, and substance abusers. In many cases their
health problems are different from those of the population at large, and
they require special attention.

A particularly thorny issue in Central and South Eastern Europe is the
significant and growing population of Roma. They are sicker than the
population at large (box 8.7) and have less access to care because of isola-
tion, limited incomes, and discrimination. Experience from Western Europe
suggests that programs should be tailored to the Roma because their cus-
toms and practices differ from much of the rest of the population. More
general initiatives have not fared well (Ringold 2000).

The overall availability of funding for health will influence the effort
and resources that can and should be targeted at hard-to-reach groups.
Improving the educational opportunities for these groups may have ben-
eficial spillover effects on their health. It may not be feasible for countries
that spend relatively little on health care to develop special programs that
provide comprehensive care to special groups. However, much of Europe
and Central Asia spends a rather large amount of resources on health
care. Ensuring that marginalized groups have access to basic health ser-
vices may be an important part of a wider effort to integrate these groups
into society, especially where poor health limits their productivity and
well-being.

Conclusion

Policy reforms in the health sector can make an important contribution
to promoting economic growth and reducing poverty. The inefficiencies
and inequities that have emerged during the transition in the health sys-
tems of much of the region are significant. Policymakers face a major
challenge in determining how best to raise the quality of health care, im-
prove the allocation of scarce public resources, and meet the needs of the
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Box 8.7 Health and the Roma Minority

Roma comprise a significant minority population in many of the countries of Central and
Eastern Europe and the former Yugoslavia. They represent 6 to 10 percent of the population
in Hungary, Romania, Slovakia, the former Yugoslav Republic of Macedonia, and the Czech
Republic. Roma have long been a marginalized group in Europe, and they entered the transi-
tion period with lower levels of welfare and access to social services, including health care,
than non-Roma. However, a growing body of evidence suggests that these gaps have wid-
ened during the transition.

Although comprehensive and reliable information on the health status of Roma is lacking,
the available evidence suggests that mortality and morbidity are notably higher among Roma
than non-Roma communities. A review of studies in Hungary estimated that life expectancy
of Roma was 10 to 15 years lower than for the non-Roma population, and infant mortality
was significantly higher as well (Puporka and Zadori 1999). A similar gap was identified in the
Czech and Slovak Republics, where infant mortality rates were estimated to be double for
Roma than non-Roma (ECOHOST 2000). In all three countries, high infant and child mortality
has been linked to a significant prevalence of low-birth-weight babies associated with poor
nutrition and maternal health.

In addition, health status is severely affected by poor living conditions. Roma housing is
frequently overcrowded, and the public services, inadequate. Access to clean water, sanitary
facilities, and waste removal is lacking. Low educational levels and lack of awareness about
public health issues exacerbate the health problems of the Roma population. Communicable
diseases associated with poor living conditions and life styles are prevalent among Roma.
Epidemics of tuberculosis, hepatitis, and infectious skin diseases among Roma communities
have been frequently reported in the Czech and Slovak Republics and in Hungary. Although
little evidence is available, there are early indications that Roma are increasingly at risk of life-
style-related diseases including sexually transmitted diseases (including HIV) and drug abuse
(ECOHOST 2000).

Source: Ringold (2000).

most vulnerable. Without attention to the functioning of the health sys-
tem and how it is financed, health outcomes will be compromised, and
public resources will be wasted. It is the poor who will suffer dispropor-
tionately.

Notes

1. DALYs are time-based health outcome measures that adjust for time spent
in less-than-perfect health and permit global comparisons of premature mortality
(Murray and Lopez 1997).

2. Tobacco accounted for 12.5 percent and alcohol for 8.3 percent of all pre-
mature deaths (DALYs) in Europe and Central Asia (Murray and Lopez 1997).
These rates of premature deaths from tobacco and alcohol consumption are some
of the highest recorded by any region in the world.
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CHAPTER 9

Providing Greater Security1

E quity and income security were the cornerstones of the socialist
system. These objectives were achieved through an equitable wage
structure, guaranteed employment, and wide-ranging subsidies on

basic consumer goods and enterprise-provided services. Explicit social pro-
tection programs were essentially limited to public pension systems that
provided generous benefits to the retired and social assistance programs
that helped those with special needs, such as the disabled and orphans.
Extensive privileges were also available to particular groups as a reward
for their contribution to society (for example, veterans and teachers) or
because of the hardship or danger imposed by their occupation (for ex-
ample, miners).

With the transition to market, the guaranteed employment, retirement
security, and consumer subsidies promised by the socialist system dimin-
ished substantially at the same time that the real incomes of households
fell. By and large, Central and Eastern European countries used cash assis-
tance programs to provide income support to the growing number of poor,
and they relied on early retirement and unemployment insurance programs
to facilitate the layoff of a large number of workers (Garibaldi and Brixiova
1997). In the Commonwealth of Independent States (CIS), however, the
state continued to protect employment by not imposing hard budget con-
straints on enterprises, and it adjusted subsidies for housing and utilities in
response to rising prices. Cash assistance programs and unemployment
insurance programs have been less important.

Despite expansion, existing social programs have only had varied suc-
cess in reaching the poor. Central and Eastern European countries have

287
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spent a larger share of their gross domestic product on social programs,
but many of these programs-with the exception of pensions-have had a
limited impact on poverty. In the CIS, and in some countries in Central
and South Eastern Europe and the Baltics (CSB), high rates of inflation
have eroded the value of benefits provided by most programs, and the few
benefits that exist on paper are often provided in arrears or sometimes not
at all. Across the region utility and housing subsidies have primarily gone
to the nonpoor. They impose a heavy burden on the budget but are politi-
cally difficult to remove. In virtually all countries, groups dependent on
institutionalized care live in miserable conditions made worse by dwin-
dling levels of public support.

What are the key objectives for social protection programs in the fu-
ture? Most societies would like to help the most destitute and ensure that
children's mental and physical development is not impaired. This ought to
be the overriding objective of social protection programs. Indeed, for very
poor countries this may be all that they can afford. Substantial reforms of
social protection systems will be required to achieve this objective. As the
level of income increases, countries may be able to afford to do more. The
state can play an important role in insuring individuals against the loss of
income from unemployment through unemployment insurance programs
and in helping individuals smooth income over the life cycle through pen-
sion schemes.

An Overview of the Most Important Social Protection Programs

The main types of cash assistance provided by transition countries are
child allowances and (means-tested) social assistance. 2 Family and child
benefits were the most common form of cash benefits before the transi-
tion. As poverty worsened in transition countries, child allowances be-
came a key instrument used by the government to reduce the
impoverishment of the population. Some countries (Romania and Esto-
nia) have introduced universal child allowances. Others have targeted pre-
viously universal benefits (Poland, Belarus, Russia) or introduced new
targeted benefits (Czech Republic, Lithuania). Still others, under fiscal
pressure, have sharply reduced real benefits (the former Yugoslav Repub-
lic of Macedonia) or eliminated child allowances altogether (Armenia,
Georgia). In Romania child benefits are now conditional on participation
in school. The design of benefits has varied as well. Often benefits are
differentiated according to the number and age of children (Romania), the
presence of a single mother, and location.
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In the early 1990s many countries began to introduce or broaden pov-

erty cash benefit programs to supplement child allowance programs. Pov-
erty cash benefit programs were intended to address the needs of the newly
emerging groups of poor who did not qualify for help under the existing
pension and child allowance programs or under newly created unemploy-
ment insurance programs-namely, the long-term unemployed and those
who had exhausted other benefits, the elderly poor with very low pen-
sions or none at all, and families without children. Poland, Hungary, and
the Czech and Slovak Republics passed new legislation on social assis-
tance in the early 1990s that built upon existing programs. FYR Macedonia,
Estonia, and Latvia introduced new means-tested social assistance pro-
grams in the early 1990s, and in 1995 the Kyrgyz Republic was the first
country in the former Soviet Union (FSU) to adopt a national poverty
benefit.3 Recently, Armenia and Georgia replaced child allowances with a
single cash poverty benefit.

Many countries also introduced a variety of utility price subsidization
mechanisms to help consumers cope with rising utility prices during the
1990s. Gas, electricity, and heat prices were set particularly low during
the socialist era. But by the mid-1990s these low household utility tariffs
became unsustainable: the budgets of many countries in Europe and Cen-
tral Asia lacked the resources to cover the costs of price subsidies, and the
utilities found it increasingly difficult to shoulder the losses associated
with low residential tariffs. Most countries have adjusted prices slowly,
often at the expense of making needed investments in infrastructure to
keep the utility services running smoothly and efficiently. To protect the
poor, governments used other policies as well. "No disconnection" poli-
cies are quite usual in South Eastern Europe and in the former Soviet
Union, although they are less common in Central and Eastern European
countries. Most countries in Central and Eastern Europe have abandoned
across-the-board utility and housing subsidies, but these remain popular
in the CIS countries. The CIS countries also retain energy-related subsi-
dies- "privileges"-for particular groups, such as the police, judges, and
individuals with birth defects. These privileges have proved difficult to
reorient toward the poor (box 9.1).

Spurred on by the ever-increasing number of unemployed and the need
to facilitate layoffs and promote restructuring, many countries created
unemployment insurance programs similar to those in member countries
of the Organisation for Economic Co-operation and Development (OECD).
Unlike such programs in most OECD countries, these programs did not
require individuals to "contribute" for a minimum time in order to qualify
for insurance payments. In the first few years of the transition, unemploy-
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Box 9.1 Rationalizing Privileges in the Kyrgyz Republic and Moldova

Privileges represent special benefits (cash, in-kind payments, and/or price subsidies) for cat-
egories of individuals. They are a mix between entitlements for status (for example, for World
War II participants), remuneration for public sector employment (for example, police, judges),
and category-based targeting of social assistance (for example, fourth children). Some privi-
leges exist only on paper, since they have never been financed by government budgets. Some
are funded by utility and service providers that are obliged to provide free or reduced-price
services to privileged individuals. In many cases these service providers receive indirect subsi-
dies or support from the state (for example, assumption by the state of energy arrears of utili-
ties to foreign suppliers). Other privileges are funded (at least partially) through government
budgets.

Many privileges were introduced in the Soviet era. They were aimed at providing benefits to
those deserving special merit because of their service to the state. Since then various new
privileges have been introduced. These tend to be more category-based assistance. Privileges
range from discounts on utility prices (energy, telephone, water, sewage), public transportation,
housing rental, and medicine to free cars and sanatorium treatments to actual cash grants.

In the Kyrgyz Republic privileges are granted to about 10 percent of the population and are
targeted to 26 categories of people. In 2000 the total cost of the privileges that were functioning
is estimated at 452 million som (US$9.5 million) or less than 1 percent of GDP, of which 340
million som (US$7 million) were actually budgeted and the remainder were "implicit." About
half the total cost of privileges is on energy tariff discounts. The government has gradually been
extending privileges-mainly for energy tariff discounts-as a form of social protection. In
1998-99 energy privileges were extended to some categories of poor families: single nonwork-
ing pensioners with pensions under 400 soms, families receiving pensions because of the loss
of the income-earning head of the household, Unified Monthly Benefit recipients, and families
with invalid children. In 2000 a new income-tested category-families with a per capita monthly
cash income of 200 soms ($4.20) or less-was added.

ment insurance programs were quite generous; privileges were equivalent
to OECD norms-especially in CSB countries.4 For example, new en-
trants to the labor force were eligible for benefits (Romania); duration of
benefits was long (24 months in FYR Macedonia), or it was open ended
(Poland). But as growth in unemployment and layoffs reduced the ratio
of contributors to beneficiaries, the financial costs of financing generous
schemes rose sharply and countries reduced benefits.

During the socialist period, countries developed comprehensive defined-
benefit PAYG (pay-as-you-go) schemes providing old-age, disability, and
survivor pensions, as well as other insurance-based benefits and short-
term benefits for sickness and maternity leave. As in Western countries,
pension systems in Eastern Europe evolved out of growing concerns about
old-age poverty in the wake of industrialization, and later they were used
to help the prewar generation share in the fruits of the postwar economic
boom.5 The pension systems covered a large share of the labor force be-
cause of the formalized nature of employment under the socialist system.
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Box 9.1 (continued)

Using categorical and income-testing approaches, the govemment of the Kyrgyz Republic
is taking steps to reduce the overall budgetary cost of privileges and to reorient social protec-
tion benefits toward those families in greatest need. In 2000 it submitted a draft law to Parlia-
ment that would reduce the number of broad categories from eleven to seven categories better
targeted to needy sectors of the population. The proposed legislation also would reduce benefit
levels significantly in many of the remaining categories. If enacted, the changes would reduce
the total cost of the functioning entitlements by 40 percent, to 276 million som (US$5.8 million
or 0.5 percent of GDP), and reorient the privileges to the neediest, increasing their share from
less than 40 percent to 70 percent of the total cost.

In Moldova privileges were granted to 447,540 recipients (or about 12 percent of the popula-
tion) in 37 categories, as of January 2000. The total cost of privileges functioning in 2000 is
estimated at 367.5 million lei (US$30 million or about 3 percent of GDP), of which only 207 million
lei (US$17 million) are budgeted. Recognizing that the system was unsustainable, the govern-
ment and Parliament attempted to rationalize it After several failed efforts, the Parliament in April
2000 approved a targeted compensation scheme that abolishes energy-related privileges issued
in the past by law or govemment decree. In its place is a category-based energy subsidy scheme
intended to cover poor and vulnerable sectors of the population via direct payments to consum-
ers for partial energy discounts. Because of difficulties in applying means-testing, the new
program covers nine categories of the population that are presumed to be the poorest and most
vulnerable segment of the population. The new program became effective on June 22, 2000.
The total cost of privileges is estimated to fall from $30 million to $25.5 million in 2000. Al-
though the cost savings are not large, the new system is much better targeted to the poor than
the old one was. In addition, significant savings have been achieved by completely eliminating
energy compensations. Almost 1 million Moldovans were entitled to these subsidies, and the
cost of the system was estimated at 270 million lei (or US$21 million) in 1999.

Eligibility criteria for old-age, disability (box 9.2 on Poland), and sur-
vivor pensions were generous. High dependency ratios-the ratio of work-
ers to pensioners-in the region, like in Western Europe, led to a
demographic profile in the postwar era that supported low retirement
ages, commonly 60 for men and 55 for women.6 In addition, various
occupational groups, such as miners and teachers, were eligible to retire
even earlier. Benefit levels were quite generous, with system replacement
rates as high as 80 percent in Poland, Yugoslavia, and for some groups of
pensioners in Russia. The weak link between contributions and benefits
led to considerable internal redistribution between classes of workers.

Growing unemployment, layoffs, poor tax compliance from the infor-
mal economy, and early retirement policies increased the ratio of pension-
ers to contributors and created financial problems for most pension systems
in transition economies (figure 9.1). Although many systems began the
transition with three contributors financing each pensioner, now there
are fewer than two contributors for each pensioner. The inherited gener-
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Figure 9.1 The Dependency Ratio of Pension Systems in Selected Countries in Europe
and Central Asia, Various Years
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Note: The dependency ratio is the number of pensioners to the number of contributors to the pension system.
Source: World Bank (2000b).

osity of public pension systems further reduced the fiscal viability of pen-
sion systems. As a result, some pension systems-particularly those in the
CIS-found it increasingly difficult to pay beneficiaries.

The tendency of transition countries to spend most of their social pro-
tection budget on pension programs reflects their historical legacy of well-
developed pension schemes. Spending on social insurance programs
averages more than 10 percent of GDP in CSB countries compared with
about half that in CIS countries. Budgets for cash social assistance and
child allowance programs typically range between 0.5 and 2 percent of
GDP across the region, with CSB countries spending more than CIS coun-
tries. A few countries spend 13 percent or more of GDP on pensions-
notably Croatia, Poland, Slovenia, and Slovakia. CIS countries in the
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Caucasus and in Tajikistan spend less than 4 percent of GDP on pensions
and very little on social assistance, with the exception of Armenia, which
spent more than 2 percent of GDP on its targeted means-tested poverty
benefit in 1999. In 1998 Georgia spent less than 3 percent of GDP on
pensions-and less than 0.1 percent of GDP on family benefits. In 1999
Tajikistan-the poorest country in the region-spent 1.8 percent of GDP

Box 9.2 Poland's Disability Pension System

Disability is a costly problem in Poland. Disability pensions total more than 3.3 percent of
GDP, and they require a payroll tax of more than 7 percent of the wage bill.

The high cost of Poland's disability pension system can be attributed to its large number
of beneficiaries relative to other ECA countries and to its relatively generous benefits. More
than 15 percent of the working-age population in Poland is disabled, compared with 10 per-
cent in Hungary and Latvia (countries with disability systems similar to Poland's prior to the
transition), less than 7 percent in Germany, and only 4 percent in Switzerland. Health prob-
lems and injuries do not account for Poland's high share of disabled. Program design and
implementation seem to have encouraged an extraordinary number of people to apply for,
and qualify for, disability pensions. In a household survey conducted in 1996, one-third of
the people who said that they had qualified for benefits answered questions about their well-
being in a way that revealed that they did not meet International Classification of Impair-
ments, Disabilities and Handicaps (ICIDH) criteria for disability. They were legally but not
physiologically disabled.

Persons with the least serious kinds of disabilities have been generously treated. Until 1997
individuals suffering from a long-term medical problem could qualify for the weakest category
even if work capacity was unimpaired. In 1997 a law mapped the old three categories into three
new degrees of disability, and the critical element became loss of work capacity rather than just
health problems. Even so, people with a "slight" degree of disability remain eligible for disabil-
ity insurance benefits, and they continue to count in the quota and Sheltered Work Establish-
ment systems (see box 10.2 in chapter 10).

Eligibility criteria have not been strictly enforced. This was especially true in the early
1990s when applications for certificates of disability jumped. It appears that people substi-
tute disability benefits for unemployment benefits because they are easier to qualify for and
they do not expire automatically. This helps to explain why the number of beneficiaries grew
so rapidly in the early 1990s. There is even evidence that moral hazard has led to corruption
involving workers, certifying physicians, and sometimes employers. A qualitative study on
informal payments in the health sector found that some people reported "purchasing" sick
leave, a disability certificate, or exemption from military service (Shahriari, Belli, and Lewis
2000). People reported that a disability certificate could cost as much as 3000 zlotys (about
US$750).

In response to the rapid growth of disability beneficiaries and the high cost of benefits,
the government modified Poland's disability pension system significantly in terms of admin-
istrative procedures and eligibility criteria. In 1998 the number of new disability beneficiaries
declined by 10 percent compared with the number of new disability beneficiaries in 1997, the
first decline ever. Unfortunately, the numbers are likely to resume growing because of contin-
ued economic restructuring and the aging of the population.

Source: Andrews and Hoopengardner (1999).
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on pensions and only 0.2 percent on poverty benefits; the monthly pov-
erty benefit was sufficient to cover only the cost of two loaves of bread
(World Bank 2000f).

Sizable amounts, especially in CIS countries, are spent subsidizing the
consumption of utilities. In many cases the subsidy is borne by the utility,
rather than the budget, so the amount is difficult to ascertain. The spend-
ing gap between CIS countries and CSB countries would narrow if com-
pensation for utility prices were factored in. CIS countries have been much
slower than CSB countries to price energy and other utilities at world
prices.

Thus, the challenge facing transition countries is not so much to in-
crease the overall envelope allocated to social protection as it is to ensure
that the money is used effectively to address the most acute manifestations
of poverty. In what follows, we look at the impact of social protection
programs on poverty and explore how they might be reformed to be more
effective.

Social Assistance Programs and the Poor

The poverty impact of social assistance programs is often evaluated using
three common measures-coverage, targeting, and effectiveness. Cover-
age is the share of the poor who receive the benefit; targeting is the share
of expenditures from the benefit that is received by the poor; and effec-
tiveness is the share of the benefit relative to average household expendi-
ture. There are tradeoffs between these various objectives. To include as
many poor households as possible, policymakers may make the eligibility
criteria very broad. In such circumstances, targeting efficiency is likely to
be low since some of the benefits will go to nonpoor households. Tradeoffs
also are made between coverage and effectiveness: the more broadly so-
cial assistance expenditures are distributed across households, the smaller
the amount going to any one household is likely to be. In a world of im-
perfect information, limited funds, and electoral demands, policymakers
face difficult choices in trying to reach as many poor households as pos-
sible with a meaningful level of assistance. The evidence discussed below
suggests that the coverage of the poor provided by social assistance pro-
grams is quite low. Child allowances are somewhat better targeted than
means-tested cash benefits, but both programs end up benefiting many
nonpoor Program effectiveness is generally not very high.
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The Performace of Cash Benefit Schemes

Despite growing poverty in Europe and Central Asia, cash benefit schemes
in the first half of the 1990s performed poorly. In some countries the cov-
erage of the population measured as the proportion of all households re-
ceiving the poverty benefit was quite low, to the point many schemes were
termed "irrelevant" (Milanovic 1998). More than 20 percent of house-
holds in Hungary received social assistance, but the receipt rate was only
13 percent for Russia, and a negligible 4 percent for Bulgaria, Estonia,
and Poland. The coverage of poor households receiving social assistance
also was low across the region; only Hungary reported high coverage of
the poorest households (table 9.1).

Evaluations of the performance of programs in the second half of the
decade show that many programs continue to have limited coverage of
the poor (tables 9.2 and 9.3). In Romania and Latvia, coverage is particu-
larly low. Croatia is an exception: half of the poor are covered by the
social assistance program. The poverty line in Croatia, however, is very low,
so that only 2 percent of households fall below it.

Why do social assistance programs do an inadequate job of reaching
the poor? There are many reasons. Poor people often lack information
regarding poverty programs. Even those who are eligible for benefits may
not apply for the programs because they have difficulty obtaining and
understanding the numerous documents required. Some may feel there is
a stigma attached to claiming resources. For pregnant women and women
with small children, and for others, the long wait in line to receive benefits
can be discouraging. Some poor people cannot afford transport fees or
under-the-counter fees to obtain documents. In addition, the means-test-
ing formulas applied in many programs may inaccurately assess the
household's income status.

The targeting efficiency of social assistance to the poor varies consider-
ably. For programs evaluated in the first half of the 1990s, poverty ben-
efits are not particularly well targeted. In every country except Russia, the
bottom decile received some 20 to 35 percent of total expenditure on the
benefit. In Russia the bottom decile received less than its share in the total
population (table 9.1). A number of programs also performed poorly in
the second half of the decade. In Kazakhstan, as in Russia, where the
payment of social assistance out of block grants is left to the discretion of
regional authorities, social assistance programs fared particularly poorly.
But there are some good examples of targeting, such as Romania and to a
lesser extent Hungary. Interestingly, some of the lower income countries-
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Table 9.1 Coverage,Targeting Efficiency, and Effectiveness of Benefits in Selected ECA
Countries, 1993-95

Russian
Indicator Poland Hungary Bulgaria Federation Estonia

Percentage of households
below national poverty line 38 8 2 36 3

Coverage
Percentage of households 4 24 3 13 3
Percentage of poor 6 43 10 13 10

Inclusion errorsa 36 86 92 84 65

Exclusion errorsb 94 57 90 87 90

Targeting efficiencyc 21 27 22 8 35

Effectivenessd 22 5 4 4 15

Type of benefit MT NMT NMT NMT MT

MT = means tested; NMT = not means tested.
Note: Poverty line is the national poverty line for each country.
a. Share of the nonpoor who receive social assistance.
b. Share of the poor who do not receive social assistance.
c. Share of total transfer expenditures to bottom decile.
d. Social assistance as a share of expenditures of recipients.
Source: Braithwaite, Grootaert, and Milanovic (1998).

Table 9.2 Coverage,Targeting Efficiency, and Effectiveness of Benefits in Croatia
and Latvia, Various Years

Indicator Croatia, 1998 Latvia, 1997-98

Percentage of households below
national poverty line 2 15

Coverage
Percentage of poor 50 2

Inclusion errorsa 77 77

Exclusion errorsb 50 98

Targeting efficiencyc 30 15

Effectivenessd 12 20

Note: Poverty line is the national poverty line for each country.
a. Share of the nonpoor who receive social assistance.
b. Share of the poor who do not receive social assistance.
c. Share of total transfer expenditures to bottom decile.
d. Social assistance as a share of expenditures of recipients.
Source: World Bank (2000a, 2000e).
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Table 9.3 Share of Poor Households Receiving Transfers in Bulgaria, Romania,
and Kazakhstan, Various Years
(percent)

Bulgaria Romania Kazakhstan
Cash benefit (1997)' (1997) (1996)

Social assistance 17 8

Child allowances 30 and above 60 and above 6

- Not available.
Note: The poor are defined as follows: Bulgaria, 36 percent; 31 percent; Romania, 31 percent; and
Kazakhstan, 35 percent. Bulgaria has diverse programs of social assistance with no means test.
The child allowances in Bulgaria and Romania are universal; in Kazakhstan they are means tested.
Source: World Bank (1998,1999a); Tesliuc and Pop (2000).

FYR Macedonia and Albania, for example-do as well or better than
higher income countries in targeting their social assistance (table 9.4).

Targeting can be assessed by an evaluation of inclusion and exclusion
errors in the social assistance system. Exclusion errors-the share of poor
households excluded from assistance-are very high in the region. Evi-
dence from the first half of the 1990s (table 9.1) showed that (with the
exception of Hungary) close to 90 percent of the eligible poor were ex-
cluded from receiving benefits in most countries! Inclusion errors, or the
share of nonpoor receiving assistance, were also quite high, with the ex-
ception of Poland. In more recent years comparable evidence from Latvia
and Croatia shows that exclusion and inclusion errors remained high: in-
clusion errors were 77 percent in both countries, while exclusion errors
were 50 percent in Croatia and an astonishing 98 percent in Latvia (based
on national poverty lines). Programs need not have both high inclusion
and high exclusion errors. In the FYR Macedonia, for example, exclusion
errors were low, but there was considerable leakage of social assistance
benefits to the nonpoor.

How effective are cash transfers in alleviating poverty? Programs evalu-
ated in the first half of the 1 990s show that social assistance represented a
relatively small share of recipients' household expenditures, although in
Poland they amounted to 22 percent. Latvia performed almost as well as
Poland in the second half of the decade. Additional evidence is available
from recent poverty assessments on transfer effectiveness for the bottom
quintile or, in the case of Bulgaria, of the poor as defined by the country-
specific poverty line (table 9.5). Social assistance comprises about 10 to
20 percent of household expenditures of poor households in Bulgaria,
Romania, and FYR Macedonia, but it covers only 1 percent of total ex-
penditures of the poor in Kazakhstan. Are programs adequate in alleviat-
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Table 9.4 The Share of Total Cash Transfer Expenditures Received by the
Bottom Quintile in Selected ECA Countries, Various Years

Cash benefit
Country and year Social assistance Child/family allowances

Latvia 1998 20 29
Croatia 1998 25 28
Romania 1997 79 51
Macedonia, FYR 1997 47 5
Albania 1996 47
Kazakhstan 1996 6 24
Uzbekistan 1999 23
Hungary 1997 46 20
Estonia 1995 44 40
Armenia 1996 - 25

- Not available.
Note: For all countries the "poor" are defined as the bottom quintile except Romania (bottom 31
percent) and Estonia (bottom 30 percent). The type of poverty cash benefit for Croatia, Romania,
FYR Macedonia, Uzbekistan, Albania, Hungary, and Estonia is means-tested social assistance. Bul-
garia and Kazakhstan have diverse social assistance programs; no means test. Latvia has a poverty
benefit based on minimum subsistence. Child allowances in Armenia, Bulgaria, Romania, and Es-
tonia are universal but targeted by age; in Kazakhstan, FYR Macedonia, Uzbekistan, and Croatia,
they are means tested. Latvia has diverse family-benefit programs.
Source: World Bank (1 998,1999b, 1999d, 2000a, 2000c, 2000e); Tesliuc and Pop (2000); Rashid,
Dorabawila, and Adams (1999); Coudouel and Marnie (1999).

ing poverty? Evidence from FYR Macedonia and Bulgaria indicates that
social assistance and child allowance programs do have some impact on
poverty reduction, but the impact is very small (in relation to pensions,
for example) and not sufficient to move most households out of poverty.

Table 9.5 Cash Transfers as a Percentage of Household Expenditures of Poor
in Selected ECA Countries, Various Years

Cash benefit

Country and year Social assistance Child/family allowances

Bulgaria 1997 15 5
Romania 1997 22 11
Macedonia, FYR 1997 12 0.3
Kazakhstan 1996 2.3 2.2

Note: The "poor" are defined as follows: Macedonia and Kazakhstan, bottom 20 percent; Romania,
bottom 31 percent; Bulgaria, bottom 36 percent. The type of poverty cash benefit is as follows:
Croatia, Romania, and FYR Macedonia, means-tested social assistance; Bulgaria and Kazakhstan,
diverse social assistance programs with no means test. Child allowances: Bulgaria, Romania (uni-
versal); Kazakhstan, FYR Macedonia (means tested).
Source: World Bank (1998, 1999a, 1999b); Tesliuc and Pop (2000).
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The evidence presented above highlights the tension between cover-
age, targeting, and adequacy. For example, in Romania the social assis-
tance system is better targeted and more adequate than in Croatia, but
limited resources mean that the coverage is lower. Coverage is also very
low in Latvia, but the benefit adequacy is better. In contrast, in Croatia
the coverage is relatively much higher (for a much more restricted num-
ber of poor). In most countries, social assistance programs do not do a
particularly good job of reaching the poor, concentrating their expendi-
tures on the poor, and lifting the poor out of poverty.

The Performance of Child Allowance Programs

Evidence on the coverage of child allowance programs is more limited
than on the coverage of cash benefit programs, but it appears to vary
considerably as well. In the few countries where data on both types of
coverage are available, the coverage of child allowances is much higher
than for social assistance. This may be because child allowances, by tar-
geting children rather than income or other characteristics, reach a large
share of the poor.

There is considerable variation in the targeting efficiency of child al-
lowances. The efficiency of targeting does not appear to be related to the
nature of the benefit-means tested or universal. In Croatia means-tested
child allowances are relatively well targeted, but means-tested child al-
lowances perform much worse in FYR Macedonia. Universal child allow-
ances are reasonably well targeted to the poor in Romania, reflecting the
strong correlation between family size and poverty status.

Therefore, using child allowance programs to target the poor, at least
from this sample, does not appear to be superior to using social assistance.
In Croatia and Kazakhstan means-tested child allowances are relatively
better targeted than means-tested social assistance. However, the oppo-
site is true in FYR Macedonia. In Estonia universal child allowances do
no better than means-tested social assistance, while in Romania they do
much worse than means-tested social assistance programs. In other cases,
despite disparate methods of targeting (Estonia, Croatia), both programs
do about the same.

The effectiveness of child allowances is minimal, and (except for Ro-
mania) these allowances cover less than 5 percent of household expendi-
tures for the poor. This is largely because these programs receive a minimal
amount of funding. Although the coverage of child allowance programs is
better than social assistance coverage, even where child allowance pro-
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grams are well targeted, limited funding makes them a very weak tool for
poverty alleviation.

Options for Reform

Social assistance and child allowance schemes are reaching the poor with
limited success, although some do better than others. The key reason for
social assistance reform in most countries is the need to channel scarce
resources in the most efficient way to provide basic needs-food, shelter,
clothing-for the most destitute, while avoiding the creation of "poverty
traps" or a culture of benefit dependency.

To achieve this objective, transition countries must address these fun-
damental questions: What type of protection (cash or in kind, broad-based
or categorical) will be provided? Is there a need for a variety of programs
to cater to different groups of poor? How can programs be administered
effectively? Who will finance and deliver the social assistance? A country's
income level often influences program design.

High-income and upper-middle-income transition countries. These
countries have lower absolute poverty rates, more fiscal resources, and in
general greater administrative capacity than lower-middle- and low-in-
come countries have. As a result, they should be able to help not only the
truly destitute but also a broader group of poor. The high-income and
upper-middle-income countries-especially in Central Europe-tend to
have a high concentration of child poverty as well as rural poverty; long-
term unemployment also is a problem. Meeting the needs of these dispar-
ate groups of poor is not easy.

In principle, a broad poverty benefit based on means and asset testing
would be the choice social assistance mechanism. This would ensure that
"holes" in targeting that are prevalent in category-based benefits can be
plugged. In higher income countries where the informal economy is lim-
ited, and where administrative capacity and record keeping and registra-
tion of assets are fairly advanced, means testing of income and assets to
target the cash benefit to the poor is more feasible. While means testing
does not always work, some means-tested systems do perform well (box
9.3). Further analysis is needed to identify which, if any, aspects of the
means-testing criteria leads to better targeting efficiency.

Given that means testing is never perfect, child allowances may ensure
that families with children, who appear to have the highest risk of poverty
in many transition countries, obtain some cash assistance if means tests
fail. In countries where child poverty is a particular concern and means-
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Box 9.3 The Social Assistance Program in the Former Yugoslav Republic
of Macedonia

The social assistance program in FYR Macedonia guarantees households a certain minimum
income level that varies by household size. Households claiming the benefit are subject to a
combined income and asset test, implemented and monitored by the local welfare offices.
The social assistance program provides a cash transfer if the household income falls below
the minimum.

Social assistance benefits appear to be relatively well targeted from several perspectives.
Data from 1997 show that the bottom two deciles receive almost half of all public spending
on social assistance. Without this income support, the severity of poverty would double in
rural areas (World Bank 1999b). Social assistance benefits are largely received by the unem-
ployed and by households headed by uneducated or less educated individuals. According to
the review of the government in 1999, benefits also reached certain ethnic groups where
poverty incidence is high (the Albanian population and Roma). For example, 12.7 percent of
the social assistance beneficiaries were Roma, although, as an ethnic group, Roma account
for only about 2.2 percent of the total population.

Whether social assistance programs can reach and provide effective assistance to the needy
depends on the policy and institutional capacity. In terms of policy, the Macedonian govern-
ment has been able to define income- and asset-testing criteria that allow the system to capture
the most vulnerable groups. In terms of administration of the program, Macedonia has inher-
ited from the former Yugoslav system a relatively developed local-welfare-office structure that
collects a significant amount of information on households. A set of stringent reporting and
screening requirements is enforced. Macedonia's relatively strong legal infrastructure has largely
held the administration accountable for program delivery. A grievance mechanism is used by
households that do not agree with the judgment of the social assistance office.

The number of beneficiaries and nominal expenditure on social assistance increased
steadily in recent years, and the average benefit duration is long. This is partly attributable to
continuing difficulty in monitoring and verifying claims. There is significant inclusion error,
and the welfare offices are short of staff to adequately monitor the change-of-asset status of
households. Coordination with other social programs and government agencies has not been
very efficient in terms of information access and benefit payment. The government is com-
mitted to improving program efficiency by developing tighter eligibility criteria and improving
the quality of service.

tested poverty benefits cover a limited number of the poor, the benefits
could be supplemented (or replaced if they were performing particularly
poorly) by universal or indictor-targeted child allowances. In cases where
countries provide both cash assistance and child allowances, child allow-
ances (universal or categorically targeted), should be added to the income
of recipient households to avoid double counting. Another vulnerable
group, elderly nonpensioners, might also be targeted in this way. Where
the social assistance system is performing well in reaching the poor, in-
cluding those with children, child allowances could be merged with the
social assistance system. In such cases, the social assistance benefit scale is
set so as to increase the threshold level of benefit per child.7
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Work incentives will be an important issue if cash benefit programs
provide a reasonable level of benefit, and income thresholds (means tests)
are used for determining program eligibility. Keeping the level of benefit
low (relative to the average or minimum wage) will create fewer work
disincentives, but will be less effective in pushing households out of pov-
erty. Incorporating work incentives into cash benefit programs entails fis-
cal and administrative costs that must be carefully considered. More
sophisticated incentives should be developed if there are large stagnant
pools of beneficiaries in the system-probably the case of the long-term
unemployed in many CSB countries. A key question is whether benefits
should be of unlimited duration, particularly for working-age adults.

To address this problem, social assistance programs in transition coun-
tries have incorporated labor market incentives in different ways. In Bul-
garia 30 percent of wage income is disregarded in the calculation of
eligibility for benefits. Some countries require beneficiaries to be regis-
tered with labor offices, limit the duration of social assistance benefits, or
keep benefit levels low. In Estonia nonworking household members of
working age are not included in benefit calculations. In FYR Macedonia
income thresholds were reduced, and benefit duration was limited to re-
duce the adverse effects of incentives. Before this reform, the maximum
benefit for a four-member family was equivalent to the average wage.
(The average wage for unskilled labor in the country was about 30 per-
cent of the average wage.) Now the maximum threshold for a similar
family is 40 percent of the average wage.

In many other Central and Eastern European countries, work incen-
tives are weak or nonexistent. Where benefit levels are high and close to
the reservation wage, there are no incentives for individuals to seek work
or report their true unemployment status instead of claiming benefits. There
has been little systematic evaluation of the experience on implementation,
efficiency, and effectiveness of work incentives in transition countries. This
information would be useful in ascertaining which incentive effects are
best at reducing welfare dependency.

Lower-middle-income countries. In lower-middle-income countries a
meaningful level of means-tested poverty benefit for all poor may not be
possible to finance or administer. Social assistance may be able to protect
only some groups of poor. This is an extremely difficult choice for
policymakers. The poverty profiles may provide useful guidance in such
cases. For example, groups in deepest poverty or those that cannot work
might be targeted. If resources are severely limited, children may be tar-
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geted in preference to the elderly to avoid irreversible impacts on the hu-
man capital development of children.

If it is difficult to verify incomes-the case when there is a high degree
of informality in the economy, means testing will probably not work very
well. Under such circumstances it is usually preferable to have categori-
cally targeted benefits. Child allowances or demogrants (cash transfers
based on age) for nonpensioned elderly might be easily targeted benefits
to alleviate poverty. Child allowances would protect the most vulnerable
households with unemployed members, but they would do little to protect
young unemployed workers without families. Where budget constraints
are particularly severe, child allowances may do the best job of protecting
those at greatest risk.

Targeting of categorical or in-kind benefits can be universal or based on
indicators that are correlated with the characteristics of the poor. Universal
targeting has greater acceptability and political appeal.8 But it runs the risk
of transferring small amounts of benefit to many recipients, doing little to
help the truly destitute. In lieu of universal targeting, countries can deliver
child allowances by indicator targeting. For example, child allowances can
be targeted to families with two or more children and limited by age of
child. In countries where the poor with many children are an ethnic minor-
ity, indicator targeting may not be politically acceptable. If the nominal value
of child allowances is capped, economic growth will reduce the percentage
of families receiving allowances automatically in the future, even if initially
the allowances were received by the majority of the population. In that way
the allocation of social assistance expenditures can gradually be targeted to
the residual poverty population once economic growth resumes.

Where categorical targeting is too expensive or has high errors of in-
clusion or exclusion, governments may want to use a proxy means test to
target the poor. This type of means test uses several indicators (with ap-
propriate weights) rather than simply income to target the poor. Armenia
and Russia are experimenting with these mechanisms for targeting a broad-
based poverty benefit. It is not yet clear, however, that this mechanism
performs better than indicator targeting or a means test.

Low-income countries. Countries (mainly in the former Soviet Union)
with very low incomes have few resources for social assistance benefits
and limited administrative capacity. Their key challenge is to identify a
few cash and in-kind benefits or services that are administratively easy to
target and deliver to the very poorest groups or regions in the country.
Social assistance might be limited to addressing the most serious manifes-
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tations of malnutrition or hunger, or lack of school attendance linked to
poverty among particular population groups. Where possible, benefits or
services might be designed to serve two purposes. In addition to alleviat-
ing household cash constraints, they might keep children in school or
reduce malnutrition.

Several targeting mechanisms may be particularly appropriate for very
poor countries. For example, poor countries may want to use geogra phi-
cal targeting, especially if resources are limited, and the poor are concen-
trated in certain areas of the country. In many countries there are pockets
with extremely high poverty rates (chapter 2). Like categorical targeting,
geographic targeting is, by definition, inequitable, since there may be pock-
ets of poor in nontargeted regions. But if there are identifiable pockets of
severe poverty, geographical targeting may be a reasonably efficient way
of addressing problems of acute malnutrition or low school attendance.

Self-targeting is perhaps the most simple way of targeting the poor in
low-income countries. It means that a subsidized good or service is avail-
able to all, but designed in such a way that only the poor will choose to
use it. Work fare programs, where the wage is set very low, are self-target-
ing.9 Two successful workfare programs are the Maharashtra Employ-
ment Guarantee Scheme in India and the Trabajar program in Argentina.
Both concentrate on infrastructure projects that are labor intensive, ben-
efit the local community, and target poor areas. The Trabajar program
was expanded in the mid-1 990s to cope with rising unemployment, which
reached 18 percent in 1996-97 and was concentrated among the poor
(World Bank 2000g). Public works programs are best viewed as a means
of targeting income support to the poor rather than as a way of getting the
unemployed back into the labor market (World Bank 2000b).

Self-targeting provides a gradual exit criteria: once individuals or fami-
lies are back on their feet after a crisis, they will opt out of self-targeted
programs. However, program design is key. In Albania and FYR
Macedonia, where workfare programs were used, wages were not set low
enough to attract only the poorest workers. Perhaps because there is con-
siderable income from the informal sector, people in FYR Macedonia did
not wish to join public works programs even though the benefit was set at
the average wage. A few other countries in the region have experimented
with public works programs, but to date there has been no systematic
evaluation of their effectiveness.

Given the limited role of the state in delivering benefits, some coun-
tries, namely Albania and Uzbekistan, have used community targeting to
deliver benefits (box 9.4). As noted earlier, communities may know more
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about the poor in their area than central or regional officials do, and they
will have more information about how to reach the poor and ensure that
they receive benefits. In community targeting, some local authority or com-
mittee is empowered to make decisions about who should receive program
benefits.

Given the success of intracommunity targeting evidenced in these pro-
grams, a generalized poverty benefit administered by local communities
for low-income countries based on some means-testing criteria cannot be
dismissed out of hand and may work in particular institutional settings
(Coudouel, Marnie, and Micklewright 1998; Alderman 1999). But com-
munity-targeted systems have several drawbacks. Benefits may be cap-
tured by local elites, allowing a few individuals to determine who receives
assistance. Another problem, emerging from evidence on Albania, is that
community targeting does not necessarily facilitate equitable targeting
across regions.

Issues that Cut across Country Income Groups

Institutional and financing arrangements for social assistance differ across
countries. Although in some countries assistance is centrally funded and
administered, in others (such as Bulgaria, Romania, Latvia, and
Kazakhstan) responsibility for financing social assistance has been trans-
ferred to local governments, with some support through central budget
transfers.

Decentralization. A lack of earmarking of budget transfers for social
assistance means that funds are often not used for this purpose. Local
governments frequently have few resources to finance social assistance.
In Hungary, however, the administration and financing of social assis-
tance programs are completely decentralized. Decentralization can give rise
to inequities across jurisdictions or to low levels of financing. In Kazakhstan,
for example, Almaty city spends roughly 8 times more per poor person on
social assistance than do some of the poorest oblasts (World Bank 2000d).1 0

Poor regions with the highest rate of poverty have the fewest resources
to address their poverty needs. A key role for central governments is to
ensure that regional disparities are not accentuated, but are mitigated, by
the distribution of benefits. The central government should determine the
level or threshold of social assistance or types of services for which indi-
viduals across the country will be eligible and ensure that social assis-
tance programs are adequately financed. However, in some cases the state
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Box 9.4 Community Targeting of Cash Benefits in Uzbekistan

An alternative approach to federally determined targeting rules is to allow local communities
to determine eligibility for social assistance benefits, while the financing of the benefit re-
mains a federal responsibility. Several countries follow this approach including Uzbekistan.

Faced in 1994 with the dissolution of guaranteed employment and consumer subsidies-
the main safety net in the socialist era-the government of Uzbekistan created a targeted
lump-sum cash benefit program. The unique feature of this program is that Uzbekistan uses a
traditional community group, the Mahalla committee, to target and administer the benefit.
The Mahalla committee is a community-based entity, the chairman of which is elected by the
local community from candidates nominated by the local political authority. Salaries of the
chairman and secretary of the Mahalla committee are paid by the state.

The choice of the appropriate level of benefit (between one and three times the minimum
wage) and the definition of who is poor (within broad federal guidelines) are decentralized to the
Mahalla committee level. This program assumes that Mahallas are better informed than the fed-
eral government about who is poor and the appropriate level of benefit they should receive. Eligi-
bility for the benefit is based on many factors in addition to income. These include assets, number
of working household members, and assessment of whether household members are shirking
(for example, whether they could obtain more revenue from better use of their agricultural plot). If
the Mahalla committee votes to give assistance, the recipient is entitled to receive a monthly
benefit of between one and three times the minimum wage for a period of three months.

In 1997 the universal child benefit was replaced with a child allowance benefit targeted to
the poorest households using the Mahalla committee system. The procedure for obtaining
assistance is quite similar to that for the poverty benefit. The main difference is that the family
must provide detailed information on its income for the past 12 months, as well as documen-
tation on its children. Mahallas have some discretion in setting the size of the minimum
monthly per capita income threshold for determining eligibility as well as discretion in deter-
mining who should be awarded assistance even if the family meets the income test. The size
of the benefit depends on the number of children in the family. Coudouel and Marnie (1999)

may delegate the exact type of service, or identification of the poor (accord-
ing to some guidelines), to the community. The community has an advan-

tage over the state, because it knows the needs and conditions of its population
better. Yet the state needs to monitor local governments to ensure that they
are allocating resources and delivering services according to the agreed upon

rules.

Groups with special needs. An issue that cuts across all transition coun-
tries is how to provide for populations with special needs. Institutional

care, which includes the provision of shelter and food, is generally avail-
able in the region to orphans, children with special needs, the severely
disabled, and the elderly in need of assistance. Transition countries have
tended to rely too heavily on institutions to care for disadvantaged groups,
at the same time that resources for institutions have been squeezed. Insti-
tutionalized groups, given the lack of voice in society, are most often the
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Box 9A (continued)

conducted an evaluation of the system based on household surveys in 1995 and 1999 in the
Fergana Valley oblast.

How well have Mahalla performed the task of allocating the low-income benefit? In 1999
the low-income benefit was distributed progressively: the poor in the Fergana oblast received a
larger share of benefits than the well off. In 1999 the bottom two quintiles received almost half
of all expenditure. Despite this relativelyfavorable result, targeting efficiency has declined slightly
over time, down from 59 percent in 1995. In 1995, 27 percent of all expenditures on the low-
income benefits were targeted to the lowest quintile, but in 1999 the lowest quintile received 23
percent of total program expenditures.

The program appears to be well administered in the Fergana oblast. Most households know
about the program, and program knowledge has increased over time. Few households report
"waiting for an answer" on their applications. More than two-thirds of those who did not apply
said that they would do so if they were ever in need. The most common reason stated for not
wanting to turn to the Mahalla for help was a complicated application procedure and discomfort
at having their situation discussed In public. Few-about 5 percent of those refused assis-
tance-cited corruption at the Mahalla level as a reason for not receiving the benefit.

Nevertheless, there appears to be room for improvement. In 1999, nearly 22 percent of
top-quintile households applied for the program (as in 1995), and about 8 percent received
assistance. Of the bottom quintile, only 42 percent applied and 27 percent were granted help.
Apparently, many of those who would be most likely to receive the benefit are choosing not to
apply.

How much has coverage of full allowances improved? In 1999 nearly 40 percent of poor
households received child allowances compared with 12 percent of poor households in 1995.
This shows that a greater number of poor are receiving child allowances through the Mahalla
system.

Sourc. Coudouel and Marnie (1999).

first to be penalized when resources are scarce. Providing protection for
these groups must be an integral part of a social assistance strategy for all
countries, no matter what their level of income, but reforms are needed to
improve opportunities for these groups while reducing the overall cost of
the program. A few countries are experimenting with innovative reforms in
this area (box 9.5).

Diversification. The state can also move away from relying solely on
the public sector to deliver social services and work with nongovernmen-
tal organizations to deliver services. However, NGOs require an effective
legislative environment that allows them to raise revenues and enter into
contractual arrangements-an environment lacking in some transition
countries. High-income transition economies may be in a better position
than low-income countries to diversify provision of social assistance and
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Box 9.5 The Shift Away from Institutionalized Care in Transition Economies

One of the most deleterious legacies of socialist social assistance programs was their over-
reliance on residential institutions for social care. Institutionalization was often the only op-
tion for the elderly who were unable to live on their own, adults with physical and mental
disabilities, and children in difficult circumstances because of poverty, ethnicity, disability, or
other risk factors. In many cases the most vulnerable and marginalized members of society
were placed in institutions.

Recent data suggest that nearly 1.3 million people-820,000 of them children-live in
about 7,400 highly structured institutions in Central and Eastern Europe and Central Asia. As
the effects of economic decline weakened families, the lack of community alternatives forced
families to rely on these large institutions. As a result, the number of individuals in custodial
care has increased (chapter 1) at the same time that living conditions in these institutions
have deteriorated significantly because of shrinking budgets and higher operating costs.

Many transition economies have begun exploring alternatives to institutions. Experience
in Western Europe and the United States suggests that community-based services, such as
home care and day care services, and special education programs for children with learning
disabilities can be more effective, efficient, and humane. Transition economies are well posi-
tioned to begin developing such services. Decentralization and increased NGO activity and
community participation in civil society have laid the groundwork for greater consumer in-
volvement in social services.

Making the move to community-based care involves significant changes in social policy.
Six elements form a comprehensive and integrated strategy:
* Changing public opinion and mobilizing community support.
* Strengthening the community-oriented social welfare infrastructure, such as schools of

social work, training programs for staff in residential institutions, and staff in local social
assistance offices.

* Piloting community-based social service programs to provide the flexibility for testing a
wide range of approaches.

* Designing pilot projects to reduce the flow of individuals entering residential institutions
and to reintegrate individuals into the community.

* Redesigning, converting, or closing individual institutions.
* Developing a national system of community-based social services.

A few transition economies are leading the way in this transformation. For example, in
1996 Lithuania introduced day schools for handicapped children and multiservice commu-
nity centers-serving battered women, socially vulnerable children, and former prisoners.
These pilot projects have already demonstrated noteworthy achievements, including
deinstitutionalization of severely disabled children in Moletai and Utena, sharply reduced
demand for an elderly home in Svencionys, and provision of safe and stable care for battered
women and their children in Vilnius. In Constanza, Romania, apartments with house parents
are used to care for HIV-positive children who attend a regular school. And in Shkodra, Alba-
nia, a center for at-risk families provides counseling, home visiting, parent training, and refer-
ral services.

Source: Tobis (1999).

social services to NGOs. However, low-income transition economies can
begin to develop the necessary legislative framework for future involve-
ment. In high-income countries some social services and institutionalized
care could be provided mainly through community organizations and
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NGOs. Partnership with nonstate actors can help increase the range of
social services that is available, improve quality through competition, and
foster greater public participation and ownership of social assistance pro-
grams in civil society.

Utility Subsidization Programs and the Poor

Unlike other parts of the world, in Europe and Central Asia many of the
poor are connected to a variety of utility services. In most parts of the
region, close to 100 percent of the poor are connected to electricity, and
two-thirds are connected to water (except in Moldova). Significantly fewer
benefit from centralized provision of gas, sewerage, hot water, and heat.
The relatively high connection rates reflect the heavy investment in infra-
structure during the socialist period, the high degree of urbanization and
urban poverty, as well as the exigencies of the cold climate prevailing in
much of the region. Because of these factors, affordability of these ser-
vices is a major poverty issue in the ECA region.

Approaches to Energy Subsidization for the Poor

Utility subsidies for households can be grouped into three broad catego-
ries: no disconnection of delinquent households; price subsidies of various
types (across-the-board price subsidies, life-line tariffs, and price discounts
to "privileged" households), and compensatory household income sup-
port (burden limits and other earmarked cash transfers). This section looks
at the merits of each of these approaches in terms of coverage of the poor,
the efficiency with which resources are targeted to the poor, the impact on
prices, and administrative ease.

No disconnection of delinquent households. In a few countries-nota-
bly in the Commonwealth of Independent States and in South and East-
ern Europe-utilities are pressured by governments not to disconnect
households that do not pay their bills. Although one might expect that
poor households would be over-represented among households with pay-
ment arrears, evidence shows that there is considerable leakage of this
benefit to the nonpoor. Some poor households do not benefit from this
policy-in part because its application tends to be erratic and not formal-
ized: governments are reluctant to make "no disconnection of delinquent
households" an official public policy. Moreover, benefits may accrue dis-
proportionately to nonpoor households to the extent that their monthly
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utility bills are larger than those of the poor. Targeting efficiency is low.
This policy has little to recommend it except administrative simplicity.

Across-the-board price subsidies. Across-the-board subsidies cover all
households that are connected to the utility-so while coverage of con-
nected poor households is universal, there is considerable leakage to the
nonpoor. Targeting efficiency is further undermined to the extent that
utility consumption increases with income. While across-the-board price
subsidies are simple to administer, they distort energy prices for all con-
sumers.

Life-line tariffs. Many governments in Europe and Central Asia intro-
duced life-line tariffs for utility services with metered or relatively easily
estimated consumption, especially electricity and gas. Under this system
the price subsidy is restricted to the initial block of consumption called
the basic need level. This offers a less costly alternative to across-the board-
price subsidies since only part of consumption is subsidized; coverage is
provided to all consumers connected to the utility. Targeting efficiency is
increased by restricting the size of the first block so that it does not exceed
the consumption levels of the poor-assuming that consumption increases
with income. Targeting can be further improved by a three-block tariff
structure, assuming that the third block is set above cost, so it includes a
negative subsidy. Under this system nonpoor households effectively sub-
sidize poor households. Thus, for the same total cost a bigger subsidy can
be granted on the price of the first block.

Price distortions can be kept relatively low in a two-block tariff as long
as the first block is kept sufficiently small so most consumers, including
the poor, consume more than the first block. This ensures that the last unit
of consumption is priced correctly. A three-block tariff structure distorts
the marginal price signal more, however. Life-line tariffs are more com-
plex to administer than across-the-board price subsidies, since they re-
quire reliable, tamper-proof metering or a reasonable consumption proxy.
They are not suitable for water and sewerage in countries where residen-
tial water use is not metered.

Price discount for privileged consumers. Some countries provide price
discounts to certain households selected on the basis of such factors as
occupation, medical history, age, and merit. The FSU countries operated
a system of merit-based utility price discounts-not only to reduce pov-
erty but to reward service in certain occupations and to compensate for
human suffering (war, hard labor, catastrophe). Price discounts ranged
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from 25 to 100 percent. While the Baltic states have made inroads on
eliminating the system of privileges, many CIS countries have made less
progress. Since the primary goal of the system of privileges is not poverty
alleviation, it is not surprising that the system only covered some of the
poor. For example, in Moldova in 1997 only about 35 percent of the
people benefiting from electricity price privileges were poor. Moreover,
the privileges tended to be inadequately targeted to the extent that the
poor consume less utility services than do the nonpoor. Like across-the-
board price subsidies, privileges can be highly distortionary, although they
create distortions only for a selected group of consumers. Privileges are
also administratively more demanding than the no-disconnection, across-
the-board price subsidy or life-line tariff mechanisms, since they require
the government to issue a list of privileged consumers that the utility then
must take note of when calculating the monthly bill.

Burden limits (housing allowances). Starting in 1995, a number of FSU
countries introduced subsidies to limit the burden placed by utility expen-
ditures on household incomes. Housing allowance offices in government
receive their funding from the budget and make payments to utilities on
behalf of households whose combined utility expenditures exceed a cer-
tain share of their income. This share-the burden limit-typically varies
from 15 to 30 percent, and its calculation may include fuel costs (in rural
areas ) or rental payments on apartments in cities.

Coverage of the poor depends on whether the poor apply for the ben-
efit, and if they meet the eligibility criteria. Evidence suggests that many
poor do not receive the benefit. Burden limits do an inadequate job of
targeting resources to the poor because of the weak connection between
per capita household income and the share of the utility bill in household
consumption. A solution for the problem of low targeting efficiency is to
replace actual utility expenditures with normative utility expenditures in
the formula that is used to calculate the allowance. The norms can be set
on the basis of per capita norms for apartment space (and associated heat-
ing requirements) and water and electricity consumption. Since the norms
are independent of income, the allowance that a household receives un-
der this modified burden limit mechanism is inversely related to income.11

It is crucial, however, to set the norms sufficiently low (below the old
"sanitary" norms applied in the former Soviet Union) in order to keep the
number of beneficiaries limited and the amount of support affordable for
the budget.

For example, the Kyrgyz Republic operates a system of housing allow-
ances based on normative utility expenditures in Bishkek, the capital city.
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To be eligible for the allowance, a household must live in an apartment
building, and its normative utility expenditures (electricity excluded) should
exceed 23 percent of its income (the burden limit). Normative utility
expenditures depend on the number of people in the household and on
the level of utility tariffs. In 1999 about 2,600 households received the
support-a coverage ratio of 11 percent of poor households, assuming
that there are about 23,000 poor households in Bishkek falling below the
relative poverty line.1 2 Burden limit schemes are highly distortionary in-
sofar as the price of an additional unit of utility service covered under the
scheme is effectively zero. Using normative consumption to fix the level
of utility expenditures for the purpose of subsidy calculation can signifi-
cantly reduce the distortionary effect. Like other income-tested schemes,
burden limit schemes are fairly complex to administer.

Other earmarked cash transfers. Some countries provide other forms
of earmarked energy benefits for low-income households. In Riga, Latvia,
the energy benefit is calculated as the amount needed to cover utility costs
so that the household is left with a minimum specified amount of income
after paying its energy bill. In Bulgaria the guaranteed minimum income
benefit includes an energy benefit component provided monthly to eli-
gible households during the heating season. This supplement is intended
to defray part of the energy costs. Schemes like the one in Riga can be
highly distortionary to the extent that they make the cost of an additional
unit of utility consumption zero for eligible households. On the other
hand, the Bulgarian energy benefit in 1998-99 was paid in cash, so en-
ergy consumption patterns were not distorted. Earmarked cash transfers
are administratively complex because eligibility is based on means test-
ing. Although means testing reduces coverage of poor households with
utility connections (to the extent that means testing is imperfect), it prob-
ably improves targeting.

Reform Options

Many countries in the region have extensive utility coverage that poor
consumers are finding unaffordable as their incomes fall and utility prices
are brought in line with the cost of supply. For political and other rea-
sons-including the need to ensure adequate levels of heat for the poor-
the way forward is not to abandon provision of these services but to
improve the cost efficiency of the utility services, increase bill collections
from those who can pay, while helping the poor cope with the higher
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prices. Some form of subsidy for the very poor may be necessary for a
period of time until their incomes rise. The challenge is subsidize the cost
of utility provision to the poor in the least costly and distortionary way
possible.

In determining how to reform utility and housing benefits, governments
must decide whether an energy-specific benefit, in addition to or instead
of a generalized cash-transfer poverty benefit, is needed. A couple of con-
siderations come into play. From a political economy angle, nonearmarked
social assistance transfers lack the appeal of a benefit that is directly tied
to the cost of consuming the commodity or service in question. Since en-
ergy costs are such a large share of household expenditure-unlike other
commodities-a tied benefit certainly has considerable appeal.

Countries that do have a well-functioning cash benefit system may want
to rely solely on it to cushion utility price shocks for the poor. The admin-
istratively less demanding attributes of life-line tariffs are presumably not
a major advantage when countries can deliver means-tested benefits ad-
equately. However, life-line tariffs may still be preferred because they pro-
vide universal coverage of the connected poor-which even well-functioning
income-tested benefits are unlikely to do. The disadvantage is that life-line
tariffs tend to introduce more price distortions than do nonearmarked
cash benefits, something that countries with the ability to implement
nonearmarked cash benefit schemes should consider. Burden limit schemes
based on actual utility expenditures are not efficiently targeted and intro-
duce price distortions. Burden limit schemes based on normative prices do
a better job on targeting, but they are not clearly preferable to a cash
benefit or a life-line tariff.

Life-line tariffs are the best option for countries that do not have the
ability to operate an effective means-tested cash benefit program-likely
the case for low-income countries. Life-line tariffs tend to be better tar-
geted than across-the-boards price subsidies. Price distortions are usually
less in two-block systems than in three-block systems, but the latter score
better on targeting criteria. In the case of nonmetered water supply where
no good proxy exists for actual consumption and where life-line tariffs
are not feasible, an across-the-board price subsidy is the best option.

Price discounts for privileged consumers fare poorly on a number of
counts. They generally do a poor job of reaching the poor, they introduce
price distortions, and they require special agencies to certify eligibility,
which in turn must be taken into account by the utility in calculating
consumers' bills. Although it may not be possible for political reasons to
eliminate all privileges, they can be phased out slowly by grand-fathering
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those currently on the rolls and/or keeping the amount of the benefit fixed.
Assuming some inflation, such benefit caps will erode in real terms over
time, freeing up resources that can be used for more effective social assis-
tance programs or other urgent fiscal needs.

The Performance of Social Insurance Programs

In transition countries there are two main social insurance programs: pen-
sions (including old-age, disability, and survivors' insurance) and unem-
ployment. Social insurance programs enable individuals to smooth
consumption against particular adverse events (such as unemployment or
disability) or over their lifetime. They also have (explicit or implicit) redis-
tributive objectives in reaching the poor. In most countries the ability of
programs to insure individuals has been constrained, but pension pro-
grams have had an important poverty alleviation impact.

The Performance of Unemployment Benefit Programs

The ability of unemployment insurance programs to insure individuals
against unemployment has been limited in most countries because of con-
tinual changes in contractual terms over time, delay, and nonpayment of
benefits. During the transition, the first cohort of the unemployed was
relatively more advantaged because it received more generous net benefits
than did later cohorts.

In response to tighter financial conditions, many Central and Eastern
European (CEE) countries reduced the level of benefits, cut generous eligi-
bility conditions, and limited the duration of benefits in the second half of
the 1990s. The long-term unemployed were the hardest hit. Poland lim-
ited benefit duration to one year, and FYR Macedonia, to 18 months. In
Hungary, the Czech Republic, and Slovenia, maximum duration was
halved. In many FSU countries, benefit duration was set even lower, at
about six months. Benefit replacement rates were reduced, and maximums
were established to cap growth in the level of the benefit. These changes
were applied to all recipients in some countries (the Czech and Slovak
Republics), while in Poland and Hungary changes were grand fathered.

In many countries real benefits fell because of high and persistent infla-
tion. As a result, they became flat and close to the minimum wage, with
almost no link to contribution history (of limited application during the
transition). This was particularly the case in Russia and other FSU coun-
tries, where the real level of benefits has declined so much that most eli-
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gible unemployed do not claim benefits (World Bank 2000b). Moreover,
in many FSU countries, benefits are often unpaid. In Russia, for example,
benefit arrears have sometimes reached three to four months.

Even countries that have had trouble meeting their obligations in these
programs have found it difficult to reduce benefits. In Romania and Bul-
garia new entrants to the labor market (such as graduates of secondary
school) remain eligible for assistance. This is not the case in most OECD
programs.1 3 In Romania it was politically impossible to reduce eligibility
because of the participation of youth in the revolution. In FYR Macedonia
a reduction in benefit for some insured was made politically palatable by
increasing benefits for other recipients. Although the maximum benefit
was reduced from 24 to 18 months for most workers, the maximum dura-
tion of benefit for those with a long contribution history (35 years) was
increased until retirement, despite continuous deficits in the employment
fund. In FSU countries, despite nonpayment of benefit or payment in kind,
programs are still politically difficult to remove. Understandably, citizens
want their government to fulfill its promises rather than make its obliga-
tions more consistent with financial realities. As a result, benefits in many
countries are not paid or are paid sporadically.

Do unemployment insurance programs help the poor? It is difficult to
say much about the coverage of the poor given very sparse evidence. Evi-
dence on the targeting efficiency of programs suggests that, with the ex-
ception of FYR Macedonia and Latvia, program spending received by the
poor is greater than their share in the population. In Estonia and Roma-
nia 60 to 70 percent of benefits are received by the bottom third of the
population. Perhaps this is not surprising given the high correlation of
unemployment and poverty in some countries. The targeting efficiency of
unemployment benefit programs, where comparable data exist, is higher
than for child allowances and social assistance in all countries (except for
social assistance in FYR Macedonia, Romania, and Albania). However,
the effectiveness of benefits tends to be low-more comparable to child
allowances than social assistance, given the low share of total public spend-
ing on unemployment benefits. The lack of resources in CIS countries
likely makes the effectiveness of programs particularly low in those coun-
tries (table 9.6).

Options for Reform of Unemployment Insurance Programs

Unemployment insurance programs are appropriate for a number of tran-
sition countries. They are useful risk-pooling programs when the number
of unemployed is small relative to the pool of people employed in the
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Table 9.6 Coverage, Targeting Efficiency, and Effectiveness of Unemployment Benefits
in Selected ECA Countries, Various Years

Cash benefit
Countryandyear Coveragea Targeting efficiency, Effectivenessc

Bulgaria 1997 6 - 17
Macedonia, FYR 1997 - 17 2
Albania 1996 - 25
Armenia 1996 - 26
Estonia 1995 - 60
Romania 1997 13 68 21
Croatia 1998 - 39
Latvia 1998 - 26
Kazakhstan 1996 2 33 1

- Not available.
Note: The "poor" are defined in Bulgaria as the bottom 36 percent; Romania, bottom 31 percent;
Estonia, bottom 30 percent; and in Albania, FYR Macedonia, Armenia, Croatia, and Latvia, bottom
20 percent. For Kazakhstan, for targeting efficiency and effectiveness the "poor" are defined as the
bottom quintile and for coverage as the bottom 35 percent.
a. Percentage of poor receiving benefits.
b. Percentage of total benefit expenditures received by poor.
c. Benefit as percentage of household expenditures.
Source:World Bank (1996a, 1998, 1999a, 1999b, 1999d, 2000a, 2000e); Rashid, Dorabawila, and
Adams (1999); Tesliuc and Pop (2000).

formal sector. But they are a very costly way to deal with massive unem-
ployment as a result of restructuring. Insurance-based programs are more
appropriate for countries that can administer benefits well, can finance
benefits at low tax rates, and can collect contributions attributed to indi-
viduals than they are for low-income countries. The transition economies
in Central Europe and the Baltics are reaching this stage.

High-income countries. Where unemployment insurance is provided,
the overall program should be affordable and financed without the impo-
sition of high tax rates on contributors. One way to cap program benefits
might be to set the tax rate for the program to a low and less distortionary
level (say 1 to 2 percent), which is roughly at the lower end of the range of
tax rates in transition countries. Imposing the tax on employer and em-
ployee, as in most OECD countries, would make the insurance link more
clear to employees. Otherwise, when tax rates are quite high and the ben-
efit provided is negligible, providing unemployment insurance results in a
greater informalization of the economy.

Benefit duration should be limited to six to nine months to reduce
work disincentives. This is based on a key finding in the literature for
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developed economies. The generosity of the unemployment insurance sys-
tem, particularly the duration of benefit, has strong work disincentives.
Most studies find that benefit duration is strongly and positively associ-
ated with the duration (not incidence) of unemployment.

In transition countries, however, the reduction in the generosity of ben-
efit has not increased incentives to work. Outflows from unemployment
to work have not increased. The exit from unemployment status does
appear to be related to benefit duration-for example, in Romania-
unemployment duration peaked at nine months, the maximum level of
benefit. Once the benefit was exhausted, however, most of the unem-
ployed withdrew from the labor force altogether (Boeri, Burda, and Kollo
1998), instead of returning to work.1 4 One reason for limited incentive
effects is the creation of social assistance benefits for which many unem-
ployed qualify. In many transition countries these social assistance
benefits continue to be of indefinite duration. Many unemployed shift
to social assistance after their unemployment benefits expire. Reduc-
ing the unemployment benefit by supplanting it with another gener-
ous benefit counters any positive incentive effect from stricter benefit
conditions.

Eligibility conditions should exclude, when politically possible, students
and new entrants to the labor force. To preclude the moral hazard prob-
lems common in any form of insurance, unemployment insurance pro-
grams typically include co-payment as well as restrictions on eligibility.15 As
in OECD countries, incentives in Europe and Central Asia should include
waiting periods for receiving benefits and eligibility restrictions on work-
ers who have left the labor force voluntarily and because of misconduct or
a labor dispute. There are penalties for false claims, and benefits can be
suspended if two or more reasonable job offers are refused. In low-income
countries-such as the Kyrgyz Republic and FYR Macedonia-and even
in some lower-middle-income countries-such as Russia-moral hazard
provisions are less relevant given the low level of benefit, but in upper-
middle-income countries, such as Poland and Hungary, these provisions
may reduce false claims.

Unemployment insurance programs might provide more generous ben-
efits if it is found that in doing so, at least for a short period of time,
enterprise restructuring is facilitated. But generous unemployment ben-
efits are difficult to reduce or phase out, as many Central European coun-
tries have discovered. A more attractive option is the use of one-off
generous severance payments paid by the central government (without
increasing statutory severance payments) to spur layoffs and restructur-
ing in state enterprises.



318 MAKING TRANSITION WORK FOR EVERYONE

The administration of unemployment programs remains a challenge
even for many of the higher-income transition economies. First, in coun-
tries where employment offices are not computerized or linked by auto-
mation to other programs, cross-checking across programs or regions for
fraud is extremely difficult if not impossible. Another problem is that reg-
istration for unemployment is not limited to those who are genuinely seeking
work or who have been in the formal labor market. Registration for un-
employment, as an indicator that the person is seeking work, is a means to
get poverty or health benefits. As a result, many people who have no in-
tention of entering the labor market appear on registered unemployment
rolls. Finally, in higher-income countries, employment services offices some-
times intervene too heavily in the job search process by forcing individuals
and firms to legitimize employment offers through the employment bu-
reau, driving up hiring costs, or creating incentives for firms and individu-
als to enter into contracts illegally.

Lower-middle income and low-income countries. Low-income transition
economies are in a very different situation with respect to unemployment
insurance programs for a number of reasons. First, contributory schemes
have little relevance, given the large informal economy and the limited
administrative capacity to implement contributory schemes. Second, since
enterprise restructuring is still at a relatively early stage in a number of
countries, more layoffs are likely once restructuring takes place. The cost
of instituting or maintaining traditional unemployment insurance schemes
with reasonably generous benefits of long duration would be very high
under these circumstances. The risk is that resources spent on unemploy-
ment insurance programs would take benefits away from these countries'
overriding poverty-reduction objective-namely, making sure that the basic
needs of the poorest households and children at risk are met.

Can any case be made for unemployment assistance? This answer is
probably yes, especially in countries where workers in restructured enter-
prises have actually been working and being paid by the enterprise. While
enterprises may have statutory severance obligations, many are probably
not in a position to pay them. The loss of income in such cases may make
such households vulnerable to poverty. There also may be a strong politi-
cal rationale for providing some assistance if it significantly facilitates en-
terprise restructuring. Under these circumstances, low-income countries
should convert unemployment insurance programs into unemployment
assistance programs financed from general revenues. In these cases the flat
unemployment assistance can be offered (in lieu or in combination, de-
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pending on fiscal resources) as a severance package for laid-off workers.
This assistance should be simple, affordable, flat-rate, and highly limited
in duration. It also should take into account severance pay and other
layoff arrangements provided directly by the enterprise. The political costs
of converting schemes from a contributory to a flat rate basis are not
insurmountable, as the examples of Poland and Albania, both of which
have flat schemes, demonstrate.

The unemployment assistance benefit structure must be coordinated
with social assistance benefits and with community works programs, for
which the unemployed may become eligible after exhausting unemploy-
ment benefits. Rather than having a separate unemployment assistance
benefit, many countries may find it simpler to have one noncontributory
poverty benefit with eligibility based on weights for unemployment and
poverty-related (number of children) characteristics. Combining unem-
ployment with cash benefits may also be more administratively efficient,
since unemployment offices do little more than pay benefits.

The Performance of Pension Systems

During the early part of the transition period, pension systems were often
used to facilitate enterprise restructuring. They became unaffordable as
pension costs rapidly increased. The deterioration of pension-fund financ-
ing led countries, in the short run, to meet pension obligations through a
combination of lower wage replacement rates, higher payroll taxes, and
higher deficits. High-income transition economies that maintained a large
share of formal employment, and strong revenue collection performance,
experienced modest declines in the covered wage bill. Through a combi-
nation of budget transfers and high contribution rates, these transition
economies were able to maintain reasonably high benefit levels relative to
wage levels.

But in countries that realized much greater declines in their GDP, such
as Armenia and Georgia, the general inability to collect contributions or
other taxes meant pensions often were unpaid, or they were allowed to
erode in real terms. In many countries (Albania and Ukraine are two ex-
amples), the ratio of maximum to minimum pensions is already close to
one; while in some other countries the distinction between social assis-
tance and pension programs has vanished and a flat pension has been paid
since 1996. As the link between contributions and benefits has weakened
and pension systems have come under increasing stress, they have been
less able to deliver on their insurance objective.
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However, pension systems have played an important role in protect-
ing beneficiaries against poverty. Indeed, as chapter 2 showed, in most
countries the incidence of poverty for households headed by pensioners is
much lower than for other socioeconomic groups, such as the unemployed
or working poor. In addition, the elderly have a lower relative risk of
poverty than other demographic groups have. But single elderly women
with low survivor pensions are particularly vulnerable. In Croatia and
Slovenia, pension spending as a share of GDP is very high, but poverty
among the elderly or households headed by pensioners is high relative to
other demographic groups. This indicates that pension spending is very
unevenly distributed. In Croatia in 1998, 47 percent of pensioners re-
ceived pension benefits of less than 1,000 kunas per month-slightly more
than half of the mean monthly per capita household expenditure. More-
over, more than one fourth of persons in Croatia who are 60 years or
older do not receive any pension benefit.

Pension benefits represent a large share of total public expenditures in
CSB countries. This means that pension systems (for countries where com-
parable data are available) provide more generous benefits than social
assistance and are therefore more effective. In some countries pension sys-
tems have the single largest impact of any cash transfer on reducing the
incidence and depth of poverty and reducing inequality. In FYR Macedonia
the incidence of poverty would have doubled (all else constant) had the
pension system not existed. By contrast (and all else equal), the incidence
of poverty would fall at most one or two points if social assistance or
unemployment benefits were discontinued. Similarly, in Bulgaria, pen-
sions contribute the most to raising households out of poverty. Almost 40
percent of households that were poor prior to the receipt of social trans-
fers relied on pensions as the primary means of moving out of poverty.
Social assistance, unemployment benefits, and child allowances contrib-
uted much less to reducing poverty in the country.

The targeting of pension expenditures is not as efficient as unemploy-
ment or social assistance benefits (table 9.7). This is to be expected since
pension spending is more generally linked to prior wage earnings.

Pension System Reform Options

The most important immediate reason to reform pension systems is that
the obligations of the public system are unaffordable and are becoming
more so over time as populations age. Countries have taken a number of
important steps to improve the long-term sustainability of their pension
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Table 9.7 Coverage,Targeting Efficiency, and Effectiveness of Pensions in Selected ECA
Countries, Various Years

Cash benefit
Countryandyear Coverage' Targeting efficiencjA Effectivenesse

Bulgaria 1997 68 - 48
Macedonia, FYR 1997 - 7 17
Albania 1996 - 18
Armenia 1996 - 19
Estonia 1995 - 17
Latvia 1998 - 12
Croatia 1998 - 12
Kazakhstan 1996 23 11 15

- Not available.
Note: The "poor" are defined in Bulgaria as the bottom 36 percent; Romania, bottom 31 percent;
Estonia, bottom 30 percent; and in Albania, FYR Macedonia, Armenia, Croatia, and Latvia, bottom
20 percent. For Kazakhstan, for targeting efficiency and effectiveness the "poor" are defined as the
bottom quintile and for coverage as the bottom 35 percent.
a. Percentage of poor receiving benefits.
b. Percentage of total benefit expenditures received by poor.
c. Benefit as percentage of household expenditures.
Source: World Bank (1996a, 1998, 1999a, 1999b, 1999d, 2000a, 2000e);World Bank 1999c,
Rashid, Dorabawila, and Adams (1999).

schemes (Palacios and Rocha 1998; Gora and Rutkowski 1998; Govern-
ment of Slovenia 1997; and Jelinek and Schneider 1997). They have raised
actual or effective retirement ages, and they have changed indication rules
from a link to wages to a combination of wage and price indexes (Hun-
gary, Poland, Czech Republic) or price index (Croatia). While the high-
income countries are doing a better job of meeting their obligations, the
size of the required payroll taxes offers a substantial incentive for workers
to opt out of the formal sector. Additional reforms are needed to enable
pensions to meet their objectives of reducing old-age poverty and helping
individuals smooth consumption over their life cycle.

Middle-income and high-income countries. The main public pension
reform challenges for middle-income and high-income transition coun-
tries is to tighten the benefit-contribution link to maintain workers' in-
centives to contribute to the system, downsize public systems in order to
reduce the burden on public finances, lower tax rates on employees (and
employers), and create room for the eventual introduction of a defined
contribution plan. The way to pursue this objective is to convert the PAYG
pillar into the one based on the notional defined contributions principle,
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or to modify and downsize the earning-related defined benefit schemes.1 6

In both cases the public system would continue to provide either a mini-
mum pension or social assistance to the elderly to address poverty objec-
tives. It is particularly important to reduce the demands of the public
pension system on the budget if there are major unmet poverty needs in
the country. Often, however, there is significant political opposition to
pension reforms.

Upper-middle and high-income countries may wish to consider intro-
ducing a multipillar system, assuming that financial market administra-
tive capacities are adequately developed, the government can effectively
regulate and supervise funds, and the transition costs can be financed-
conditions few transition countries currently meet.1 7 These reforms al-
low individuals to obtain pensions from two sources: a benefit obtained
from the downsized public-defined benefit pension system (or the first
pillar) and the benefit obtained from a portion of mandatory individual
contributions that accumulate in individual accounts and are invested
(eventually) in a diverse portfolio of assets (second pillar). The accounts
are managed by the private sector, which typically has a better perfor-
mance record than the state in managing funds. The state, however, regu-
lates and supervises the accounts.

Investing a portion of mandatory individual contributions in individual
accounts is considered to have several advantages. First, in essence, this
reform entails the conversion of the implicit debt of pension systems to an
explicit pension fund deficit. Second, it allows individuals to obtain sav-
ings that reflect market returns on contributions. Third, by allowing indi-
vidual contributions to be invested in the public system and in portfolios
managed by private companies, and by allowing eventual international
diversification of portfolios, individuals can diversify risk across countries/
regions or assets.

To date, only two of the CSB countries, Hungary and Poland, have
adopted a multipillar system. In Hungary 1.2 million workers-mostly
under age 40-have diverted part of their pension contributions to private
pension providers. All new labor market entrants are required to join. In
Poland the new private pension funds are being licensed. In 1999 workers
in Poland between the ages of 30 and 50 were given the choice to divert
one-fifth of their overall pension contribution to these new funds. Work-
ers under 30 will automatically join the new scheme. In Romania, Croatia,
Latvia, Slovenia, and FYR Macedonia, the introduction of the second pil-
lar is being planned. So far only one FSU country, Kazakhstan, has intro-
duced a multipillar system. Kazakhstan is distinct in that it has fully



PROVIDING GREATER SECURITY 323

privatized the pension scheme, leaving the public sector's role as one of
coping with the risks of poverty in old age or disability.1 8

Countries adopting a multipillar system face a host of challenges (World
Bank 2000b; Palacios and Rocha 1998). They must manage the financial
costs of the transition, redefine the government's role as supervisor, design
the institutions in the second pillar, and implement parallel reforms to
ensure the success of the multipillar scheme.

Low-income countries. Low-income countries must ensure that the
pension system does not let elderly pensioners fall into destitution, and
they must free up resources to address the needs of others living in desti-
tution. To accomplish these overriding objectives, poor countries may
have to substantially flatten the distribution of the pension or adopt a flat
pension. Special privileges accorded to particular groups of workers should
be reduced. In the meantime these countries should focus on developing
the institutional capacity for the eventual introduction of funded pension
systems. When the wages start growing, these countries should consider a
step-by-step movement toward a multipillar system.

Political opposition to pension reforms is considerable. Georgia re-
cently introduced a flat pension, and now there is a huge debate about re-
introducing differentiation in the benefit. In FYR Macedonia, despite the
major financial problems with the pension fund, successive governments
have promised increases in benefits prior to elections.

Administrative issues also plague many transition countries, especially
the poorest ones. Actuarial capacity to forecast pension expenditures and
revenues is still limited in many low-income countries. Collection of contri-
butions remains a major problem, particularly given the emergence of the
private (and informal) sector Pension funds are often not audited. Because
of borrowing and lending across insurance funds, the financial conditions of
many funds are opaque. Particularly in CIS countries, record-keeping of
individual work history and pensioner information remains deficient. As
countries move to a multipillar system, selection of management of private
pension systems, development of legislation, proper management of ac-
counts, collection of contributions, and ways to build institutional capac-
ity to regulate and supervise private funds become critically important.

Conclusions

Table 9.8 summarizes the programs that are likely to be the most ap-
propriate for countries, given their income level.
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Table 9.8 Typology of Reform Options by Country and Program

Social insurance
Income level Social assistance unemployment Pensions

High and Means-tested cash benefit Insurance Multipillar with minimum
upper-middle assistance program, possibly poverty-based benefit

supplemented by indicator
targeting

De-institutionalization

Lower-middle Categorical cash benefit Flat benefit Reformed PAYG linking
(universal or targeted by or severance contributions with bene-
indicator; means test pos- fits, with minimum
sibly only where local poverty-based benefit
institutions are strong

Life-line tariffs

De-institutionalization

Low Limited cash benefit probably Flat benefit Flat benefit
based on geographic targeting or severance
or indicator targeting

Life-line utilities tariff

Self-targeting (for example,
workfare)

De-institutionalization

Transition countries face tough political choices. Governments are under
great pressure to provide a high level of security to their populations, a
number of whom find the uncertainty and reliance on self required by the
market system difficult to bear. For this reason, poor transition countries
often have a more developed set of social protection programs than do
other countries with a similar level of income. In some countries the levels
of protection are not fiscally sustainable. They undermine the develop-
ment of formal labor markets and sometimes undermine recipients' in-
centives to work. In Europe and Central Asia, like elsewhere in the world,
political considerations often dictate that programs be expanded beyond
the truly needy in order to ensure a more secure resource stream. Indeed,
many countries in Western Europe spend substantial amounts on pro-
grams that provide support to all or most families with children. The
United States is an exception in that it concentrates its social assistance
expenditures on the poor (Bradbury and Janti 1999).

Democratization has allowed some groups to form powerful lobbies
that can direct subsidies in their direction. Political pressure groups may
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explain why some countries (for example, Latvia) continue to subsidize
utilities for urban groups when rural areas have almost no access to hot

water and heating. Political pressure appears to have privileged pension-

ers while leaving many rural and urban populations and multichild house-

holds at high risk of poverty. Similarly, continued privileges to particular
groups, and even an increase in groups with privileged benefits, attest to
the importance of political influence in the design of social assistance sys-
tems in many CIS countries.

Social protection reforms may have to compromise program design for
greater acceptance of overall program objectives. Flat benefits targeted to
the most needy may not enjoy broad-based support. Programs for the
poor often need broader participation in order to ensure that schemes are
continued and adequately funded. What is unfortunate is when broad
participation undermines the provision of adequate benefits to the truly
destitute or to parents who cannot afford to feed their children, provide
them with adequate health care, or send them to school.

Notes

1. This chapter draws heavily on World Bank (2000b), and the work of Andrews
and Ringold (1999), Palacios, Rutkowski, and Yu (1999), and Rashid and
Rutkowski (1999), as well as on the work on the paper of Lovei (2000).

2. Other family benefits-including birth grants, parental leave benefits, and
maternity leave introduced early on in the transition-still exist, but they are
negligible in value compared with these two types.

3. Most countries have a regular monthly-benefit social assistance program as
well as occasional benefits for households in temporary need of assistance. In
countries where social assistance means-tested programs were added to already
existing programs (such as in Romania, FYR Macedonia, and the Slovak Repub-
lic); other benefits were included in the calculation of household income, so that
double counting of cash benefits was avoided.

4. In OECD countries, eligibility for unemployment benefits requires mini-
mum coverage (six months on average); benefits are capped, and duration varies
between 8 and 36 weeks. Benefit replacement rates range from 40 percent to 75
percent of past earnings, and they are based on an average of recent wages. To
reduce false claims, OECD countries impose waiting periods and require appli-
cants to be capable and willing to work, and registered at the Employment Bu-
reau. Laid-off workers and those who have not left work voluntarily, or due to
strike, or as a result of misconduct are generally eligible for benefits. Refusing a
reasonable job offer without good reason is cause for suspension of benefit
(Tzannatos and Roddis 1998).
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5. The Union of Soviet Socialist Republics (USSR) introduced a range of social
insurance programs, including contribution-based old-age pensions, in the 1920s
after the Russian Revolution.

6. In OECD countries, public systems are financed as pay-as-you-go, and they
are composed of a flat rate pension and an earnings-related tier. Tax rates vary
considerably, ranging from 38 percent in Germany to 6 percent in the United
States. Program expenditures vary between 6 and 10 percent of GDP. The retire-
ment age is about 65 years (at least for men); many countries have lower retire-
ment ages for women. System replacement rates are far in excess of 40 percent per
couple as stated in a convention of the International Labour Office. Eligibility
restrictions include minimum years of contribution. Many countries have reformed
their pension systems because of financial problems.

7. Cash benefits are not always allocated appropriately within a household. To
address this problem, some countries provide benefits directly to the mother. In
the United Kingdom this policy is followed because mothers are assumed to be
less likely to use the cash for the consumption of goods that may not reduce-or
(in the case of alcohol) aggravate-poverty. This approach could be considered
for means-tested cash assistance in transition countries where differences in
intrahousehold spending preferences are strong. This is an area that has not been
well researched in transition countries.

8. The concept of "affluence testing" to exclude the rich as opposed to includ-
ing the poor is gaining attention in OECD countries.

9. In higher-income countries, self-targeting is often achieved by imposing a
cost to receiving social assistance-formally through a work requirement and in-
formally by having long queues to receive benefits. The shame associated with
receiving social assistance benefits may deter some individuals from applying.
These costs will lower the net benefit to the poor from the program and must be
considered in evaluating how cost-effective the program is.

10. This is calculated by dividing social assistance spending by the number of
poor as estimated using the household survey. Not all of the spending actually
goes to the poor.

11. The allowance (A) is equal to pcN - bY (or zero, whichever is larger),
where p is the price of a unit of utility, b is the burden limit, Y is household
income, c is the norm for per capita utility consumption, and N is the number of
persons in the household. Since pcN does not change with income, the allowance
decreases as household income grows.

12. For the purposes of the analysis, the relative poverty line is set at two-
thirds median consumption. See Lovei (2000).

13. In some OECD countries, school leavers are eligible for benefits during
recessions (Tzannatos and Roddis 1998).

14. Most hiring in transition economies has been from the ranks of the em-
ployed, not from the pool of unemployed. One reason cited for this phenomenon
is the large surplus labor still existing in enterprises, and the low skill base of the
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unemployed or those who have been laid off. There is very little unemployment
among college or university graduates in Central European countries.

15. Moral hazard exists, for example, when program administrators do not
have perfect information about beneficiaries. In this case individuals may try to
keep benefits to which they are not entitled by claiming they are unemployed
when they are not, or they may shirk on the job in order to get fired so that they
can receive benefits.

16. The prototype of notional defined contribution (NDC) scheme reforms in
transition economies was developed by Latvia. (Latvia followed the reform de-
signed in Sweden.) The NDC system is based on individual accounts. Pension
contributions are notionally accumulated (indexed), and the pension depends on
the accumulated amount divided by the average life expectancy at the retirement
age. Therefore, the system has automatic stabilizers enabling the pension level to
be adjusted to changes in life expectancy. The system encourages recipients to
work longer since the increases in the pension amounts are actuarial, not linear.
This means that at the age of 62 or 63, one working year longer yields an 8 to 9
percent increase in the amount of the pension, not a 2 to 3 percent increase.

Despite certain advantages, the NDC system is an unfunded pay-as-you-go
system, subject to some of the risks associated with these schemes. Countries may
choose to modify their Defined Benefit Scheme by making benefits more tightly
linked to contributions. This can be achieved by increasing the retirement age,
reducing excessive target replacement rates, and introducing a lifetime assessment
period. This particular first-pillar option has been adopted by Hungary in its
multipillar system, and it is being considered by FYR Macedonia and Romania as
an integral part of their pension reform programs. To reduce costs, many coun-
tries have raised retirement ages (Hungary, Poland, the Czech Republic, and FYR
Macedonia) or effective retirement ages (Latvia); changed indexation rules from
wage to a combination of wage and price (Hungary, Poland, Czech Republic);
price (Croatia), or public sector wage; and changed the benefit formula (FYR
Macedonia, which reduced replacement rates, and Slovenia).

17. The transition costs are not real costs since the implicit debt to future
generations is paid. See Rutkowski (1998) for an overview of the movement to-
ward multipillar systems in both transition economies.

18. In this regard the Kazakhstan reform resembles the Chilean, El Salvadoran,
and Peruvian reforms in which no residual, unfunded public contributory scheme
remained after the reform.
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CHAPTER 10

Reducing Income Inequality

M uch of the increase in income inequality in Europe and Cen-
tral Asia (ECA) reflects a welcome adjustment to an incentive
and remuneration structure that rewards individual produc-

tivity. It is the natural and positive outcome of unleashing market forces
and allowing individual returns to reflect individual effort. However, the
polarization of incomes, severe in parts of the region, is not easily ex-
plained by productivity differentials or individual characteristics. In other
countries of the world high inequality has impeded growth, undermined
poverty alleviation, and fueled social tensions. Should policymakers in
ECA then be concerned about the observed rise in inequality?

Should ECA Policymakers Worry about Inequality?

There is mounting evidence that high inequality is bad for growth (Benabou
1997; Aghion, Caroli, and Garcia-Penalosa 1999). Recent empirical stud-
ies have documented an unambiguous negative correlation between the
average rate of growth and measures of inequality across countries and
periods. And recent theoretical work has shown that these empirical find-
ings are consistent with modern microeconomic theories of incentives.1

There are also links between economic inequality and other social goals.
Medical researchers have found that high and increasing inequality, within
countries, is highly correlated with worsening health outcomes and in-
creasing mortality (Smeeding 1997). High inequality is also correlated with
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greater social exclusion, declining confidence in the government, and im-
paired functioning of democracy.

For all these instrumental reasons, policymakers in Europe and Cen-
tral Asia should worry about inequality. But they also should worry about
inequality in its own right: because they believe in social justice and in
maximizing social welfare. The new theoretical insights in economics show
that, contrary to the traditional view, there need not be a tradeoff between
social justice and productive efficiency (and/or growth). Redistribution
can be good for growth.

Whether there are tradeoffs to reducing inequality or not depends greatly
on the underlying forces that give rise to unequal outcomes. If disparities
in outcomes arise purely from differences in effort and other decision vari-
ables of individuals, interventions to equalize outcomes may affect incen-
tives and motivation, with negative consequences for overall social welfare.
However, if unequal outcomes or achievements are related not exclusively
to differences in effort but reflect also the impact of different human char-
acteristics, which, in turn, affect individual capabilities (Sen 1992), the
disincentive problem is fundamentally altered. If inequality of capabilities
is related to gender or ethnicity (factors that cannot be easily changed),
special treatment for the disadvantaged group may not generate the usual
incentive problem. Thus, the ability of government action to influence
inequality without major tradeoffs will depend critically on the specific
policies, institutions, and social arrangements that underpin the distribu-
tion of income.

What Can Governments Do to Reduce Inequality?

Some of the forces that have given rise to high inequality in parts of Eu-
rope and Central Asia may prove temporary, especially if the transition
process deepens and appropriate institutions to support the market and a
pluralistic society develop. An important part of the jump in inequality
(especially in the Commonwealth of Independent States) reflects the wide-
spread quasi-rents resulting from incomplete or noncompetitive markets,
from distortionary policies, or from corrupt government practices. If
markets start to function better and governance improves, we would ex-
pect inequality in much of the CIS to come down.

However, the move toward less inequality is not automatic. Current
inequities can become entrenched and affect the development of institu-
tions and policies in ways that are not easily reversible. More accountable
and less corrupt governments, better-functioning markets, and appropri-
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ate institutions can emerge only if society at large demands it. Yet in-
equality of the magnitude seen in some of the CIS republics is already
eroding the ability of those at the bottom (and possibly those in the middle)
to influence political outcomes and government action. This can only lead
to a greater polarization of society, increased economic insecurity, im-
paired democracy, and rising violence and social dislocation.

Governments can do much to mitigate the unequal outcomes that the
transition may generate (table 10.1). They can also make things worse.

Table 10.1 Policy Measures to Reduce Inequality, by Subregion

Central and Eastern Southern Europe Commonwealth of Caucasus and
Policy Europeand the Baltics and the Balkans Independent States Central Asia

Building trans- Fairly advanced but More progress need- High priority. Anti- High priority. Anti-
parent and effi- taxes and regulation ed. Licensing, regula- competitive prac- competitive prac-
cient product burdensome for new tions, and anticom- tices, licensing, regu- tices, licensing, regu-
marketsa firms. petitive practices lations, and corrup- lations, and corrup-

hamperexpansionof tion hamper entry tion hamper entry
private firms. and expansion of and expansion of

new private firms. new private firms.

Expanding Shallow by OECD and Very shallow credit Very shallow credit Very shallow credit
financial East Asia standards, markets; private/small markets; unequal ac- markets; unequal ac-
marketsa but comparable to firms and SOEs have cess for private/ cess; small firmsface

Latin Americaandthe differential access. small firms and problems financing
Caribbean. New firms SOEs; connections even working capital.
and especially small are important.
enterprises still face
difficulties accessing
long-term finance.

Raising the in- Focus on raising in- Focus on raising in- Wage inequality high. Wage inequality high.
comes of those comes of low-skilled comes of low-skilled Product markets and Product markets and
at the bottom workers while main- workers while main- governance are key. governance are key.
through labor taining wage flexibil- taining wage flexibil- Skill upgrading for Skill upgrading for
market reformsb ity. Antidiscrimination ity. Antidiscrimination poorest important in poorest important in

policies. policies. medium term. medium term.

Using distrib- Large scope for using Scope to improve Scope to improve Priority is improving
utive fiscal fiscal policy. Focus on taxation and tax com- tax compliance and tax compliance, ex-
policy improving targeting of pliance, as well as tar- budget execution penditure prioriti-

transfers. Policies to geting of transfers. (arrears). Improve zation, and budget
fosteraccumulationof Restoring fiscal bal- targeting of trans- execution. Limited
public capital and ance is key. fers. role for transfers in
education in poorest Possible scope for Possible scope for short to medium
regions (within coun- regional policies. regional policies. term (too poor).
tries).

a. A policy that is needed to sustain growth; it also will have positive distributional effects.
b. The focus of this policy is to change the distribution of income.
Source Chapter 10.
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As chapter 4 explained, governments' bad policies-excessive regulation
and licensing, subsidized directed credit, protection of vested interests at
the expense of the broader population-contributed significantly to the
large income disparities in the CIS. History is rife with other examples:
many Latin American governments tried for decades to mitigate entrenched
inequality with populist policies (massive subsidy schemes, unmanage-
able progressive taxation, restrictive labor legislation), and they achieved
mostly the opposite effect (IADB 1998).

To be effective, government policy must reflect an understanding of
the nature and causes of inequality. Policies to reduce inequality in Eu-
rope and Central Asia must also recognize the diversity of causes and the
large variance in institutional capacity across the region. In the countries
of Central and South Eastern Europe and the Baltics (CSB), strong gov-
ernments are in place, markets are functioning quite well, and the devel-
opment of market-supporting institutions is well advanced; therefore, much
can be accomplished through properly designed redistributive fiscal policy.
There is also scope to improve the distribution of income through mea-
sures aimed at building the skills (and hence the income-earning opportu-
nities) of less-educated workers and of marginalized groups. Moreover,
the process of accession to the European Union can provide an invaluable
mechanism for reducing regional disparities (structural funds) and for con-
tinuing economic and social reform.

Reducing inequality in the Commonwealth of Independent States will
be much more complicated. Inequality in the CIS appears linked to failed
government policy and especially to the failure to carry out reforms that
go against the powerful vested interests that have grown out of the early
stages of transition. Thus, there is much less political support for redistri-
bution and for the measures that may be required than in the more ad-
vanced reformer countries. The problem of state capture in some of these
countries is severe, and a captured state is unlikely to be responsive to
distributional concerns. Policies to address poverty and reduce inequality
in these countries must be linked to political reform and to efforts to build
institutions that will deliver accountable and responsive governments with
adequate checks and balances. The discussion in this chapter focuses on
what can be accomplished through economic policy to reduce inequality
and improve distributional outcomes. The need for accompanying political
reform and an appropriate institutional context was discussed in chapter 5.

Given these constraints, what can governments do to reduce inequality
in the CIS? The choice of policy measures relates to the factors that caused
the collapse of formal employment and incomes. A first priority would be
to eliminate excessive regulation, licensing, and other product market dis-
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tortions; correct misdirected credit and financial sector policies; and build
a functioning labor market (that is, governments need to continue on a
determined path of economic reform, paying particular attention to build-
ing more open and efficient product and factor markets). These policies
are necessary to restore and sustain growth, but they will also have posi-
tive distributional implications.

Second, CIS governments can focus more directly on affecting the dis-
tribution of income. They can try and raise the incomes of those at the
very bottom through measures, such as antidiscrimination policies and
legislation, that will enhance their earnings potential and remove barriers
to their employment. In addition, these governments should rebuild their
capacity to deliver basic services and carry out an effective fiscal policy
(by collecting taxes in a fair and effective way, setting expenditure priorities
in a transparent and accountable manner, and monitoring the delivery and
quality of public services). Superimposed on these two priorities, and of
special importance in Europe and Central Asia, is the need to prevent gov-
ernments from being coopted by special interests and to ensure that govern-
ments are representative and accountable to their populations (chapter 5).

Building Transparent and Efficient Product Markets

Without well-functioning product markets, new formal sector employ-
ment opportunities, the key to reducing income disparities, will not emerge
(EBRD 1999).2 Competitive product markets are also essential to stimu-
lating the restructuring of nonviable enterprises. Such restructuring would
reduce the prevalence of wage arrears (or forced borrowing from work-
ers), which is contributing to high wage inequality in the CIS.3 Increased
competition, liberalization, and deregulation would reduce monopoly
rents. This, in turn, would diminish the gains to firms from lobbying and
corrupting the state. State capture would be reduced and overall gover-
nance improved. All of these developments can promote growth, and they
can improve distributional outcomes.

How much of an impact could continued market liberalization have on
reducing inequality among the high-inequality ECA countries? To answer
this question we compare high- and low-inequality countries and then
simulate a simple counterfactual. Table 10.2 shows the regression of the
Gini coefficient on measures of overall reform and on initial conditions for
(1) a cross-section of ECA countries at one point in time and (2) for a pooled
sample of countries over several years. For the cross-section regressions,
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Table 10.2 Regressions of Income Ginis on Liberalization Index and Initial Conditions

Cross-section of ECA countries Pooled sample,
1996-97 multipleyears-'

All available Only income All available Only income
Gini statistics Ginis Gini statistics Ginis

Index (24 countries) (24 countries) (24 countries) (24 countries)

De Melo, Denizer, and Gelb 1.480 1.528 --
reform indexa (2.860) (2.821)

Liberalization indexb - - 27.027 28.294
(2.635) (2.390)

Initial Gini (1989-90) 113.41 136.85 152.84 155.11
(1.981) (2.052) (3.350) (3.275)

Initial income per capita -0.0008 -.0002 -0.001 -0.001
(-0.607) (-0.138) (-0.960) (-1.028)

Dummy for consumption Gini -10.48 - -10.668
(-2.040) (-2.474)

R2 0.699 0.703 0.413 0.419

Note: dummy =1 if Gini is consumption Gini.
a. A higher value means less reform (not available for pooled data).
b. From Dethier, Ghanem, and Zoli (1999). A higher value means less reform (used in pooled
regressions).
c. Standard errors corrected for nonindependence across observations on same country.
Source: Dethier, Ghanem, and Zoli (1999) data combined with Ginis from latest household sur-
veys.

we use the De Melo, Denizer, and Gelb (1996) reform index, which is a
comprehensive index of progress on diverse reform fronts. A higher value
indicates less reform: thus, a positive coefficient indicates that countries
that have made less progress on reforms are also the ones with higher
inequality outcomes. For the pooled regressions we do not have the De
Melo, Denizer, and Gelb index; therefore, we use an alternative liberaliza-
tion index provided by Dethier, Ghanem, and Zoli (1999). Unlike in the
cross-section regressions, in the pooled regressions the estimated coeffi-
cients are influenced by variation in the data across countries as well as by
changes over time within countries. However, the relationship between
reforms and inequality appears to be the same.

Table 10.3 presents predicted inequality from the cross-section regres-
sions shown in table 10.2 under two scenarios. The first scenario main-
tains the explanatory variables at their actual levels; the second assumes
that the CIS countries achieved the same level of progress toward com-
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Table 10.3 Predicted Gini Coefficients for the Commonwealth of Independent States
under Alternative Scenarios

Explanatory At actual CIS progress
variables levels resembles CSB progress

Reform progress 0.46 0.38
Initial conditions - 0.40

Note: The predicted inequality for Central and Eastern Europe is 0.31. This is for a cross-section
sample. Members of the CIS are Armenia, Azerbaijan, Belarus, Georgia, the Kyrgyz Republic,
Moldova, Russian Federation, Ukraine, Taiikistan. The countries in Central and South Eastern Eu-
rope and the Baltics are Bulgaria, Croatia, the Czech Republic, Estonia, Hungary, Latvia, Lithuania,
FYR Macedonia, Poland, Slovak Republic, and Slovenia.
Source: Simulations based on table 10.2.

petitive markets as the group of CSB countries (but keeping the initial
conditions distinct). We also predict what the level of inequality would be
for the CIS sample if the initial conditions had been the same as in the
CSB, but progress on liberalization had followed its actual path. The re-
sults suggest that if the CIS countries were to achieve the same level of
market development as the average CSB country, the predicted income
Gini would drop by 8 Gini points. Changing the initial conditions for the
CIS without altering its liberalization path would reduce the predicted
income Gini but not by as much.

Continued progress in building competitive markets appears to be good
for distribution and good for growth. But what aspects of market devel-
opment should countries focus on? Is domestic price liberalization more
or less important to inequality than the liberalization of external transac-
tions? And how do these factors compare with other aspects of macro-
economic stability? While we are limited by the availability of comparable
data across countries, some suggestive evidence can be inferred from re-
gressions of the income Gini on alternative measures of reform progress.
Because the cross-section sample is too limited to carry these out, we
present the results only for the pooled sample (table 10.4).

This exercise is hampered by the difficulties of measuring progress on
any of these fronts accurately. Because the measures are highly correlated
among themselves, attempts to isolate their individual effects may be fu-
tile. However, some interesting findings do emerge. If we limit our analy-
sis to the liberalization variables, we find that price liberalization is more
correlated with inequality than with the liberalization of external transac-
tions or other measures of private sector development (columns 1 and 2).
However, this result largely disappears when measures of macroeconomic
stability and the governments' fiscal stance are added to the regression.
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Table 10.4 Liberalization and Inequality, Alternative Specifications

(1) (2) (3) (4) (5) (6)

Trade and foreign exchange -7.129 -12.271 -0.191 -5.348 -8.944 -4.579
(-0.372) (-0.623) (-0.011) (-0.337) (-0.406) (-0.165)

Price liberalization -39.262 -38.088 -24.303 -10.203 -3.416 -44.066
(-1.761) (-1.686) (-1.142) (-0.489) (-0.108) (-1.502)

Private sector development - 5.396 - - - -
(0.634)

Government expenditures - - -5.447 -6.309 - -

(% of GDP) (-2.493) (-2.939)

Government deficit (% of GDP) - - - 8.563 - -

(2.241)

Volatility 1 (standard deviation - - - - 0.0144 -

of inflation) (3.041)

Volatility 2 (standard deviation - - - - - 0.650
of GDP growth) (1.958)

Initial Gini 135.27 135.53 143.59 105.53 72.485 91.069
(2.883) (2.866) (2.832) (2.303) (1.364) (2.247)

Initial income per capita -0.0001 -0.0001 -0.0001 0.0001 -0.001 -0.001
(-1.403) (-1.363) (-0.786) (0.288) (-1.011) (-0.890)

R2 0.485 0.488 0.498 0.601 0.581 0.534

Note: Regressions on pooled data for 20 ECA countries (multiple observations by country). Stan-
dard errors were corrected for heteroskedasticity and autocorrelation.
Source: Same as table 10.2.

The inclusion of the macroeconomic variables swamps the liberalization
effect and renders it insignificant, suggesting that stabilization is a prereq-
uisite for the development of markets and further reform. Both of our
measures of macroeconomic instability-the standard deviation of infla-
tion over the period and the standard deviation of real GDP growth-are
positively, and significantly, related to inequality. The effect of inflation is
particularly strong, highlighting its important distributional costs. The fiscal
variables are also significantly correlated to inequality. The size of govern-
ment spending (expenditures as a percentage of GDP) has an inequality-
reducing effect, but this effect is not independent of the size of the
government deficit. Government deficits, in fact, have a regressive impact
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on the distribution of income, and this impact is of a magnitude largely
similar to the positive effect of government spending.

Expanding Financial Markets and
Building Sound Credit Policies

This book has highlighted the role of low wages, particularly for the less
educated, as an important determinant of income inequality and poverty.
But wages are markedly influenced by the amount of capital with which
workers can operate. When formal labor markets become relatively unim-
portant and households resort to self-employment and small-scale entre-
preneurial activity for their main source of income, the availability of credit
to finance capital investments becomes critical. Indeed, it can become the
key determinant of the returns to labor and hence of a family's well-being.
This is especially true for rural families who may depend solely on the
income generated from their farming activities. World Bank (1999c) found
that in Georgia rural families with access to credit and/or to capital inputs
complementary to land were much less likely to be poor than those with-
out such complementary inputs.

Well-functioning credit markets are needed to sustain formal employ-
ment. In Latin America, for example, shallow financial markets have been
directly associated with high informalization of employment (IADB 1998).
As the Latin America experience illustrates, formalization is usually a
hallmark of the development of a market economy, but this process can
be short-circuited if the domestic financial system is not up to the task.
When financial markets are shallow, entrepreneurs and the self-employed
often remain involved in small-scale, informal activities because they can-
not obtain the credit to finance the expansion and formalization of their
enterprise.

Credit markets are likely to be especially distorted in Europe and Cen-
tral Asia because of the legacy of central planning, under which credit
was allocated on a noneconomic basis to different activities and frequently
used as a political tool. Moreover, many ECA countries started the transi-
tion with bouts of hyperinflation, which wiped out financial savings and
destroyed much of the incipient financial system. The resulting scarcity of
capital has negatively affected not only economic growth but also the distri-
bution of income: poor households were more affected by the disappear-
ance of prior savings and less able to gain access to credit, even informal
credit, following hyperinflation (World Bank 1999a, 1999c; Gomart 1999).
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In many ECA countries the shortage of credit has not been alleviated
with the return to stable (and low) inflation rates: large fiscal deficits
financed through high-yield government emissions have, in some coun-
tries, siphoned away scarce domestic (and foreign) savings from produc-
tive investments, which do not yield the same return in the short-term.
World Bank (1999f) showed that more than three-quarters of the portfo-
lios of the largest banks in Armenia were invested in government bonds,
leaving only a miniscule fraction of resources available for loans to pro-
ductive private sector endeavors. Even in an advanced reformer country
like Slovenia, the public sector is crowding out a substantial share of the
resources that could be available to the private sector (World Bank 1 999e).
The resulting scarcity of credit is particularly severe for small businesses
and potential entrepreneurs, whose financial needs are typically greater
and whose creditworthiness is more difficult to assess. This shortage of
credit restricts the ability of small businesses to obtain access to the work-
ing capital and physical capital necessary to raise their productivity and
expand their enterprises.

Shallow Financial Markets Contribute to High Inequality

In Europe and Central Asia financial depth-measured either as the ratio
of broad money supply to GDP or as financial system credit to the private
sector as a percentage of GDP- is much lower than in East Asia or even
in Latin America (figure 10.1). The exceptions are the more advanced EU
accession countries, where financial markets appear fairly comparable to
those in Latin America in terms of depth although they are still much
shallower than those in the OECD. At the other extreme we find the
economies of the Caucasus and Central Asia. These countries have finan-
cial markets that are underdeveloped even by the standards of low-in-
come countries. With ratios of broad money to GDP in the range of 7 to
12 percent, and banking sector credit to the private sector in the range of
2 to 6 percent, the financial markets of those countries are shallower than
those in much of South Asia and parts of Africa. Other measures of finan-
cial market development, such as stock market capitalization, yield a simi-
lar picture.

Squire and Zou (1998) found that shallow financial markets are strongly
associated with higher income inequality. In fact, they find that financial
depth has one of the largest quantitative impacts on the Gini coefficient
among all the variables considered. A similar, albeit weaker, correlation
between financial depth and inequality was found with regard to Latin
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Figure 10.1 Banking Sector Credit to Private Sector in Selected ECA and Latin
American Countries
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America (IADB 1998). Shallow and inefficient financial markets in Eu-
rope and Central Asia, and especially in the CIS, may be one of the rea-
sons for the emergence of such high disparities in income.

Financial markets affect income inequality in a number of ways. Deep
financial markets facilitate savings and the accumulation of capital, rais-
ing labor productivity and wages and driving down the returns to capital.
This tends to improve the distribution of income because most house-
holds depend on wage incomes, while capital income accrues mainly to a
more concentrated group of individuals. Higher capital accumulation
promotes growth, which tends to feed back to wages. In contrast, if fi-
nancial markets are not functioning effectively, domestic investment will
be lowered, and the ensuing scarcity of capital will affect both growth
and the distribution of income. If financial markets are weak, credit be-



342 MAKING TRANSITION WORK FOR EVERYONE

comes particularly inaccessible to low-income individuals and small busi-
nesses. This has implications for the earnings of those who rely on small-
scale activities to make their living. Therefore, there is a direct impact on
inequality. But shortage of credit to small businesses can also have a nega-
tive impact on overall employment creation and thus on average wages
and incomes.

There is evidence that the banking system provides limited credit to
small enterprises even in the more successful reformer countries. EBRD
(1999) finds that inadequate access to financing ranks second among the
main barriers to entry and expansion of new private firms in Central and
South Eastern Europe (after taxes and regulations). Access to long-term
financing is a particular problem, even in advanced reformer countries
such as Hungary or Poland. Small entrepreneurs' access to credit is even
more restricted in the CIS, where access to working capital can be diffi-
cult. Throughout the region access to finance is significantly more diffi-
cult for start-ups and new firms than for state-owned enterprises (SOEs),
and it is shown to depend greatly on special connections to banks and on
other noncompetitive practices (EBRD 1999).

Financial Policies to Reduce Inequality

Chapter 6 discussed the major obstacles to the development of well-func-
tioning financial systems in many ECA countries and proposed policy
instruments to foster this development. However, even relatively well-
functioning financial systems can fail to serve small and low-income bor-
rowers. This is because small borrowers face particular obstacles in securing
credit. From the point of view of the lender, monitoring small loans is
much more expensive (as a fraction of loan size) than monitoring larger
loans; moreover, the cost of enforcing repayment, if forced to go through
the legal system, is proportionately much higher. Hence, if credit is to be
made available to the poor, even greater care needs to be taken to ensure
an appropriate regulatory and legal framework.

Beyond the standard measures to liberalize and create competitive fi-
nancial markets and to establish appropriate supervisory institutions, what
other reforms are needed to ensure that credit in ECA countries is avail-
able to the poor? Reforms to promote broader availability of credit may
include, first of all, appropriate regulation and supervision of banking
institutions that lend to small and microenterprises. Standard prudential
banking regulations and supervisory practices (designed with traditional
commercial-bank-lending technology and large loan sizes in mind) may
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unintentionally impede lending to small and microenterprises. Lending
technology for micro loans can differ in important ways from that which
is appropriate for larger customers. Applying supervisory norms appro-
priate for larger loans may make micro loans too expensive and reduce
supply. To allow for micro lending, the regulatory and supervisory frame-
work may have to be adapted with regard to operational restrictions, docu-
mentation requirements, capital requirements, and the treatment of
collateral.

To promote expanded access to credit by small enterprises, ECA gov-
ernments must establish an adequate legal and institutional framework
for secured transactions. In much of the region, inadequate or nonexistent
legal registries impede the use of movable goods or real property as collat-
eral to secure loans. While this problem affects all firms, its greatest im-
pact is on small firms. Sometimes the problem is the law itself. In Armenia,
for example, the law restricts the kinds of goods that can be used as col-
lateral (allowing only nonmovable property). This effectively limits ac-
cess to credit for many small entrepreneurs. Even when the law allows for
the use of different types of collateral, access to credit can be impeded by
the lack of supporting institutions and implementation mechanisms. For
example, a pervasive problem in the region is the lack of appropriate
collateral registration procedures and of legal registries that allow a lender
to ensure that there are no prior superior claims on an asset that a bor-
rower pledges as collateral. The lack of legal registries is bound to be a
more serious problem for small borrowers with no established reputation
than for larger borrowers with well-established assets, reputations, and
connections.

The most egregious failure in this regard is the lack of adequate land
registries in many of the CIS countries, which impedes the use of the most
important potential source of collateral for many households. Some coun-
tries have attempted to lessen this problem through extensive land titling
programs to regularize the property rights of small farmers and tenants.
Even in the absence of well-functioning legal registries, such titling can
provide beneficiaries with an acceptable form of collateral and thus greater
access to credit. However, progress with land titling in parts of the region
has been fairly slow. In some cases progress has been hindered by land
titling fees and property taxes, which some cash-strapped farmers have
not been able to pay (Gomart 1999).

Other measures to improve the availability of credit to small borrowers
could include establishing or strengthening credit bureaus, improving the
legal framework for leasing and factoring, facilitating the development of
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small capitalization rural banks, and fostering the development of credit
unions. Experiences to date with the promotion of rural credit unions in
Armenia, Georgia, and Moldova have been very successful (chapter 5).

Labor Market Policies to Improve Distribution

Much of the inequality in Europe and Central Asia is associated with the
collapse of formal wages and incomes for unskilled workers. Unskilled
workers in Central and Eastern Europe and in the Baltics have seen their
wages fall relative to those of more educated workers; and in some cases
(Bulgaria and Estonia, for example), they have seen their real wages col-
lapse in absolute terms as well. The formal incomes of unskilled workers
in the CIS have plummeted in an even more striking manner. As a result,
many of these workers have had to resort to secondary employment in
either agriculture or trade as the sole means to maintain household in-
comes. Throughout the region, wage structures have shifted, devaluing
the work of production workers relative to nonproduction activities (thus
reversing the relative overvaluation of physical labor imposed by central
planning).

At the core of these developments is reduced demand for low-skilled
workers in response to (1) the restructuring of the formerly planned econo-
mies and (2) the removal of institutional constraints on wage setting. The
pattern of this demand shift has differed markedly within the region. In
the CSB countries there have been shifts in relative labor demands: low-
skilled and poorly educated workers have lost out. In the CIS the real
problem is the collapse of labor demand altogether; demand for both
low-skilled and high-skilled workers has crashed.

In this context what can government policies do to reduce wage in-
equality? Given the differences in the underlying forces at work, will poli-
cies differ between CSB and CIS countries? The issue of regenerating formal
labor demand in the CIS is intrinsically linked to establishing well-func-
tioning factor and product markets that will allow private enterprise and
demand for labor to spring up. Measures to support this were discussed in
chapter 6. Here we will focus instead on policies to raise the wages of the
unskilled.4

Policies to raise the wages of unskilled or low-skilled labor fall into two
categories: policies to establish a minimum wage or wage floor; and poli-
cies to facilitate investments in human capital and to increase the produc-
tivity of the less skilled. Also important in the ECA context are policies to
protect the income of workers who become temporarily unemployed, since
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these workers are likely to be low-educated or unskilled. These policies,
discussed at length in chapter 8, will not be addressed here, except to note
their impact on the distribution of wage incomes. Finally, policies to foster
the labor force participation of women (and remove constraints such as
discrimination or lack of childcare) can also have an important distribu-
tional impact.

Minimum Wages

The minimum wage has been used worldwide as a redistributive mecha-
nism and an income protection mechanism for the poorest workers. Un-
der central planning, the minimum wage directly and indirectly played
this role in Europe and Central Asia as well. The intention was to provide
a minimum acceptable threshold of wages (reflecting minimum living stan-
dards) for less-skilled workers. With the transition, however, the old stan-
dards for the minimum wage in many countries (especially in the former
Soviet Union) have become meaningless or are not enforced. Given the
observed large increase in inequality in much of the region, is there a re-
newed role for minimum wages?

The minimum wage plays a very different role in the CSB countries
than it does in the CIS (figure 10.2). Minimum wages in the Eastern Euro-
pean countries are set at around 30 to 40 percent of the average wage-a
level that is not high by OECD standards but high enough to provide a
floor for low-skilled wages. In the case of Poland, the earnings distribu-
tion shows a big spike at the level of the minimum wage, which appears to
be binding for blue-collar workers in some low-paying sectors (Rashid
and Rutkowski 2000). In contrast, minimum wages in most of the CIS
have fallen well-below subsistence levels, and they represent a negligible
share of the average wage. In these countries minimum wages-when ob-
served-are irrelevant as a policy for protecting workers.

There is an intense debate in both industrial and developing countries
over the effectiveness of minimum wages as a redistributive tool. The overall
evidence suggests that minimum wages may lead to small declines in in-
equality and somewhat larger positive effects on poverty. One study for
the United States found that the decline of the real value of the minimum
wage explained about one-third of the increase in wage inequality during
the 1980s (Dinardo, Fortin, and Lemieux 1995). A different study, how-
ever, found only modest effects on earnings inequality and virtually no
effect on family income inequality (Horrigan and Mincy 1993). In devel-
oping countries, most of the evidence points to very small effects. Bell
(1997), for example, found that in Columbia the impact of the minimum
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Figure 10.2 Minimum Wages in Europe and Central Asia, Selected Countries, 1997
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wage on inequality was small, and it persisted during the period of eco-
nomic recession. Ramos and Reis (1995) found a similarly small impact
of minimum wages on inequality in Brazil. And the IADB (1998) found
that reductions in minimum-wage purchasing power were associated with
increases in the concentration of incomes (and vice versa) in 11 Latin
American countries.

However, the use of minimum wages also has well-known risks. Some
studies, mainly on OECD countries, have documented a negative effect of
minimum wages (when set too high) on growth and employment, with
long-term adverse effects for the poor. When labor markets are dualistic,
as in many developing countries, minimum wages can work to lower the
wages of workers in the informal sector, who are typically more needy
(World Bank 1995). Once a minimum wage is set, pressures for it to be
raised in real terms can be considerable. The risks of setting a too high
minimum wage in Europe and Central Asia are of particular concern for
the EU accession countries, where pressures to raise minimum wages to
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European levels ahead of labor productivity could increase unemployment.
Consider the experiences of Spain and Portugal following their accession
to the European Union. Although both countries suffered similar economic
shocks and had similar labor market institutions, Portugal has weathered
the postaccession process with significantly less unemployment than has
Spain. One possible reason for this is that Portugal has a much lower
statutory minimum wage and less binding wage floors arising from collec-
tive bargaining. As a result, it has had more real wage flexibility at the
bottom of the distribution than has Spain (box 10.1).

For the minimum wage to raise the real incomes of the poorest work-
ers, it must meet three conditions. First, it must not reduce aggregate em-
ployment demand. Typically, this will require that the minimum wage be
set low (below 40 percent of the average wage). When the minimum wage
is low, it does not noticeably affect aggregate employment levels. When it
is high, the employment destruction effects can be severe; the experience

Box 10.1 EU Accession and Income Inequality: The Cases of Spain and Portugal

Economic integration can exert a powerful influence over the distribution of income. in much
of Latin America, economic integration has been associated with increasing inequality. Both
Mexico and Chile, for example, experienced sharp increases in wage dispersion and growing
inequality of Incomes. However, the experience of those countries that recently acceded to the
European Union was quite different. In both Spain and Portugal, income disparities declined
during the 1980s following their accession into the EU. During the 1990s, household income
inequality increased in Portugal but remained fairly flat in Spain. In both countries, market
forces may have worked toward increasing disparities, but in Spain this was countered by the
impact of taxes and transfers. In Portugal, on the contrary, national redistributive policies
have been less relevant in terms of shaping the distribution of income.

EU regional policies and transfers have reduced regional differences in labor productiv-
ity in both countries. But given the low fraction of total income inequality explained by
differences between regions, and the divergence of regional employment rates (especially in
Spain), the overall impact of EU regional policy instruments has been relatively small.

Wage inequality has increased in both Spain and Portugal, reflecting a shift in the de-
mand for labor toward higher skilled workers. The reduction of employment and wage
shares of manual, semi-skilled, and low-skilled workers has been strong in manufacturing
as well as in nontradable sectors such as transport. However, in Portugal, trade patterns
favoring labor-intensive products, such as textiles, have sustained the wages of low-skilled
workers and led to relatively low unemployment. In Spain, the sharp decline in demand for
low-skilled workers combined with a rigid labor market; the result was very high levels of
unemployment, Institutional arrangements, such as collective bargaining and the minimum
wage, protected the wages of low-skilled workers in Spain more than in Portugal. Wages at
the bottom of the distribution actually increased in Spain. This was another factor adding to
high unemployment.

Sourc. Jimeno and others (20001.
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of Puerto Rico during the 1970s, when it (briefly) adopted the U.S. mini-
mum wage, is an example. Puerto Rico's experience, along with that of
other countries, suggest that with high minimum wages, the elasticity of
employment with respect to changes in the minimum wage can be over 1
(Castillo-Freeman and Freeman 1990).

Minimum wages in Europe and Central Asia are not especially high
(figure 10.2), and they are unlikely to have significant aggregate employ-
ment effects. In the Czech Republic, for example, less than 10 percent of
all employees earn the minimum wage (World Bank 1999b). However, in
some CSB countries with higher minimum wages, most notably Poland,
the minimum wage may be binding for certain groups (low-skilled, manual
workers in low-paying sectors), and it may be hurting youth employment
(Rashid and Rutkowski 2000). This suggests the need for caution in rais-
ing the real level of the minimum wage, particularly as these countries
face EU accession.

Second, for the minimum wage to be effective as a redistributive mecha-
nism, compliance must be high. This again will require that the minimum
wage be set low: if the minimum is set so high that it affects employment,
displaced workers and employers will collude to evade it. Evasion is likely
to be as much of a problem in large enterprises as in small ones. In Ven-
ezuela and El Salvador, six out of every ten workers paid significantly less
than the minimum wage are employed by large enterprises (IADB 1998).
Unfortunately, reliable evidence on compliance with minimum wages in
Europe and Central Asia is scarce. In Central Europe compliance is esti-
mated to be quite high. However, in the CIS, getting enterprises to comply
with payroll and other tax regulations is difficult. This signals that com-
pliance would likely be a serious problem there as well.

Third, the minimum wage, to be effective, must be set at a level that
covers a substantial group of low-income workers. Even when the mini-
mum wage is set low, it can be badly targeted. In Argentina, where the
minimum wage is set very low, only 30 percent of workers earning that
level of wages come from the poorest quintile of the population. Just above
20 percent belong to the second quintile, and the rest come from middle-
class and upper-class families. More than half of those who earn the mini-
mum wage are young people who may or may not come from low earner
households (IADB 1998). No comparable information is available for ECA
countries, but evidence from Poland suggests that the minimum wage
there may disproportionately affect young workers, independent of their
household income. In this case, and even in the best of circumstances (no
employment effect and high compliance), increases in the minimum wage
will affect the overall distribution of income only slightly. In other words,
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as a tool to influence the distribution of income, the minimum wage will
be largely ineffective.

One possibility for improving the targeting of the minimum wage is to
distinguish between the wage paid to young workers and that paid to
potential heads of household. Governments can establish a lower mini-
mum wage for young workers, as is done in many European countries. An
additional advantage of this approach is that it can reduce employers'
disincentive to hire young workers with little or no experience, which is
likely to exist when the adult minimum wage is binding for them as well.

An alternative to the minimum wage is to use wage supplements for
low-income workers. In the United States the earned income tax credit is
an example of this type of tool. It works as a negative tax for low-income
workers and is administered by the tax collection office. These programs,
however, can introduce perverse incentive effects. Indeed, there is the dan-
ger of creating a "poverty trap." Moreover, wage supplement programs
are administratively very burdensome-and hence unsuited to many ECA
countries with weak institutional capacity. Another alternative is to subsi-
dize enterprises that contract workers below a certain income level. The
hope would be that the subsidy would reduce unemployment of low-skilled
workers and thus affect the distribution of earnings. However, as the ex-
perience in industrial countries has shown, enterprises often simply "churn"
low-wage workers, with few real gains in terms of overall employment
and incomes. Programs in the Czech Republic, Poland, and Hungary have
yielded mixed results. Positive and lasting employment effects have been
identified in Poland, but the benefits in the other two countries are less
clear (Fretwell, Benus, and O'Leary 1999).

Training and Investments in Worker Productivity

Formal education affects income inequality through its long-term effects
on the earnings potential of children from low-income families and through
its effect on labor supply decisions of women. But formal education holds
little hope for raising the income or employment possibilities of low-edu-
cated adults who have long since left school. For these individuals, train-
ing programs and other forms of assistance to increase their skills could,
however, make a difference. Such training would aim at providing them
with new skills better suited to the market economy.

The effectiveness of training schemes has been debated for a long time.
There is a wealth of evaluation studies, with different methodologies and
settings and with widely different results. This makes it hard to arrive at
any firm conclusions. However, the general evidence suggests that some
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types of training programs, especially those directly linked to potential
employers, can be effective. Program size and design are critical to their
performance. Standardized training programs do not fit all workers; the
programs must be targeted and tailored carefully. A recent study evalu-
ated training schemes for unemployed workers in three transition coun-
tries (the Czech Republic, Hungary, and Poland) and found generally
positive, although very small, employment effects. The employment effect
was larger for women than for men (a finding common to most evalua-
tions of OECD training schemes), and for young and middle-age workers
than for older workers. Training was also found to be more effective for
workers with low levels of education (primary and secondary as opposed
to postsecondary education)-a finding consistent with the large skill-
mismatches within these economies resulting from the low level and low
quality of the educational stock (Fretwell, Benus, and O'Leary 1999).

The Fretwell, Benus, and O'Leary study, unfortunately, was limited to
evaluating programs in those three higher-income Central European tran-
sition countries. We know little about the actual or potential effectiveness
of programs in other countries of the region. The potential for training or
other types of active labor market policies in countries with large infor-
mal markets, a collapsed formal labor demand, limited administrative
capacity, and a limited information base may, in fact, be very small.

Training programs can help individuals with or without experience
upgrade their skills, but the training must be offered on a selective basis
and only after a careful examination of labor market conditions. All pro-
grams should have an impact evaluation component built in from the start.
Preferably, training should be carried out in association with the potential
employer and involve an on-the-job component. General training in skills
widely in demand (languages, computers) can be considered as well as
other alternatives, such as assistance with re-entry to institutes of higher
learning. Private sector provision of training should be given priority, and
constraints to individuals engaging on their own in such activities must
be assessed to minimize the extent to which the intervention may have
displacement effects.

Policies to Foster the Participation of Women in the Labor Force

Whether or not women participate in the labor force makes a significant
difference in the distribution of family income. Throughout Europe and
Central Asia families with low dependency ratios have higher household
incomes and a much lower probability of being poor (chapter 2). Women's
labor force participation also has beneficial effects on the intrahousehold
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distribution of consumption, reduces women's vulnerability to violence,
and improves investments in children.

Prior to the transition, more women in ECA countries participated in
the labor force than in almost any other industrialized country. In the
Soviet Union in the 1980s, about 90 percent of prime-age women were
either employed or went to school (UNICEF 1999). Participation rates
for women in Central and Eastern Europe averaged between 65 and 75
percent. These high rates of labor force participation were built, to a large
extent, on the availability of government-subsidized child care programs
(nurseries, preschool, kindergartens, and after-school programs) in all ECA
countries before the transition.

Women's labor force participation rates were expected to decline with
the transition to levels more in line with OECD countries. Indeed, be-
tween 1989 and 1996 the rates fell by about 12 percentage points in the
Czech Republic (for the female population 15 and older); by 8 percentage
points in the Slovak Republic; by 12 percentage points in Slovenia; and by
nearly 20 percentage points in Hungary (World Bank 1999b, 1999e;
Loshkin 1999; Paukert 1998). The drops in labor force participation were
not equally distributed across income classes, however, and they dispro-
portionately affected women with little education and skills and from poor
households (Loshkin 1999; Yemtsov 1999).

In Russia the decline in female labor force participation rates has been
linked to an increase in the cost of child care, especially among low- income
families (Loshkin 1999). Loshkin finds that labor force participation de-
cisions of Russian women are strongly influenced by the cost of child
care, which has increased sharply with the transition.5 He concludes that
lowering the cost of child care would have a strong positive effect on the
labor activity of women and hence indirectly on household incomes. The
positive effect of lowering child care costs on household incomes, and
hence indirectly on poverty, would be larger than what is obtained via the
existing system of family transfers (child allowances).

The link between women's labor force participation, family incomes,
and child care (as well as the existing evidence on the positive impact of
child care on child development) could justify a renewed role for ECA
governments in ensuring that quality care is available for children. Gov-
ernments need not provide or finance all child care, but they have an
important role to play in regulating and providing the right environment
for these services to develop. Governments can leverage scarce public re-
sources by supporting existing private and/or informal arrangements and
by building partnerships with community groups, nongovernmental and
religious organizations, existing social services, and the private sector.
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Government also has an important role to play in providing financial sup-
port to the poorest families to guarantee them access to affordable child
care.

Policies to Reduce Discrimination against Women
in the Labor Market

In most transition economies the wage gap between men and women has
either fallen or remained relatively stable since the start of the transition.
Only in Bulgaria has the gender wage gap increased sharply (by about 5
percentage points since 1989). Controlling for human capital and other
job-related factors, we find that the gender wage gap ranges from a low
of 11 to 16 percent in the Federal Republic of Yugoslavia, Hungary, and
Poland, to a high of 39.5 percent in Azerbaijan (UNICEF 1999).

A number of factors have reduced the pay gap between men and women
since the start of the transition. First, since women on average have higher
educational attainment than men throughout the region, the increase in
labor market returns to education has worked in their favor. Second, there
has been a slight trend toward a reduction of occupational segregation,
which was high under socialism, again with beneficial effects for women.
Countering these positive developments, however, is evidence suggesting
that in high-unemployment settings, women may face greater difficulties
than men in finding jobs.

A survey of unemployed people in Poland revealed that 40 percent of
men but only 25 percent of women found work within a year of becoming
unemployed. The main explanation for this gender difference was marital
status. Married men were twice as likely to find work as were married
women. This reflects women's greater responsibility for child care, which
hampers job hunting and may limit employment options, as well as some
discrimination by employers (UNICEF 1999).

In part, these discriminatory attitudes may be linked to the high level of
mandated maternity benefits in most ECA countries, a policy that may
indirectly hurt the employment prospects of married women. Contribut-
ing to this discrimination are cultural factors and pervasive gender stereo-
types. By shortening the length of mandated maternity benefits and allowing
small and medium firms greater flexibility in the level of benefits they
offer, governments may reduce employers' reluctance to hire married
women. Labor laws in many countries prohibit women from performing
certain types of heavy work and from dangerous occupations, which also
constricts women's employment opportunities. Modernizing this legal
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framework to allow for greater de jure equality could help reduce occupa-
tional segregation and discrimination against women.

Women seem to suffer more from wage arrears than do men, although
this finding appears linked to their higher participation in industries where
arrears are common, especially health care, education, and finance. Gen-
der does not seem to be a factor in determining the risk of wage arrears at
an individual level, indicating that the decisions of employers and manag-
ers related to arrears were not determined by gender bias per se.

Overall, there is no clear trend on whether the labor market situation
of women has improved relative to that of men, or worsened, during the
transition. However, in many countries in the region, and despite consti-
tutional affirmations that women and men are legally equal, women do
face some forms of structural discrimination, which spill over into the
labor market and into differing opportunities for men and women. One
area in which discrimination is particularly strong is family law. The rules
of joint property in the Czech Republic and Azerbaijan, for example, do
not adequately support women in divorce situations or in nonmarital
unions. Laws in Bulgaria, Ukraine, and Armenia actively discriminate
against women and fail to protect girls by allowing a lower legal marriage
age for girls than for boys.

While the broad legal framework for equality seems to be in place in
most countries, there is much to do in terms of making it a reality in the
workplace, family, and community. Progress on this front is crucial to
ensuring that women and children get a fair share of opportunities and to
reducing inequalities between the sexes over the medium term.

Policies to Foster Labor Force Participation of People
with Disabilities

Labor force participation rates for people with disabilities are low every-
where in the world. Drawing people with disabilities into the labor force
is a stated objective in most countries. Two approaches predominate: eco-
nomic incentives designed to encourage people with disabilities to work
and to encourage employers to hire people with disabilities; and legisla-
tion empowering people with disabilities to combat discrimination with
the force of law-that is, a "civil rights" approach. The economic incen-
tive approach is based on the notion that disability is a medical condition
that reduces productivity. Economic incentives are needed to compensate
for lower productivity. The civil rights approach is based on the notion
that prejudice and misunderstanding are the greatest obstacles to the em-
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ployment of people with disabilities. Legislation is needed to reduce physi-
cal and social obstacles that unnecessarily exclude people with impair-
ments. Poland has chosen to rely very heavily on economic incentives,
almost to the exclusion of the civil rights approach-without, however
great success. Poland was the first country in the world to implement a
"quota-levy" system (box 10.2). The system began in 1920, following the
return home of soldiers injured in the Great War.

Quota levy systems still exist in over half of the EU countries, but other
countries are moving away from them. The United Kingdom abandoned
its quota system and Netherlands gave up on a planned system. Portugal
considered but decided against a quota system, and Ireland and Belgium
have limited their systems to the public sector. Germany and France re-
formed existing systems.6

Instead, countries in Europe and elsewhere are relying more on antidis-
crimination legislation. The flagship for this approach is the U.S. Ameri-
cans with Disabilities Act of 1990 (together with earlier legislation on
civil rights and disability). Australia's Disability Discrimination Act of 1993
outlaws all discrimination on the grounds of disability. England's Disabil-
ity Discrimination Act of 1995 makes it illegal to discriminate against
people with disabilities in employment and commerce. Austria, Germany,

Box 10.2 Poland's Experience with the Quota-Levy System

The quota-levy system currently in place In Poland requires enterprises to reach an employ-
ment quota of 6 percent persons with disabilities or to pay a levy. The levy is about 40 percent
of the average wage for each person short of the quota. Most enterprises choose to pay the
levy rather than hire any workers with disabilities at all. As a revenue-generator, the quota-
levy system is a success-it is like a 2.4 percent wage tax. As a mechanism to increase the
employment of persons with disabilities, though, it must be considered a failure.

The revenue generated by the quota-levy system, together with generous tax privileges,
finances Sheltered Work Establishments (SWEs). At least 40 percent of the people they employ
must have disabilities and 10 percent of them must have moderate or severe disabilities. In fact,
most people with disabilities employed by SWEs have only slight disabilities-in many coun-
tries, they would not be considered disabled. At the end of 1998, 3,100 SWEs employed about
230,000 people with disabilities out of about 700,000 people with disabilities who were em-
ployed. SWEs are obligated to spend the subsidies they receive to improve working conditions
for employees with disabilities. However, Polish critics of the SWE system argue that it does
not encourage inclusion of workers with disabilities into the mainstream labor force and that
the money serves mainly to enrich entrepreneurs clever enough to exploit the subsidies. Critics
also charge that the SWE system is politically self-perpetuating, because the subsidies to SWEs
create the means for disability entrepreneurs to make contributions to politicians who then
champion their cause.
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and Finland have all amended their constitutions to prohibit discrimina-
tion on the grounds of disability.5

The economic incentives and civil rights approaches are based on dif-
ferent philosophies, but at least in principle they should complement each
other. With proper coordination, each has the potential to make the other
more effective.

Using the Redistributive Power of Fiscal Policy

A key role of governments in most societies is to combat market failure-
which includes the inability of purely private endeavor to provide adequate
sustenance for everyone in the population. Governments throughout the
world have traditionally played an important role in improving the distri-
bution of income and directing resources to the poor. In the centrally
planned economies, the state's redistributive role was of central impor-
tance. Today, as those economies turn toward the market, the state still
has a role to play, albeit an altered one. Indeed, a broad majority of the
population of the transition economies believes that the state ought to
play such a redistributive role, even in a market-oriented economy. A re-
cent survey of Russian households showed that three out of every four
Russians believe that the government should "tax the incomes of the very
rich and help the poor" (Ravallion and Lokshin 1999). Similarly, inter-
views with poor individuals through the region reveal that they believe the
state has a responsibility to help them (World Bank 1999a). Many of these
individuals, however, have little hope that the state will be able to fulfill
that responsibility (box 10.3).

Before the transition the role of the state in all centrally planned econo-
mies was similac Today, however, the size of the state, as measured by the
share of public spending in GDP, varies greatly across ECA countries. In
much of Central and Eastern Europe, public spending remains large, and in
line with that observed in most OECD economies. These large public expen-
ditures, particularly those spent on social programs and transfers, have less-
ened the inequality arising from pure market-determined outcomes. In
contrast, much of the CIS has seen the size of the state shrink dramatically-
in some cases to levels incompatible with the delivery of the most basic
government functions. This collapse of state spending, along with deterio-
rating targeting of transfers, has accentuated the increase in inequality.

The apparent correlation between the size of the state and the extent of
inequality in the transition economies does not mean that a bigger gov-
ernment is necessarily better for the poor. The impact of public spending



356 MAKING TRANSITION WORK FOR EVERYONE

Box 10.3 Citizens' View of Govemment in Europe and Central Asia

Many in the the former Soviet Union believe that the state has abandoned its citizens. The
prevalent view of state government in the wake of the Soviet collapse is of a dishonest,
uncaring institution. Even in some Eastern European countries, there is nostalgia for the
relative egalitarian system of the past.

Politicians don't care about the suffering population. (Moldova, 1997)
People place their hope in God, since the government is no longer involved in such
matters. (Armenia, 1995)

[The state is] a parent which should take care of its children. (Georgia, 1997)
[In the socialist eral there were no such great differences between people, there was
no poverty There was a middle class that lived well. (Macedonia, 1998)

Source: World Bank (1999a).

on the distribution of income is not driven by the total amount of re-
sources spent. Instead it depends on the efficiency with which those re-
sources are spent and on how well they are targeted. An extreme example
of this can be found in Brazil, which has the largest government in all of
Latin America (in line with that of a developed country) and yet the high-
est inequality in the world. What is different between the CSB countries
and those of the CIS is not just that public spending has collapsed more in
the latter, driven by the dramatic fall in revenues. The significant differ-
ence is that in the CSB the state has been able to use its resources more
effectively and deliver its services more efficiently, including that of im-
proving the distribution of income.

Figure 10.3 plots the size of the state, as measured by the ratio of public
spending to GDP, against post-transition levels of income inequality. The
countries where public spending has shrunk the most are those with the
worst distributions of income. This is consistent with the regression esti-
mates in table 10.4, which indicated that the size of government spending
had a progressive impact on overall inequality, even when controlling for
initial conditions and for progress on liberalization. Interestingly, the ef-
fect of government spending was not found to be independent of the gov-
ernment deficit. In fact, the negative impact of government deficits on the
distribution of income could swamp the positive expenditure effect.

Figure 10.3 also shows where other regions would fall in the inequal-
ity-government spending relationship. This highlights the huge variance
in ECA countries with regard to the size of government. Most of the coun-
tries of the CSB have spending levels that are well above even OECD
standards. The Slavic republics tend to fall between OECD levels of spend-
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Figure 10.3 Government Spending and Inequality in Europe and Central Asia
and Elsewhere
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ing and those of other regions but are notably above the latter The Caucasus
and the poorer countries of Central Asia, on the other hand, stand out for
their very low public spending levels, which are below the average for
Latin America, Asia, or Africa.

Figure 10.3 suggests that the potential to use fiscal policy as a redis-
tributive tool varies greatly across ECA countries. Tax and expenditure
priorities also may be different across countries. Based on this diversity,
we can distinguish between three broad groups of countries:

* The countries of Central and South Eastern Europe, where gov-
ernments are relatively strong and where a broader revenue base
suggests that there is significant scope for using fiscal policy to
affect the distribution of income;

* The middle-income Slavic republics, the Baltics, and middle-income
Central Asian republics, where government is modest in size but
where, given improvements in tax collections and better targeting



358 MAKING TRANSITION WORK FOR EVERYONE

of expenditures, there is potential for fiscal policy to have some
redistributive effect; and

* The low-income countries of the Caucasus and Central Asia, where
public spending is currently insufficient for governments to fulfill
even their most essential tasks and deliver basic social services. In
these countries the focus must be on raising revenues enough to
finance a minimum level of government services, including appro-
priate spending on health and education. The potential for fiscal
policy to play a short-term redistributive role is limited, but its
importance in preventing the entrenchment of long-term inequal-
ity is large.

Fiscal Policy in CSB Countries

Taxes and transfers have had a significant redistributive impact in most
of the Central and South Eastern European countries, and especially in
the first round of EU accession candidates (Garner and Terrell 1999; Keane
and Prasad 1999; Milanovic 1999). These redistributive policies have played
an important role in dampening the increase in poverty and preventing
the emergence of large social and income disparities. However, this achieve-
ment has not been without costs. Social insurance systems (pensions and
unemployment insurance)-used extensively to cushion the impact of large-
scale redundancies and protect the elderly from poverty-are running in-
creasing deficits and posing a growing fiscal burden that could threaten
macro stability in the medium term. In some countries overly generous
systems may be distorting consumption and labor choices and fostering
an incipient culture of dependency (chapter 8). Most importantly, by rely-
ing on high payroll taxes to support these generous systems, CSB coun-
tries run the risk of following in the European Union's footsteps and building
a labor market environment that is biased against low-wage and low-skill
workers. In much of the European Union, high nonwage labor costs have
contributed to high rates of unemployment among low-skilled workers
(Dolado and others 1986; Bean and Blanchard 1997; and Bentolila and
Revenga 1995). This is a trap that CSB needs to avoid. High tax burdens
also pose a disincentive to investment and can ultimately slow down
growth.

A fiscal priority in this subregion is to reform social assistance and
social insurance systems. The goal is to improve their efficiency and re-
duce their fiscal costs while maintaining their demonstrated effectiveness
at protecting the unemployed, the elderly, the poor, and other vulnerable
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groups. Pension reform is at the top of the agenda because of the accumu-
lation of large contingent liabilities in this area. Some of these countries
have already introduced multipillar systems quite successfully (Hungary,
Poland, and Slovenia); others are in the process of doing so (Romania,
Croatia, Latvia, and FYR Macedonia). Another priority on the expendi-
ture side is to streamline social assistance programs, improve their target-
ing, and introduce work incentives to avoid welfare dependency. There
also is scope for improving schemes of help the unemployed, mainly by
tightening eligibility criteria, lowering payroll taxes, and distributing the
burden more equally between employees and employers. An alternative
for countries with less administrative capacity is to opt for one-time sev-
erance pay schemes, which are easier to administer and may have less
perverse incentive effects.

Fiscal Policy in Middle-Income Transition Economies: The Baltics,
the Slavic Republics, and Central Asia

The redistributive impact of taxation in this group of countries seems to
be small. In both Estonia and Lithuania, despite fairly high tax compli-
ance, the total redistributive impact of direct taxation amounts to only 1
and 2 Gini points respectively (Cornelius and Weder 1999). Computa-
tions for Russia similarly indicate that the total redistributive impact of
taxation is modest (Commander and Lee 1998). Although the Russian tax
system is progressive on paper and became more progressive during the
1990s, the principal base for taxation is wages, and since its share in total
incomes has dropped, so has the distributional impact of taxes. More im-
portantly, the overall effect of taxation is directly conditioned by signifi-
cant tax arrears, whose incidence is not random but somewhat regressive
(Alexeev and Grady 1993).

There is room for making taxation more progressive in most of these
republics, particularly through the elimination of tax exemptions, the re-
duction of tax arrears, and through measures that eventually will increase
the share of formal wages in total incomes. But the scope for influencing
the distribution of income via progressive taxation of labor earnings may
be limited-certainly more limited than in Central Europe. Recent theo-
retical and empirical research on Chile, for example, suggests that the
more unequal the pre-tax distribution, the less the scope for directly im-
proving income distribution via progressive taxes (Engel, Galetovic, and
Raddatz 1998). In Russia and large parts of the CIS, tax evasion is a
major problem, rendering progressive taxation less effective. Labor
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incomes-which represent the part of household incomes most easily taxed
and least subject to evasion-are relatively low in all but the top decile.
This results in a relatively low average tax rate and relatively little redistri-
bution. It may be more promising for governments to focus on the average
tax rate and then target expenditures: high-yield, indirect taxes (such as
the broad-based value added tax) may be much more effective at raising
revenues and ultimately prove to be more progressive if spending is ad-
equately targeted. The analysis on Chile suggests that distributional con-
siderations should affect only the decision on the size of the overall tax
burden. Once this is decided, revenues should be raised with the most
efficient tax, and income inequality addressed through the expenditure
side.

There is more potential for affecting the distribution of income through
expenditure policy. The priority in this regard is to improve the targeting
of transfers and make them more progressive. Commander and Lee (1998)
and Commander and others (1999) show that the incidence of transfers in
Russia (especially pensions) has become more regressive during the transi-
tion (with 50 percent of total transfers accruing to the top 20 percent of
the distribution). Those transfers that are better targeted, such as child
allowances, have become nearly insignificant. The overall effect is to make
total transfers regressive: that is, they contribute to increasing total in-
come inequality rather than reducing it. In contrast, in all three Baltic
countries, pensions and social assistance are progressively distributed and
contribute significantly to increasing welfare and to reducing inequality
(Cornelius and Weder 1999; Milanovic 1999).

Improvements in targeting will not be easy to achieve. And efforts to
increase the coverage and effectiveness of social transfers must be weighed
against existing resource constraints to ensure that programs provide pro-
tection without compromising efficiency and growth. There is, however,
much scope for improving the efficiency with which resources are used by
simplifying schemes and adapting them to countries' levels of income, by
improving their administration, and by tailoring programs to groups truly
in need (chapter 8).

Fiscal Policy in the Low-Income Transition Economies

The top fiscal priority in these countries is to increase tax revenues to a
level that will allow governments to perform at least their most basic func-
tions. The complete collapse of state revenues in some of the poorer coun-
tries of the region has endangered the delivery of basic education and
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health services as well as the maintenance of public infrastructure and law
and order. Countries cannot provide income-earning opportunities to their
citizens without a functioning state. And such a state needs a minimum
level of revenues. With revenues on the order of 9 percent of GDP, Geor-
gia provides less than $6 per capita per year to the public education sys-
tem. Families with means can make up for the ensuing collapse in quality
through private lessons and other informal mechanisms. The poor cannot.
This handicaps the earnings potential of their children. In the absence of a
minimally functioning state, income and social disparities can become
deeply entrenched, passed on from one generation to the next.

The key to raising revenues-more important even than improving ad-
ministration or lessening corruption-is political will. Weak or captured
states may have little ability to enforce tax compliance by politically pow-
erful groups. Therefore, reforms to strengthen the state and reduce state
capture are critical (chapter 5). Also promising may be efforts to separate
the management and administration of revenues from the political sphere.
Georgia's recent subcontracting of customs management to a private com-
pany will provide an interesting case study for the region in this regard
(World Bank 1999p).

Tax instruments in these countries must be adapted to the level of in-
come. Because of the large informal sectors and low-income levels in these
countries, direct taxation is unlikely to yield significant revenues in the
foreseeable future. Reliance on high-yield, indirect taxes such as the VAT
makes more sense, even if such a consumption tax can appear regressive.
As the experience of Chile and other developing countries illustrates, a
well-administered VAT can yield high revenues that can be spent progres-
sively, with an overall positive effect on the distribution of income. Like
other low-income countries, the poor countries in Europe and Central
Asia will need to depend extensively on excise and international trade
taxes as a source of revenue. Improvement of customs administration and
enforcement is thus critical.

On the expenditure side, the priority in these countries is not to engage
in redistributive policies per se but to ensure a minimum level of equal
opportunity for all. The highest priority spending must be in education
and health to ensure adequate access to and quality of services to the poor.
Spending on law and order as well as on basic infrastructure is also of
crucial importance to the poor. Given the resource constraints, the scope
for using transfers is limited. But small, well-targeted transfers can have
an impact. Simulations for Georgia, for example, show that even a mod-
est transfer envelope of 1 percent of GDP, if accurately targeted, can have
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a large impact on poverty (World Bank 1999a). Unfortunately, for these
programs to work there needs to be a firm commitment from the govern-
ment to deliver this benefit. Georgia's experience with a very limited pov-
erty benefit has been disappointing. In 1999, only 37 percent of the budget
allocated for the poverty benefit was actually paid out to its intended
beneficiaries-even though the total planned budget for the program was
only 14 million laris, or 1.2 percent of consolidated government spending
(0.3 percent of GDP). Actual paid expenditures on the poverty benefit
were a miniscule 0.4 percent of consolidated budget spending, or less than
0.1 percent of GDP. Armenia and the Kyrgyz Republic have been far more
successful at introducing and operating limited benefit schemes targeted
to the poor.

Notes

1. There are many reasons why inequality can have a direct negative impact on
growth. If capital markets are imperfect, inequality can reduce investment oppor-
tunities and worsen borrowers' incentives, with negative consequences for growth.
High inequality can also increase macroeconomic volatility and hence indirectly
affect growth. And greater inequality can create large divergences in interests,
which can prevent the adoption of socially efficient policies.

2. Nonfinancial micro-constraints constitute the main barrier to the emer-
gence and expansion of new private enterprises throughout the region. Infla-
tion comes next, followed by lack of financing, corruption, and anticompetitive
practices.

3. Arrears fall disproportionately on workers with low wages and little educa-
tion (chapter 4).

4. Once demand for labor recovers in the CIS, patterns are likely to follow the
trend we have seen in Central and Eastern Europe: low skilled and poorly edu-
cated workers lose out. As this happens, these policies will gain in importance for
the CIS as well as for CSB.

S. According to GosKomStat, Russia's statistical agency, the proportion of Rus-
sian children in preschool facilities dropped by more than 50 percent between the
mid-1980s and the mid-1990s. This sharp decline in the number of kindergartens
and nurseries was accompanied throughout the region by an increase in the cost
of government-provided care. Before the transition, childcare costs were typically
covered (partially or totally) by subsidies from the federal and local governments
or by employers. By 2000, most company-provided daycare services in the CIS
had been transferred to local and municipal governments, which usually lack the
resources to operate them at all.

6. The material in these paragraphs draws heavily on Metts (2000).
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APPENDIX A

Measurement of Living Standards
and Inequality

Measurement of Living Standards

To examine poverty and inequality, we need a measure of well-being. Ide-
ally, this measure should correspond as closely as possible to the way indi-
viduals experience their standards of living, including the effects of access
to social services; social stigma; stress; insecurity; vulnerability; and social
exclusion. Here we focus only on material well-being, which we measure
using information on household expenditure or income.

The construction of the measure of material well-being involves two
steps. First, we need to decide whether to base it on income or consump-
tion, and which components of income or consumption to include. Sec-
ond, we need to decide how to adjust the income or consumption measure
for economies of scale at the household level.

To estimate a poverty rate based on the measure of well-being, we need
to establish a poverty line. The poverty line is discussed below. More de-
tailed information on the measurement of living standards and the calcu-
lation of poverty and inequality statistics can be found in World Bank
(1993), Ravallion (1994), and Deaton (1997). This measure of well-being
can also be used to calculate inequality statistics.

Material Well-Being as a Consumption or Income Aggregate

There are several reasons why household consumption (money expendi-
tures plus the value of food produced on a household plot) is believed to
be more accurate than income for measuring well-being in transition econo-
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mies. In many CIS countries people are paid very irregularly, with several
months of wage arrears common. In this context, consumption is smoothed
while income is very erratic. Furthermore, income underreporting is
marked, because survey respondents are not willing to fully disclose ille-
gal or semilegal income sources. Finally, produce from the household plot
has become a mainstay of food consumption and this is not a standard
component of money income.

Hence, in this book, we rely mainly on consumption-based measures
of poverty, although we use income-based ones for a few countries where
a measure of consumption information is available.1 Consumption is gen-
erally defined as the sum of expenditures on current purchases plus the
value of food produced and consumed by the household. Ideally, the use-
value rather than the purchase expenditures of consumer durables and
real estate should be included. In practice, the imputation of these use-
values is not always possible and the monetary value of home-production
is not always known. Hence, the consumption definitions used for the
countries in this study vary somewhat in their treatment of consumer
durables and the value of food produced by the household (see table C.2
for details).

This book uses both the income and consumption aggregates to calcu-
late measures of inequality. While consumption may be a more accurate
measure of material well-being, examining income inequality offers two
benefits. First, it is easier to make international comparisons using in-
come inequality since income inequality statistics are available for more
countries. Second, we can obtain insights into the drivers of inequality by
decomposing income inequality into the contributions of the various in-
come sources.

Adjustment for Economies of Scale

Household income or expenditure needs to be adjusted for household
composition to be a useful measure of material well-being. Clearly, a one-
person household living on $250 per month is materially better off than a
five-person household living on $250 per month. A simple solution is to
divide by the number of household members, but most people would agree
that a five-person household with $250 per month is better off than a
single person having to live on $50 per month because of economies of
scale in consumption. Economies of scale arise in many ways-for ex-
ample, by sharing certain expenditures such as expenditures on housing,
utilities, cars, or newspapers. Apart from household size, the age or gen-
der of household members may also influence the amount of income or
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consumption needed to attain a certain level of well-being. It is commonly
thought, for example, that the consumption needs of very young children
are less than working-age adults.

Economies of scale can be approximated by adjusting the household
size variable to derive a variable called equivalent household size. For
example, a household with an equivalent size of 3.5 needs to spend 3.5
times as much as a single adult in order to be equally well off as the single
adult. The equivalence scale usually takes both the age structure and the
number of individuals in a household into account. A large class of two-
parameter equivalence scales can be described by the formula

Equivalent size = (adults + a * children)0

where adults stands for the number of adults in the household, children
stands for the number of children ages 15 and below, and a and 0 are
parameters between 0 and 1. A higher 0 implies fewer economies of scale.
A lower value of a gives less weight to children's consumption. A simpli-
fied one-parameter version of this scale allows only household size to vary:

Equivalent size = (household size)'.

The special case of both a and 0 = 1 yields the familiar per capita measure.

Some commonly used scales do not fall in the category of equivalence
scales described by the above formula. The OECD, for example, has used
the following equivalence scale:

Equivalent size = 0.3 + 0.7 * adults + 0.5 * children.

The OECD currently uses a revised scale with stronger scale economies:

Equivalent size = 0.5 + 0.5 * adults + 0.3 * children.

Unfortunately, there is no accepted way to estimate equivalence scales
(Deaton and Paxon 1996, Deaton 1997). A number of methods are used,
but each has major drawbacks. As a result, a wide variety of equivalence
scales is used in various countries. This makes intercountry comparisons
of poverty and inequality difficult, because measures of poverty and in-
equality are sensitive to the equivalence scale used. The literature suggests
that a one-parameter scale (based on household size) give fairly similar
results to two-parameter equivalence scales; results based on the OECD
scales show similar results to one-parameter equivalence scales with a
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value of 0 around 0.5-0.6 (Figini 1998). Varying the economy of scale
parameter may change the relative poverty risks of different demographic
subgroups of the population, notably the elderly and children, as Lanjouw
and others (2000) show.

Because there is no generally accepted way to estimate equivalence
scales, in this book we calculate poverty and inequality measures using
three different values of 0 = 0.5, 0.75, and 1.00 for the poverty line set at
50 percent of median expenditure (or income). In the main text we report
results based on 0 = 0.75, which seems a reasonable estimate for transition
countries, in light of the fact that energy prices are subsidized and housing
costs are not included in expenditure estimates-two major sources of
economies of scale in OECD economies.

Poverty Lines

The third task is to set a poverty line. There are two types of poverty lines:
absolute and relative. Absolute lines set an absolute minimum standard of
living and are typically based on a fixed basket of food products (deemed
to represent minimum nutritional intake necessary for good health) plus
an allowance for other expenditures (such as housing and clothing). Hence
absolute lines can vary across countries, depending on the composition of
the consumption basket.

To facilitate comparisons across countries, a poverty line is fixed in
U.S. dollars and then converted into national currency units using pur-
chasing power parity (PPP) exchange rates. PPP rates measure the relative
purchasing power of different currencies over equivalent goods and ser-
vices. Market exchange rates are not appropriate for welfare comparisons
because they do not account for the sometimes substantial differences in
relative prices between economies. PPP rates also take into account differ-
ences in the structure of consumption between countries. However, they
are not without problems (see World Bank 2000).

This book uses an absolute poverty line of $2.15 per person per day to
derive cross-country estimates of absolute deprivation. This poverty line
is roughly equal to the lowest absolute poverty lines that are used by
transition countries in the Europe and Central Asia region and that are
based on a nationally determined minimum food basket plus an allow-
ance for nonfood expenditures. Because most transition countries have
national absolute poverty lines that exceed $2.15 per day per person, we
also provide poverty estimates based on an absolute poverty line of $4.30
per day per person. The absolute poverty lines are converted into na-
tional currency using 1996 PPP exchange rates (the most recent ones avail-
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able). Next, the absolute poverty line, expressed in 1996 national cur-
rency, is adjusted for inflation using the national consumer price index to
yield an absolute poverty line for the year in which the consumption or
income data were collected.

Irrespective of absolute needs, people may consider themselves poor
when their living standards are substantially below those of others in their
country. This type of poverty is captured by relative poverty lines, which
define poverty relative to national living standards. Relative poverty lines
are useful for international comparisons of the characteristics of the worst
off individuals in each country. Relative poverty lines are usually set as a
fixed percentage of median or mean equivalent household income. We
calculate poverty profiles using three common relative poverty lines. For
clarity of exposition, we use 50 percent of median income as our base
relative poverty line in the main text. However, Appendix D also reports
poverty estimates for one-third and two-thirds of median consumption.

Poverty and Inequality Statistics

Poverty Statistics

The simplest and most commonly used measure of poverty is the headcount
index, which is given by the fraction of individuals with equivalent con-
sumption below the poverty line.2 This measure, however, does not tell us
whether the poor are only slightly below the poverty line or whether their
consumption falls substantially short of the poverty line. Moreover, the
headcount measure also does not reveal whether all the poor are about
equally poor or whether some are very poor and others just below the
poverty line.

To examine these three dimensions of poverty-headcount, shortfall,
and inequality among the poor-we use the Foster, Greer, and Thorbecke
(1984) class of poverty measures. This class is described by

P(c) =-I [max J ( i, 0J

where ax is the parameter (explained below), z is the poverty line, ci is
equivalent consumption of individual i, and n is the total number of indi-
viduals. If we set cc equal to 0, we obtain P(O), or the poverty headcount
index. P(O) simply measures the fraction of individuals below the poverty
line. If we set cc equal to 1, we obtain P(1), or the poverty deficit. The



372 MAKING TRANSITION WORK FOR EVERYONE

poverty deficit is a poverty measure that takes into account how far the
poor, on average, are below the poverty line. One can show

P(1) - P(O) * (Average Deficit)

where the average deficit is the amount, measured as a percentage of the
poverty line, by which the mean consumption of the poor on average falls
short of the poverty line. An average deficit of 20 percent means that
mean consumption of the poor falls 20 percent short of the poverty line. A
poverty deficit of S percent means that if a country could mobilize re-
sources equal to 5 percent of the poverty line for every individual and
distribute these resources to the poor in the amount needed to bring each
individual up to the poverty line, then, in theory, poverty could be elimi-
nated.

Finally, if we set oc equal to 2, we obtain P(2), sometimes also called the
severity of poverty or FGT(2). This poverty measure captures difference
in the severity of poverty, since it effectively gives more weight to those
consumption of the poorest.

In our presentation of the poverty results, we rely mainly on the head-
count index.

Inequality Statistics

There are many ways to measure inequality because inequality is a multi-
dimensional concept. This book relies mostly on three types of inequality
measures: (1) quantile ratios; (2) Gini coefficients; and (3) Theil inequal-
ity measures.

Quantile ratios are straightforward indicators of inequality that are
easy to interpret. The most common quantile ratio is the 90/10 ratio, which
is the equivalent consumption at the 9 oth percentile of the equivalent con-
sumption distribution divided by the equivalent income at the 1 0 th per-
centile. This measure is easy to interpret. For example, if the 90110 ratio is
equal to 4, then the poorest person of the richest 10 percent of the popula-
tion consumes 4 times as much as the richest person of the poorest 10
percent. The 90/10 ratio can be decomposed; it is equal to the product of
the 90/SO ratio and the S0/10 ratio. This decomposition tells us to what
extent the 90/10 ratio is driven by inequality in the top of the distribution
versus inequality at the bottom end. Quantile ratios are insensitive to out-
liers either in the very top or very bottom tail of the consumption distribu-
tion. However, quantile ratios do not reflect what happens in other parts
of the distribution. For example, no change in inequality anywhere be-
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tween the 1 1th and the 8 9 ,h percentile would ever be reflected in a 90/10
ratio. To address this shortcoming, we also use Gini and Theil coefficients.

The Gini coefficient is given by:

/ln i'( 2 t

where there are n individuals indexed by i, their equivalent consumption
is given by ci, mean equivalent consumption is denoted by g, and where r,
is household's i rank in the equivalent consumption ranking (that is, for
the household with the lowest equivalent consumption ri equals 1, while
for the household with the highest equivalent consumption ri equals n).
The Gini coefficient is bounded between 0 and 1, with 0 indicating abso-
lute equality and 1 indicating absolute inequality. The Gini coefficient is
especially sensitive to changes in inequality in the middle of the equivalent
consumption distribution.

Another widely used class of inequality indicators is the generalized
entropy class developed by Theil. Within that class, we use the Theil mean
log deviation index,

E(O) = I In( n(= In I n ,(,)).

and the Theil entropy index,

E(l) = , c I (nci

Both measures are zero for perfect equality. For complete inequality (one
person consumes everything), E(O) goes to infinity while E(1) reaches nln(n).
The two Theil inequality measures differ in their sensitivity to inequality
in different parts of the distribution. The entropy measure, E(1), is most
sensitive to inequality in the top range in the distribution, while the mean
log deviation measure, E(O), is most sensitive to inequality in the bottom
range of the distribution.

Inequality can be decomposed along two dimensions. One can decom-
pose total inequality in equivalent consumption into the contribution of
each component of equivalent consumption. Because equivalent consump-
tion has relatively uninteresting components, this decomposition is usu-
ally performed for income inequality by the sources of income (labor
income, self-employment income, state transfers, and so on). This decom-
position can be performed using the Gini coefficient. The second way of
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decomposing inequality is to decompose it into inequality within popula-
tion subgroups and between subgroups. This decomposition can be per-
formed using the Theil indices.

Inequality Decomposition by Income Source Using Gini Coefficient

Since the source decomposition is typically performed using income, we
present it for income rather than equivalent consumption. Following
Shorrocks (1982), we decompose the Gini coefficient into the contribu-
tion of income sources. The contribution of each income source is the
product of a concentration coefficient for that income source and the
fraction of that income source in total income.

More formally, Gk, the concentration coefficient for income compo-
nent k, is given by

G, 2 k__

p1 n i,( 2 )Y

where Yk,i is component k of the income of individual i, mean total in-
come is denoted by p, and ri is household's i rank in the ranking of total
income. The Gini coefficient is a weighted sum of the concentration coef-
ficients

K K

G = /, - ; =G Sk G,
k=l P k=l

where Sk = gk/#is the share of the component k in total income. The
percentage contribution of income source k to total income equality is
found to be

Pk Sk Gk x100%
G

The expression above gives the overall contribution of income source
k to inequality. However, we may also wish to know the marginal contri-
bution of each source to inequality. In other words, by what percentage
would inequality increase if income source k increased by x percent?
Lerman and Yitzhaki (1994) show that the elasticity of the Gini coeffi-
cient with respect to Sk is given by:

Sk (Gk G)
eGS*- G
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Hence, whenever the concentration coefficient of income source k is
greater than the overall Gini coefficient, an increase in the income source
k (holding everything else constant) will increase inequality. In particular,
if the share of income source k increases by 1 percent, overall inequality
will increase by E G,S, percent.

Inequality Decomposition by Population Subgroup Using
Theil Indices

The Gini coefficient does not lend itself well to a decomposition by popu-
lation groups. For that purpose, the Theil generalized entropy class of
inequality measures is used.

Decomposition by population groups allows us to look more closely at
the causes of inequality. Following Bourguignon (1979) and Shorrocks
(1980), we decompose total inequality into a component that is due to
inequality across population subgroups, and into a component that is due
to inequality within these subgroups. This decomposition can be performed
for various population groupings.

Let the population be divided into m mutually exclusive and exhaus-
tive subgroups. Let the population share of the th group in the popula-
tion be given by wj, and the consumption share by v1.

We can now rewrite the Theil mean log deviation index as

E(O) = Xw1E(O)j +jWj hI-I
j=I j= V V

where E(O) is the mean log deviation measure calculated for all individu-
als in subgroup j. The first summation is a weighted average (using popu-
lation shares as weights) of the mean log deviation measures calculated
for the subgroups. Hence, this first term gives the component of overall
inequality that is due to inequality within subgroups. The second summa-
tion is the mean log deviation measure calculated on mean consumption
of each subgroup (and weighting each subgroup by its population share).
Hence, this second term gives the component of inequality that is due to
between-group differences.

The decomposition for the Theil entropy measure is similar and given
by

E(l) = vjE(I)j +i wi n|i)
j= j=_ Wj Wj)
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where E(1), is the Theil entropy measure calculated for all individuals in
subgroup j. The first summation is a weighted average (using consump-
tion shares as weights) of the entropy measures calculated for the sub-
groups. Hence, this first term gives the component of overall inequality
that is due to inequality within subgroups. The second summation is the
entropy measure calculated on mean consumption of each subgroup (and
weighting each subgroup by its population share). Hence, this second
term gives the component of inequality that is due to between-group dif-
ferences.

Notes

1. Countries where we used income-based measures include Hungary and the
Slovak Republic.

2. The exposition of the poverty and inequality measures is phrased in terms of
equivalent consumption, but the same measures could be applied to equivalent
income.
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APPENDIX B

Data Sources

These technical notes discuss the sources and methods used to compile
the poverty and inequality indicators presented in appendix D. The notes
are organized by table and within table, and by indicator in order of
appearance.

Sources

The poverty and inequality data presented in appendix D and used
throughout this book are taken from household-level surveys implemented
in the countries. The tables were created directly from the source data
with the exception of Estonia 1995. The data used to prepare the tables
for Estonia 1995 were taken from the household expenditures and in-
come data for transitional economies (HEIDE) dataset.1 The data included
in all of the surveys included in the analyses are nationally representative,
with the exception of the "Albania 1996 Employment and Welfare Sur-
vey. " The data from this survey do not include the capital city of Tirana.

Data Consistency and Reliability

The definitions for the indicators included in the tables have been stan-
dardized to the extent possible, but differences remain. The definitions of
the individual indicators change depending on the information available
in the surveys used to provide the tables. Individual definitions of the
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variables used in the poverty and inequality tables are included in appen-
dix C (tables C1.1 through C1.5). Definitions of the components included
in the consumption and income aggregates are included in appendix C.

Poverty Profiles and Inequality Measures

Poverty profiles and inequality measures for the most recent survey, with
exceptions as noted below, are presented in appendix D.

Sampling
weights

Country Survey Year(s) Sample size used

Albania Employment and Welfare Survey 1996 1,506 households Yes
7,619 individuals
(does not include
Tirana)

Armenia Living Standards Survey 1998-99 3,600 households No
15,632 individuals

Household Expenditure Survey 1996 4,920 households No
19,407 individuals

Azerbaijan Azerbaijan's Study of People's 1999 1,011 households Yes
Priorities 5,161 individuals

Living Standards Measurement 1995 2,016 households Yes
Study 10,012 individuals

Belarus Household Sample Survey 1999 5,152 households Yes
14,964 individuals

Household Sample Survey 1996 5,069 households Yes
14,893 individuals

Bulgaria Integrated Household Survey 1997 2,322 households No
6,497 individuals

Integrated Household Survey 1995 2,468 households No
7,199 individuals

Croatia Household Budget Survey 1998 3,123 households Yes
9,433 individuals

Czech Republic Microcensus 1996 28,148 households Yes
71,836 individuals

Microcensus 1992 15,676 households Yes
41,896 individuals

(Table continues on next page.)
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Sampling
weights

Country Survey Year(s) Sample size used

Estonia Household Income and 1998, 4th 2,397 households Yes
Expenditures Survey quarter 6,588 individuals

Household Income and 1995 2,818 households Yes
Expenditures Survey 8,758 individuals

Georgia Survey of Georgian Households' 1999,4th 2,842 households Yes
quarter 9,81 7 individuals

Survey of Georgian households 1996-97 2,520-2,699 Yes
households

9,319-9,962
individuals

Hungary Household Budget Survey 1997 7,559 households No
20,073 individuals

Kazakhstan Living Standards Measurement 1996 1,996 households No
Survey 7,224 individuals

Kyrgyz Living Standards Measurement 1998 2,962 households Yes
Republic Survey' 15,301 individuals

Living Standards Measurement 1997 2,693 households Yes
Survey 13,630 individuals

Latvia Household Budget Survey 1997-98 7,690 households Yes
21,693 individuals

Lithuania Household Budget Survey 1999 4,029 households Yes
11,994 individuals

Macedonia, Household Budget Survey 1996 1,514 households Yes
FYR 6,242 individuals

Moldova2 Household Budget Survey 1999, 41h 1,539 households Yes
quarter 4,315 individuals

Household Budget Survey 1997, 3rd 1,962 households Yes
quarter 5,857 individuals

Poland Household Budget Survey 1998 31,708 households Yes
100,613 individuals

Romania Living Standards Measurement 1998 32,054 households Yes
Survey 98,876 individuals

Russian Russian Longitudinal Measure- 1998 3,619 households Yes
Federation ment Survey 10,222 individuals

(Table continues on next page.)
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Sampling
weights

Country Survey Year(s) Sample size used

Slovak Microcensus 1997 16,336 households Yes
Republic1l 3 48,740 individuals

Slovenia Household Income and 1997-98 2,577 households No
Expenditures Survey 7,792 individuals

Household Income and 1993 3,270 households Yes
Expenditures Survey 11,078 individuals

Tajikistan Living Standards Measurement 1999 2,000 households No
Survey 14,142 individuals

Turkmenistan Living Standards Measurement 1998 2,096 households No
Survey 12,138 individuals

Ukraine Household Income and 1999 9,320 households Yes
Expenditures Survey' 26,156 individuals

Household Income and 1996 2,322 households No
Expenditures Survey 5,403 individuals

Household Income and 1995 2,024 households No
Expenditures Survey 4,567 individuals

Notes:
1. Poverty profile tables are not available for this survey.
2. The poverty profile is based on data drawn from the June 1996 through December 1997 quar-
terly data. The absolute poverty rates are based on the 1999 fourth quarter data.
3. Household level data only included in the survey. Number of individuals calculated by summing
the value found in the variable in which the number of household members is detailed across the
entire data set. The survey reports on income received in 1996.

Note

1. See Jeanine Braithwaithe, Christiaan Grootaert, and Branko Milanovic
(1999), Poverty antd Social Assistantce in Transitiont Countries, New York: St.
Martin's Press, for a description of the HEIDE data set.
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Variable Definitions for Poverty and Inequality Tables

Table C.1 Education

Country Year Primary General secondary Specialized secondary Tertiary

Albania 1996 Highest level of education Highest level of education Highest level of education Highest level of education
completed includes creche, completed is general second- completed is technical/voca- completed is post-secondary,
pre-school, elementary, or ary. tional secondary. vocational, or university.
middle school.

, Armenia 1996 Highest level of education Adult with highest grade com- Highest level of education Highest level of education
completed is 7 years. pleted: general secondary completed is vocational/pro- completed is any year of col-

school, 8 to 12 years. fessional/technical. lege, institute, university, acad-
emy, or post-graduate courses,
or internships.

Armenia 1998-99 Highest level of education Adult with highest grade com- Highest level of education is Highest level of education
completed is 7 years. pleted: general secondary vocationaVprofessional/techni- completed is any year of col-

school, 8 to 12 years. cal. lege, institute, university, acad-
emy, or post-graduate courses,
or internships.

Azerbaijan 1995 Highest level of education Highest level of education Highest level of education Highest level of educationcompleted is 8 years. completed is secondary. completed is professional/ completed is higher education,
technical, secondary technical, Candidate of Science, Doctor of
or specialized secondary. Science, or Professor.

(Table continues on next page.)



Table C.1 (continued)

Country Year Primary General secondary Specialized secondary Tertiary

Azerbaijan 1999 Highest level of education Highest level of education Highest level of education Highest level of education
completed is 8 years. completed is secondary. completed is professional/ completed is higher education,

technical, secondary technical, Candidate of Science, Doctor of
or specialized secondary. Science, or Professor.

Belarus 1996 Highest level of education Highest level of education Highest level of education Highest level of education
completed is 7 years. completed is secondary educa- completed is vocational/pro- completed is any year of col-

tion (8-12 years). fessional/technical. lege, institute, university, acad-
emy, or post-graduate courses,
or internships.

Belarus 1999 Highest level of education Highest level of education Highest level of education Highest level of education
completed is primary (3 years) completed is general second- completed is vocational/pro- completed is any year of col-

wi orincompletesecondary(fewer ary education (8 years). fessional/technical. lege, institute, university, acad-
than 8 years). emy, or post-graduate courses,

or internships.

Bulgaria 1995 Highest level of education Highest level of education Highest level of education Highest level of education is at
completed is from 1st year of completed is 4th year of middle completed is any year of tech- least 1st year of university or
elementary school to 3rd year school to 3rd year of general nical secondary or any year of occupation-specific higher
of middle school. secondary school. vocational secondary. education.

Bulgaria 1997 Highest level education com- Highest level of education Highest level of education Highest level of education is at
pleted is from lst year of el- completed is 4th year of middle completed is any year of tech- least 1st year of university or
ementary school to 3rd year of school to 3rd year of general nical secondary or any year of occupation-specific higher
middle school. secondary. vocational secondary. education.

(Table continues on next page.)



Table C.1 (continued)

Country Year Primary General secondary Specialized secondary Tertiary

Croatia 1998 Primary or less. "Secondary": 4-yearvocational "Basic vocational": Basic voca- Post-secondary and higher
secondary and grammar tional school (1-3 years). education.
school.

Czech Republic 1992 8 or 9 years of elementary General: General high school Specialized high school with Completed university educa-
school, including negligible with matura (gymnasium); vo- matura (commercial school, tion.
percentage of not completed cational: vocational school or etc.) or post-high school, in-
primary education. lower secondary (2-3 years), cluding the lowest college de-

education without matura. gree (2 years of university).

Czech Republic 1996 8 or 9 years of elementary General: General high school Specialized high school with Completed university educa-
school, including negligible with matura (gymnasium); vo- matura (commercial school, tion.

x0 percentage of not completed cational: vocational school or etc.) or post-high school, in-
primary education. lower secondary (2-3 years) cluding the lowest college de-

education without matura. gree (2 years of university).

Estonia 1995 No formal education; primary. Secondary; specialized sec- Secondary plus other courses; Higher education.
ondary. apprenticeship degree.

Estonia 1998 No individual-level data are
available, only household- level
data.

Georgia 1996-97 Highest level of education Adult with highest grade com- Highest level of education Highest level of education
completed is 7 years. pleted: general secondary completed is vocational/pro- completed is any year of col-

school (8 to 12 years). fessional/technical. lege, institute, university, acad-
emy, or post-graduate courses
or internships.

(Table continues on next page.)



Table C.A (continued)

Country Year Primary General secondary Specialized secondary Tertiary

Hungary 1997 Completed 8 or fewer years in Completed secondary gram- Completed vocational training Completed college or univer-
elementary school. mar school. school, vocational school, or sity.

vocational secondary school.

Kazakhstan 1996 Highest level of education Highest level of education Highest level of education Highest level of education
completed is 1 to 7 years. completed is 8 to 12 years. completed is additional techni- completed is any year of col-

cal training after completing lege, institute, university, acad-
general secondary school. emy, or post-graduate courses

or internships.

Kyrgyz Republic 1993 Highest level of education Highest level of education Highest level of education Highest level of education
ui completed is 8 or fewer years. completed is any year of high completed is high school and completed is 10 or more years

school (8-10 years). other. of primary and secondary
schooling, and one or more
additional levels.

Kyrgyz Republic 1997 Highest grade completed is 7 Adult with highest grade com- Highest diploma or certificate Highest diploma or certificate
or fewer years. pleted: secondary school is 8 received is professional, tech- received is higher education,

to 12 or highest diploma or nical school, or technikum. diploma, candidate of science,
certificate received is incom- or doctor of science.
plete secondary or complete
secondary.

Latvia 1997-98 Primary,lowerthanprimary,or Secondary, secondary techni- Vocational. Higher education.
did not study. cal, or special secondary.

Lithuania 1999 Variable provided in data set, Variable provided in data set, Variable provided in data set, Variable provided in data set,
no definition given. no definition given. no definition given. no definition given.

(Table continues on next page.)



Table C.A (continued)

Country Year Primary General secondary Specialized secondary Tertiary

Macedonia, FYR 1996 Completed primary. Completed secondary. High and higher education.

Moldova 1997 Primary, incomplete primary, or General secondary, incomplete Specialized secondary (voca- Higher and incomplete higher.
no school. secondary. tional or technical).

Poland 1998 Primary or less. "Secondary": Vocational sec- "Basicvocational": Basicvoca- Post-secondary and higher
ondary and general secondary tional school. education.

Romania 1998 Adults with 8 years of educa- Vocational: completed voca- High school or post-high College (14 years of education)
oN tion or less. Separate categories tional school or 10 years of edu- school. Completed 12 years of or university (including post-

were computed for those cation. education (high school), orvo- graduate studies) completed.
youngerthan 15, and foradults cation post-high school.
without school.

Russian 1998 Highestlevelofeducationcom- Highestlevelofeducationcom- Highest diploma or certificate Highest diploma or certificate
Federation pleted is 8 years or less. pleted is any year of high school received is professional, tech- received is higher education,

(8-11 years). nical school, or technikum. diploma, candidate of science,
or doctor of science.

Slovenia 1993 Completed 8 or fewer years of Completed occupational school Completed 3- or 4-year courses
schooling. or high school. in university or completed post-

graduate degrees or higher.

Slovenia 1997-98 Primary school and first phase Second phase of secondary Higher education.
of secondary education. education.

(Table continues on next page.)



Table C.1 (continued)

Country Year Primary General secondary Speciali2ed secondary Tertiary

Tajikistan 1999 Highest level of education com- Highest level of education com- Highest level of education com- Highest level of education com-
pleted is 8 years. pleted is secondary education. pleted is professional or tech- pleted is higher education, can-

nical, secondary technical, or didate of science, doctor of
specialized secondary. science, or professor.

Turkmenistan 1998 Completed 6 or fewer years of Completed between the 7th to Any education after 9gh or 10th
schooling. gth or 1Oth grades. grades, including vocational

training and colleges.

Ukraine 1995 7 years of education or less. Incomplete secondary (fewer Vocational training school after Incomplete higher (3 years or
than 10 years), complete sec- 7-8yearsorvocationaltraining more), or higher.
ondary (10-11 years), or spe- school after 10-11 years.

-.1 cialized secondary (college and
so on).

Ukraine 1996 7 years of education or less. Incomplete secondary (less Vocationaltrainingschoolafter Incomplete higher (3 years or
than 10 years), complete sec- 7-8yearsorvocationaltraining more), or higher.
ondary (10-11 years), or spe- school after 10-11 years.
cialized secondary (college and
so on).



Table C.2 Location/Access to Land and Automobile

Country Year Urban Rural Region Access to land Access to automobile

Albania 1996 Definition based on ad- Definition based on ad- Notusedbecausevariable Doyouhaveaccesstoany Do you have a car, notministrative units used to ministrative units used to in the data set was appar- agricultural land that could used for business?
select the sample. select the sample. ently badly defined. be used to produce crops

or raise livestock?

Armenia 1996 Urban settlements or Rural settlements and New administrative re- Access to private plot, Estimated based on car"Gorodskoi" (administra- "poselki" (administrative gions (marzes) collapsed. does not imply ownership. fuel spending or paymentstive definition based on definition based on 1991 for parking lot.1991 Census). Census).

Armenia 1998-99 Urban settlements or Rural settlements and New administrative re- Access to private plot, Do you have a car?ui "Gorodskoi" (administra- "poselki" (administrative gions (marzes) collapsed. does not imply ownership.cO tive definition based on definition based on 1991
1991 Census). Census).

Azerbaijan 1995 Variable provided in data Variable provided in data Variable provided in data Either now or at any time Families who own a car orset, no definition given. set, no definition given. set, no definition given, during the last 12 months, displaced persons who
has your family had any brought their cars with
land at its disposal? them.

Azerbaijan 1999 Baku only. Non-Baku. Variable provided in data Not used in the analyses. Not used in the analyses.
set, no definition given.

(Table continues on next page.)



Table C.2 (continued)

Country Year Urban' Rural Region Access to land Access to automobile

Belarus 1996 Large cities (population Variable provided in data South (Brest and Gomel Doesyourfamilyhaveany Howmanycarsdoesyour
more than 100,000). set, no definition given. regions (oblast)). land in use? family have?

Central (Minsk and Minsk - None.
regions (oblast)). - One.
West (Grodno region -Two.
(oblast)). - Three or more.
East (Mogilev and Vitebsk - Does not know, refuses
regions (oblast)). to answer.

Belarus 1999 Large cities (population Variable provided in data South (Brest and Gomel Doesyourfamilyhaveany Howmanycarsdoesyour
more than 100,000). set, no definition given. regions (oblast)). land in use? family have?

co Central (Minsk and Minsk - None.
regions (oblast)). - One.
West (Grodno region -Two.
(oblast)). - Three or more.
East (Mogilev and Vitebsk - Does not know, refuses
regions (oblast)). to answer.

Bulgaria 1995 Variable provided in data Variable provided in data Variable provided in data Do you have access to any Do you have a car?
set, no definition given. set, no definition given. set, no definition given. agricultural land that you

use to produce crops or
raise livestock?

Bulgaria 1997 Variable provided in data Variable provided in data Variable provided in data Do you have access to any Do you have a car?
set, no definition given. set, no definition given. set, no definition given. agricultural land that you

use to produce crops or
raise livestock?

(Table continues on next page.)



Table C.2 (continued)

Country Year Urban' Rural Region Access to land Access to automobile

Croatia 1998 Variable provided in data Variable provided in data Counties are grouped by Doeshouseholduseagri- Possessionbythehouse-
set, no definition given. set, no definition given, regions: "Zagreb": Grad cultural land? hold of a car.

Zagreb and Zagrebacka.
"Central": Krapinsko-
zagorska, Sisacko-mosla-
vacka, Karlovacka, Varaz-
dinska, Koprivnicko-
krizevacka, Bjelovarsko-
bilogorska and Medji-
murska. "Istra (N. Coast)":
Primorsko-goranska,
Licko-senjska and Istarska.
"Dalmacija (S. Coast)":
Zadarska, Sibensko-
kninska, Splitsko-dalma-
tinska and Dubrovacko-
neretvanska. "Slavonija":
Viroviticko-pod ravska,
Pozesko-slavonska,
Brodsko-posavska,
Osjecko-baranjska and
Vukovarsko-srijemska.

Czech Republic 1992 Urban 1: settlements of Urban 1: settlements of Former administrative re- In-kind income (food con- Household or a private
urban character (statistical rural character (statistical gions collapsed: Middle sumption) estimated 500 firm of any household
definition); Urban 2: capi- definition); Urban 2: all (Prague and Central Czech Koruna and over member owns car.

(Table continues on next page.)



Table C.2 (continued)

Country Year Urban' Rural Region Access to land Access to automobile

tal-onlyPrague;cities- settlements of rural char- Bohemia),West(Westand monthly(about10percent
settlements with 100,000 acter. North Bohemia), South of monetary percapita in-
inhabitants and more; (South Bohemia and come).
towns-othersettlements South Moravia), North
of urban character. (North Bohemia and North

Moravia).

Czech Republic 1996 Urban 1: settlements of Urban 1: settlements of Formeradministrative re- In kind income (food con- Household or a private
urban character(statistical rural character(statistical gions collapsed: Middle sumption) estimated 500 firm of any household
definition); Urban 2: capi- definition); Urban 2: all (Prague and Central Czech Koruna and over member owns car.
tal-only Prague; cities- settlements of rural char- Bohemia), West (West and monthly (about 10 percent
settlements with 100,000 acter. North Bohemia), South of monetary per capita in-
inhabitants and more; (South Bohemia and come).
towns-other settlements South Moravia), North
of urban character. (North Bohemia and North

Moravia).

Estonia 1995 Variable provided in data Variable provided in data Variable provided in data Access to private plot, Do you own a car?
set, no definition given. set, no definition given. set, no definition given. does not imply ownership.

Estonia 1998 Variable provided in data Variable provided in data Not included in data set. Not included in data set. Not included in data set.
set, no definition given. set, no definition given.

Georgia 1996-97 Urban settlements or Rural settlements and New administrative re- Access to private plot, Do you have a car?
"Gorodskoi" (administra- "poselki"(administrative gions collapsed. does not imply ownership.
tive definition based on definition based on 1991
1991 Census). Census).

(Table continues on next page.)



Table C.2 (continued)

Country Year Urban' Rural Region Access to land Access to automobile

Hungary 1997 Variable provided in data Variable provided in data Variable provided in data Used information on total Number of cars owned by
set, no definition given. set, no definition given. set, no definition given. area of cultivated land household.

available to household.

Kazakhstan 1996 Variable provided in data Variable provided in data Variable provided in data Did your family have apri- Do you have in your
set, no definition given. set, no definition given, set, no definition given. vate plot (a back yard, an household a passenger

orchard, a plot for veg- car?
etables, family farm,
rented plot) during the
past 12 months?

Kyrgyz 1993 Urban settlements or Rural settlements, often Variable provided in data Either now or at any time Do you have an auto or
Republic "Gorodskoi," equivalent to villages. set, no definition given. during the last 12 months, truck?

has your family had any
land at its disposal?

Kyrgyz 1997 Variable provided in data Variable provided in data Variable provided in data Householdswho reported Do members of your
Republic set, no definition given. set, no definition given. set, no definition given. positively to having any household own a car?

land available in the agri-
cultural module,

Latvia 1997-98 Variable provided in data Variable provided in data Variable provided in data Used information on total Information on whether
set, no definition given, set, no definition given. set, no definition given. area of land for farming, household owns car and

plot beside summer number owned.
house, or small garden.

(Table continues on next page.)



Table C.2 (continued)

Country Year Urban' Rural Region Access to land Access to automobile

Lithuania 1999 Large towns are formed Doesyourhouseholduse Householdownscar(pos-
by the 5 biggest towns in a plot of land? session of durable goods).
Lithuania (Vilnius, Kaunas,
Klaipeda, Siauliai, Pane-
vezys).

Macedonia, FYR 1996 Variable provided in data Variable provided in data Capital and rest of the re- Area of cultivable land Number of cars greater
set, no definition given. set, no definition given. public. greater than zero. than zero.

Moldova 1997 Variable provided in data Variable provided in data Variable provided in data Household has access to Information on whether
set, no definition given. set, no definition given. set, no definition given. land for growing food. household owns car and

number owned.

Poland 1998 Variable provided in data Variable provided in data Voivodships (counties) Does household use land? Possession by the house-
set, no definition given. set, no definition given. are grouped by regions. hold of a motorcar.

"North": Bydgoszcz,
Elblag, Gdansk, Koszalin,
Pila, Plock, Slupsk, and
Szczecin. "Center": Ciecha-
now, Kalisz, Leszno, Lodz,
Piotrkow, Radom, Siedlce,
Sieradz, Skierniewice,
Torun, Warsaw, and
Wloclawek. "East": Bialys-
tok, Bielsk Podlaski,
Chelmno, Lomza, Lublin,
Olsztyn, Ostroleka, Prze-

(Table continues on next page.)



Table C.2 (continued)

Country Year Urban' Rural Region Access to land Access to automobile

mysi, Rzeszow, Suwalki,
Tarnobrzeg, and Zamosc.
"West": Gorzow, Jelenia
Gora, Konin, Legnica,
Poznan, Walbrzych, Wroc-
law, and Zielona Gora.
"South": Bielsko-Biala,
Cracow, Czestochowa,
Katowice, Kielce, and
Krosno.

Romania 1998 Administrative definition: Administrative definition: Administrative definition: The household owns or At least one household
urban areas are defined by what is not classified as From an administrative rents agricultural land. member owns a car.
law. urban: villages and com- point of view, Romania is

munes. organized in 41 judets.
Recently (1998) 8 devel-
opment regions have been
defined (by merging
neighboring judets), with
responsibilities for re-
gional development policy
design and implementa-
tion. These development
regions do not have ad-
ministrative functions.

(Table continues on next page.)



Table C.2 (continued)

Country Year Urban' Rural Region Access to land Access to automobile

Russian 1998 Variable definition pro- Variable definition pro- Variable definition pro- Householdswhoreported Do members of your
Federation vided in data set, no defi- vided in data set, no defi- vided in data set, no defi- positively to having any household own a car?

nition given. nition given. nition given. land available in the agri-
cultural module.

Slovenia 1993 Variable definition pro- Variable definition pro- Number of automobiles
vided in data set, no defi- vided in data set, no defi- was greater than zero.
nition given. nition given.

Slovenia 1997-98 Information not included Information not included Information not included Households with culti- Number of automobiles
in data set. in data set. in data set. vated land. was greater than zero.

Tajikistan 1999 Definition based on ad- Definition based on ad- Administrative definition: How many sotkas are Do any members of your
ministrative units used to ministrative units used to From an administrative availabletoyouandmem- householdowna passen-
select the sample. select the sample. point of view, Tajikistan is bers of your household? ger automobile?

divided into four regions: (includes 8 types of land:
Gorno-Badakhshan Au- individual garden plot, cot-
tonomous Oblast in the ton production, wheat pro-
east, Khatlon Oblast in the duction, other production,
south, Leninabad Oblast in raising animals (pasture),
the north, and RRS in the orchard/vineyard, fallow,
central part. The capital, other uses).
Dushanbe, is also counted
as a 5th seat of regional
government.

(Table continues on next page.)



Table C.2 (continued)

Country Year Urban' Rural Region Access to land Access to automobile

Turkmenistan 1998 Variable provided in data Variable provided in data Not available in the data. How many sotkas are Number of automobiles
set, no definition given. set, no definition given. available to your house- was greater than zero, in-

hold? If thetotalisgreater cluding motor boat, mo-
than zero, the household torcycle, car, truck, or
had access to land. tractors.

Ukraine 1995 Urban: Settlementsizeof Settlement size smaller Used regional breakdown Work on aland lot, cattle/ Inyourhousehold,doyou
100,001 people or more. than 10,000 people. as found in poverty analy- poultry breeding, and so have a motor vehicle?
Semi-urban: settlement sis. on, which belongs to you
size of 10,001 to 100,000 orto your household, fish-
people. ing, hunting, berries, and

mushroom gathering.

Ukraine 1996 Urban: Settlement size ot Settlement size smaller Used regional breakdown Has your household been Does any member of your
100,001 people or more. than 10,000 people. as found in poverty analy- using any land (a land lot, household own a car?
Semi-urban: settlement sis. kitchen garden, summer
size of 10,001 to 100,000 cottage, subsidiary farm,
people. and so on) during the last

12 months?



Table C.3 Demographics

Country Year Elderly Adults Household head

Albania 1996 65 years of age or older 15 years of age or older Head of household identified by the household when filling in the
roster of the questionnaire.

Armenia 1996 65 years of age or older 15 years of age or older Oldest male aged 18-59 with earnings; if no males with earnings
18-59 then oldest female with earnings aged 18-54; if no one with
earnings, oldest person.

Armenia 1998-99 65 years of age or older 15 years of age or older Head of household identified by the household when filling in the
roster of the questionnaire.

Azerbaijan 1995 65 years of age or older 15 years of age or older Head of household identified by the household when filling in the
'.0 roster of the questionnaire.

Azerbaijan 1999 65 years of age or older 15 years of age or older Head of household identified by the household when filling in the
roster of the questionnaire.

Belarus 1996 65 years of age or older 15 years of age or older Head of household identified by the household when filling in the
roster of the questionnaire.

Belarus 1999 65 years of age or older 15 years of age or older Head of household identified by the household when filling in the
roster of the questionnaire.

Bulgaria 1995 65 years of age or older 15 years of age or older Head of household identified by the household when filling in the
roster of the questionnaire.

Bulgaria 1997 65 years of age or older 15 years of age or older Head of household identified by the household when filling in the
roster of the questionnaire.

(Table continues on next page.)



Table C.3 (continued)

Country Year Elderly Adults Household head

Croatia 1998 65 years of age or older 15 years of age or older Head of household identified by the household when filling in the
roster of the questionnaire.

Czech Republic 1992 65 years of age or older 15 years of age or older Man in the couple, if one couple; economically active man if two
couples (man with higher income if two active men), economically
active woman if more women (woman with higher income if two
active women).

Czech Republic 1996 65 years of age or older 15 years of age or older Man in the couple, if one couple; economically active man if two
couples (man with higher income if two active men), economically
active woman if more women (woman with higher income if two
active women).

00

Estonia 1995 65 years of age or older 15 years of age or older Oldest male aged 18-59; if no males 18-59 then oldestfemale aged
18-54; if no females 18-54 then youngest male aged 60 or older; if
no males 18 or older then youngest female aged 55 or older; if no
females 18 or older then oldest person.

Estonia 1998 No individual level data are No individual level data are Variable provided in the data set, no definition given.
available, only household available, only household
level data level data

Georgia 1996-97 65 years of age or older 15 years of age or older Head of household identified by the household when filling in the
roster of the questionnaire.

(Table continues on next page.)



Table C.3 (continued)

Country Year Elderly Adults Householdhead

Hungary 1997 65 years of age or older 15 years of age or older Oldest male 18-59; if no male aged 18-59, oldest female 18-54; if
no female aged 18-54, youngest male 60+; if no male 60Q, young-
est female 55+; if no female 55+, oldest person.

Kazakhstan 1996 65 years of age or older 15 years of age or older Variable provided in data set, no definition given.

Kyrgyz Republic 1993 65 years of age or older 15 years of age or older Oldest male aged 18-59; if no males 18-59 then oldest female aged
18-54; it no females 18-54 then youngest male aged 60 or older; if
no males 18 or older then youngest female aged 55 or older; if no
females 18 or older then oldest person.

Kyrgyz Republic 1997 65 years of age or older 15 years of age or older Head of household identified by the household when filling in the
roster of the questionnaire.

Latvia 1997-98 65 years of age or older 15 years of age or older Head of household identified by the household when filling in the
roster of the questionnaire.

Lithuania 1999 65 years of age or older 15 years of age or older Individual with the highest yearly income in the household.

FYR Macedonia 1996 65 years of age or older 15 years of age or older Identified by household in the roster.

Moldova 1997 65 years of age or older 15 years of age or older Head of household identified by the household when filling in the
roster of the questionnaire.

Poland 1998 65 years of age or older 15 years of age or older Head of household identified by the household when filling in the
roster of the questionnaire.

(Table continues on next page.)



Table C.3 (continued)

Country Year Elderly Adults Household head

Romania 1998 65 years of age or older 15 years of age or older Reported by a household member. The interviewer collects infor-
mation from as many members of the household as possible, and
asks who is the head.

Russian Federation 1998 65 years of age or older 16 years of age or older Oldest male aged 18-59; if no males 18-59 then oldest female aged
18-54; if no females 18-54 then youngest male aged 60 or older; if
no males 18 or older then youngest female aged 55 or older; if no
females 18 or older then oldest person.

Slovenia 1993 65 years of age or older 15 years of age or older Variabie provided in data set, no definition given.

Slovenia 1997-98 65 years of age or older 15 years of age or older Variable provided in data set, no definition given.

Tajikistan 1999 65 years of age or older 15 years of age or older Head of household identified by the household when filling in the
roster of the questionnaire.

Turkmenistan 1998 65 years of age or older 15 years of age or older Head of household identified by the household when filling in the
roster.

Ukraine 1995 65 years of age or older 15 years of age or older Identified by age, gender, and member bringing in the largest share
of household income to have 4 values: male under 59, male over
59, female under 54, or female over 54. (Indicator was missing for
10% of the households.)

Ukraine 1996 65 years of age or older 15 years of age or older Head of household identified by the household when filling in the
roster.



Table C.4 Employment

Self-employedl Not employed!
Country Year Employed employer Unemployed not in workforce Retired

Albania 1996 If workingduringthepast If working during the Notworkinginthepast7 Notworkinginthepast7
7 days in a permanent past 7 days in own busi- days and not looking for days and not looking be-
wage job, atemporary job ness or farm. a job because of illness, cause retired.
with no contract or a tem- child care, education, or
porary job with a contract. housekeeping.

Self-identification refer-
Armenia 1996 ence: one month, crite- If working during the Self-identification-no Others, except retired. Not working and receiv-

rion-at least one day past month in own busi- work, no earnings, and ing a pension.
employed. ness or farm. active search for work.

i) During the lastweek, re-
Armenia 1998-99 spondent performed any If working during the lfworkingduringthepast Others, except retired. Not working and receiv-

activity aimed at obtaining past 7 days in own busi- 7 days actively seeking ing a pension.
means for life (for at least ness or farm. work, without work and
one hour). Or, (ii) even if available for work.
respondent did not work
last week, the respondent
had a job to return to. Or,
(iii) even if respondent is
unpaid family worker, pen-
sioner, housewife, jobless,
or in school, the respon-
dent did during the last
week at least one hour of
work for money, benefits
in-kind, or family gain.

(Table continues on next page.)



Table C.4 (continued)

Self-employed/ Not employed!
Country Year Employed employer Unemployed not in workforce Retired

Azerbaijan 1995 Work for wages. Work for wages and Doesnotworkforwages, Does not work for wages, Doesnotworkforwages,
identify self as self-em- but looked for a job dur- did not look for ajob dur- did not look for a job dur-
ployed, owner, or em- ingthe lastweek. ingthelastweek,andnot ing the last week, and
ployer. retired. identifies self as retired.

Azerbaijan 1999 Variable provided in data Variable provided in Variable provided in data Variable provided in data Variable provided in data
set, no definition given. data set, no definition set, no definition given. set, no definition given. set, no definition given.

given.

Belarus 1996 Blue-collar worker, white- Farmers and self-em- Unemployed (as reported Students, disabled, Pensioners.
collar worker, collective ployed as reported by by the respondent). housewives, and others
farmer, military service the respondent. not in the labor force.
person, and other em-
ployed.

Belarus 1999 Blue-collarworker,white- Farmers and self-em- Unemployed(as reported Students, disabled, Pensioners.
collar worker, collective ployed as reported by by the respondent). housewives, and others
farmer, military service the respondent. not in the labor force.
person, and other em-
ployed.

Bulgaria 1995 Workingforawageorrev- Working for a wage or Not working for wage or Notworkingforawageor Notworkingforawageor
enue during past 7 days at revenue during the past revenue during the past 7 revenue during past 7 revenue during the past 7
apermanentortemporary 7daysatown business days and is currently days due to sick leave, days, and not currently
job. or own farm. looking for work. maternity leave, vacation, looking for work because

seasonal or company is pensioner.
closed.

(Table continues on next page.)



Table C.4 (continued)

Self-employed! Not employed!
Country Year Employed employer Unemployed not in workforce Retired

Bulgaria 1997 Working for a wage or rev- Working for a wage or Not working for wage or Not working for a wage or Not working for a wage or
enue during past 7 days at revenue during the past revenue during the past 7 revenue during past 7 revenue during the past 7
a permanent ortemporary 7 days at own business days and is currently days due to sick leave, days, and not currently
job. or own farm. looking for work. maternity leave, vacation, looking for work because

seasonal or company is pensioner.
closed.

Croatia 1998 (i) Ouring the last week, (i) Respondent is not Not"employed"(seepre- Not"employed" (see pre-
respondent performed any "employed" (see previ- vious definition), not "un- vious definition) and re-
activityaimedatobtaining ous definition), has employed"(see previous ceives pension income.
means for life (for at least looked for a job or tried definition) and not "re-

o one hour). Or, (ii) even if to set up own firm or tired" (see next defini-
respondent did not work business over the last tion).
last week, the respondent four weeks and is able to
had a job to which to re- start working within the
turn. Or, (iii) even if re- next two weeks. Or, (ii)
spondent is unpaid family respondent has found a
worker, pensioner, house- job which starts soon and
wife, jobless, or in school, is able to start working
therespondentdidduring within the next two
the last week at least one weeks.
hour of work for money,
benefits in-kind, or family
gain.

(Table continues on next page.)



Table C.4 (continued)

Self-employed/ Not employedl
Country Year Employed employer Unemployed not in workforce Retired

Czech Republic 1992 According to self-declara- According to self-decla- Not employed and regis- Not employed in a perma-
tion,employedorself-em- ration, relatestothe last tered in the local labor nent job and receiving
ployed the last day of the day of the referring pe- office, not regarding if old-age or disability pen-
referring period (31 De- riod (31 December receiving unemployment sion benefits the last day
cember 1996). 1996). benefits, the last day of of the referring period (31

the referring period (31 December 1996).
December 1996).

Czech Republic 1996 According to self-declara- According to self-decla- Not employed and regis- Not employed in a perma-
tion,employedorself-em- ration, relates tothe last tered in the local labor nent job and receiving
ployed the last day of the day of the referring pe- office, not regarding if old-age or disability pen-
referring period (31 De- riod (31 December receiving unemployment sion benefits the last day
cember 1996). 1996). benefits, the last day of of the referring period (31

the referring period (31 December1996).
December 1996).

Estonia 1995 Variable provided in data Variable provided in data Variable provided in data
set, no definition given. set, no definition given, set, no definition given.

Estonia 1998 Variable provided in data Variable provided in Variable provided in data Variable provided in data Variable provided in data
set, no definition given. data set, no definition set, no definition given. set, no definition given. set, no definition given.

given.

Georgia 1996-97 i) During the last week, If working during the If working duringthepast Others, except retired. Not working and receiv-
respondent performed any past 7 days, in own 7 days actively seeking ing a pension.
activity aimed at obtaining business or farm. work, without work and
means for life (for at least available for work.

(Table continues on next page.)



Table C.4 (continued)

Self-em ployed/ Not employed!
Country Year Employed employer Unemployed not in workforce Retired

one hour). Or, (ii) even if
respondent did not work
last week, the respondent
had a job to return to. Or,
(iii) even if respondent is
unpaid family worker, pen-
sioner, housewife, jobless,
or in school, the respon-
dent did during the last
week at least one hour of
work for money, benefits
in-kind, or family gain.

Hungary 1997 Because of lack of docu- Deemed to be self-em- Deemed to be unem- Deemed to be not in la- Deemed to be retired if
mentation, this had to be ployed if of working age ployed if of working age borforce if not employed, does not fall into any of
ascertained indirectly. (>=16 years and <=55 if (>=16 years and <=55 if self-employed, or unem- previous categories.
Deemed to be employed if female or <=60 if male), female or <=60 if male), ployed and <=55 if female
of working age (>=16 earned income, wage earned income, wage or<=60 if male.
years and <=55 if female share of personal income share of personal income
or <=60 if male), earned exceeded share from un- less than share from un-
income, wage share of employment benefits, employment benefits or
personal income exceeded self-employment income personal income zero and
share from unemployment largest share of total seeking employment.
benefits, self-employment household income.
income not largest share
of total household income.

(Table continues on next page.)



Table C.4 (continued)

Self-employed! Not employed!
Country Year Employed employer Unemployed not in workforce Retired

Kazakhstan 1996 Currently employed by an Owner: Employed and Not "employed" (see pre- Not "employed" (see pre- Not "employed" (see pre-
enterprise, organization, answered yes to, "Are vious definition) and an- vious definition), did not vious definition), did not
collective farm, state farm, you the owner of the en- swered yes to, "Did you look for work, not a pen- look for work because is
cooperative with no fur- terprise where you look for a job or try to sioner. a pensioner.
ther specifications. mainly work?" start your own business

during the last 7 days?"

Kyrgyz Republic 1993 Employed full-time or Not employed by an en- Not currently in employ-
part-time as hired labor in terprise and so on, not ment and not looking for
an enterprise, organiza- self-employed, not full- employment.
tion, collective or state time student, and has at-
farm or cooperative. tempted to find work

during the last 30 days.

KyrgyzfRepublic 1997 During the last 7 days Employer: Employed Notemployed(seeprevi- Notemployed(seeprevi- Notemployed(seeprevi-
worked or had a business (see previous) and clas- ous definition) and ous definition) and did ous definition), did not
and did notclassifyself as sified self as employer. looked fora job inthe last not look for a job in the lookforajob in the last 7
employer. 7 days. last 7 days. days because is pen-

sioner or old.

Latvia 1997-98 Major source of income Majorsource of income Did not work in last week Deemed to be not in la- Deemed to be retired if
from working and self- from working and self- and has looked forwork borforceifnotemployed, does not fall into any of
employment income not employment income in past month or major self-employed, or unem- previous categories.
largest share of total largest share of total source of income from ployedand<=55iffemale
household income. household income. unemployment benefit. or <=60 if male.

(Table continues on next page.)



Table C.4 (continued)

Self-employed! Not employed!
Country Year Employed employer Unemployed not in workforce Retired

Lithuania 1999 Has been working in any Hasbeenlookingforajob Hasnotbeenlookingfor
activityforearningincome during the past 4 weeks. a job because individual
(in cash or in-kind) more is pensioner.
than one hour during the
past 7 days; or has a job
or business, but has not
been working due toweek-
end, vacation, illness,
childcare, and so on.

FYR Macedonia 1996 Variable provided in the Variable provided in the Variable provided in the Identified self as pen-
data set, no definition data set, no definition data set, no definition sioner only.
given. given. given.

Moldova 1997 Farmer or worked in agri- Worked as entrepre- Not employed or self- Major source of income Deemed to be retired if
culture or nonagriculture neur. employed, looked for was not from working does not fall into any of
sector. work in last 7 days, would and <=55 if female or above categories.

be able to work next <=60 if male.
week.

Poland 1998 (i) Over the last 7 days, Respondent is not "em- Not"employed" (seepre- Not"employed" (seepre-
respondent performed any ployed" (see previous vious definition), not "un- vious definition) and age
gainful or income-earning definition), has been employed" (see previous 65 years or older.
work or helped free of lookingforworkoverthe definition), and not "re-
charge in family business. last four weeks and is tired"(seenextdefinition).
Or, (ii) over the last 7 days,

(Table continues on next page.)



Table C.4 (continued)

Self-employed! Not employed!
Country Year Employed employer Unemployed not in workforce Retired

respondent had a job as ready to undertake work
hired laborer, self-em- this or next week.
ployed or helping free of
charge in family business,
or was temporarily absent
from the previously men-
tioned activities.

Romania 1998 Labeled:employee,wage- This category was split Notemployedand looked Residual category: with- Pensioners (recipient of
earner. into: a) employer for a job in the last 7 days outajob, but not looking. pension income).

(owner of a registered (ILO definition). Here we included regis-
business that hires em- tered unemployed who

oc ployees); b) self-em- reportedthattheyarenot
ployed in non-agricul- looking for a job.
tural activities; c) farm-
ers-self-employed in
agricultural activities.
This split was operated
because we noted dif-
ferences in poverty
risks among these
groups.

Russian Fed. 1998 Currentlyemployed byan Not "employed" and an- Notemployedanddidnot Not employed, and did
enterprise organization, swered yes to, "Did you look for a job in the last notlookforwork because
collective farm, state farm, look for a job or try to 30 days. is a pensioner.
or cooperative with no fur- start your own business
ther specifications. during the last 30 days?"

(Table continues on next page.)



Table C.4 (continued)

Self-employedl Not employed/
Country Year Employed employer Unemployed not in workforce Retired

Slovenia 1993 Variable provided in data Variable provided in Variable provided in data Variable provided in data
set, no definition given. data set, no definition set, no definition given. set, no definition given.

given.

Slovenia 1997-98 Individual is currently Individual defined as un- Individual defined as re-
working, or is temporarily employed in data set. tired, pupil, or student,
notworking (illness, vaca- involved in non-eco-
tion). nomic activity, unable to

work, in military service,
or less than 15 years old.

Tajikistan 1999 ILO definitions ILO definitions ILO definitions ILO definitions [LO definitions

Turkmenistan 1998 If working in past 7 days If working past 7 days If not working in past 7 Notworking inthe past7 Notworking in the past7
and claimed not to be self- and claimed to be self days and looking for a days and not looking be- days and not looking be-
employednoranindepen- employed or an entre- job, or not looking be- causeofbeingastudent, cause ispensionerorold.
dent entrepreneur. preneur. cause the respondent taking care of children, no

thought there were no time, retraining, ormater-
jobs or no good jobs to nity leave.
look for.

Ukraine 1995 Main occupation is Main occupation is Main occupation is Main occupation is Main occupation is pen-
"work," during the last 7 "work," during the last "work," during the past 7 householder, pupil of sec- sioner.
days employed by some- 7 days employed by days was not employed ondary school, college Identifies self as pen-
one outside of the family someone outside the by someone outside the student, full-time student sioner.
or worked on a land lot, family or worked on a family or worked on a of higher institute.

(Table continues on next page.)



Table C.4 (continued)

Self-employed/ Not employed/
Country Year Employed employer Unemployed not in workforce Retired

and was a hired worker land lot, and owner of a land lot, and did not work
with a private person, company having em- inthelast7daysbecause
company, agency or was ployees, or co-owner of waiting for a reply from a
individual lessee. a company having em- company, organization,

ployees or was self-em- employment agency, or
ployed. waiting for a new com-

pany to open.

Ukraine 1996 Main occupation is Employer: Main occu- Reason for not having a Identifies self as house-
"work," major income pation is "work," major job which brought in- keeper, pupil in second-
comes from job at an en- income comes from job come in the last 7 days is ary school, college

4 terprise, organization, at an enterprise, organi- being registered for a job student, or full-time stu-
° company, collective farm, zation, company, collec- and waiting for an answer dent of higher education

or work at a farmstead tive farm, or work at a or waiting for an answer institute.
economy, land lot, orsum- farmstead economy, from an enterprise, orga-
mer cottage, and does not land lot, orsummercot- nization, private person.
identify self as owner. tage, and identifies self

as owner. Self: Main
occupation is "work,"
major income comes
from work/occupation
made by self or together
with other people out of
organization, company,
or enterprise.



Table C.5 Income Eamers/StateTransfers/PrivateTransfers

Country Year Income earner State transfers Private transfers

Albania 1996 Number of people whoworked during the
past 7 days.

Armenia 1996 In the last month respondent had income Money income from social assistance ben- Gifts, alimony, and income from remit-
from wages, self-employment, or from ag- efits and other social transfers; all in-kind tances received in cash and in-kind.
riculture or forestry (including benefits transfers(foodandnon-foodgivenforfree
from private plot). or discount coupons for fuel/electricity).

Armenia 1998-99 In the last month respondenthad income Moneyincomefromsocialassistanceben- Gifts, alimony, and income from remit-
fromwages, self-employment, ortrom ag- ef its and other social transfers; all in-kind tances received in cash and in-kind.
riculture or forestry (including benefits transfers (food and non-food given for tree
from private plot). or discount coupons for electricity).

Azerbaijan 1995 Number of people listed as "employed." Income from pensions, pension aflow- Gifts from people who are not members
ances, bread allowances, child allowances, of the household.
and other state allowances, in money.

Azerbaijan 1999 Not used in the analyses. Not used in the analyses. Not used in the analyses.

Belarus 1996 Number of people who report that they Income from pensions, subsidies forfuel Financial assistance received from rela-
"work at present." (heating), Chernobyl benefits, child allow- tives or friends not living with family or

ances, household student grants, unem- from charitable organizations, as well as
ployment benefits, and other state alimony received by the household.
subsidies and benefits.

Belarus 1999 Number of people who report that they
"work at present."

(Table continues on next page.)



Table C.5 (continued)

Country Year Income earner State transfers Private transfers

Bulgaria 1995 Working for awaue or revenue during past Child allowances, disability, household, Income from remittances received.
7 days or performed activity for cash or maternal, medical, public pension, private
in-kind remuneration. pension, stipend, survival pension, trans-

port, and unemployment allowances.

Bulgaria 1997 Working for a wage or revenue during past Child allowances, disability, household, Income from remittances received.
7 days or performed activity for cash or maternal, medical, public pension, private
in-kind remuneration. pension, stipend, survival pension, trans-

port, and unemployment allowances.

Croatia 1998 Inthe past12 months respondent had in- Receipts from disability, old-age or Scholarship orschooling allowance, gifts
come from wages, self-employment, or survivor's pension (including from in cash and in-kind (including transfers
from agriculture or forestry (including abroad), child allowance, layette assis- from abroad).
benefits from private plot). tance, allowance for nursing other persons

or allowance for physical disablement,
social welfare support, compensation for
rehabilitation or employment of disabled
persons.

Czech Republic 1992 Number of people employed and self-em- Pension benefits, sickness benefits, fam- Incomefrom private insurance companies
ployed. ily allowances, unemployment benefits and other private institutions, and from

and all benefits from the state social sup- gifts and inheritance.
port scheme

(Table continues on next page.)



Table C.5 (continued)

Country Year Income earner State transfers Private transfers

Czech Republic 1996 Numberof people employed and self-em- Pension benefits, sickness benefits, fam- Incomefromprivate insurance companies
ployed. ily allowances, unemployment benefits, and other private institutions, and from

and all benefits from the state social sup- gifts and inheritance.
port scheme.

Estonia 1995 Number of people listed as employed. Old-age pension, disability pension, and Cash private transfers.
loss-of-provider pension.

Estonia 1998 Information not included in data set. Information not included in data set. Information not included in data set.

Georgia 1996-97 In the last 3 months respondent had in- Moneyincomefromsocialassistanceben- Gifts, alimony, and income from remit-
come from wages, self-employment, or ef its and other social transfers; estimated tances received in cash and in kind aver-
from agriculture or forestry (including value of food in-kind transfers, averaged aged over the last 3 months.
benefits from private plot), over the last 3 months.

Hungary 1997 Number of people listed as employed (see Pension, family-related benefits, social Cash gifts from family and friends.
previous definition). assistance, unemployment benefits, other

social transfers and stipends.

Kazakhstan 1996 Worked for money or had profitable busi- Income from maternity grants, mainte-
ness during the last 7 days. nance grants for children, single mother

subsistence allowance, allowance forchil-
dren of men serving their military term,
allowance for unemployed mothers that
have 4 or more children under 7, and al-
lowance for individuals with AIDS.

(Table continues on next page.)



Table C.5 (continued)

Country Year Income earner State transfers Private transfers

Kyrgyz Republic 1993 Number of people listed as employed (see Income from social assistance benefits Private gifts received.
previous definition). and other social transfers.

Kyrgyz Republic 1997 Number of people listed as employed (see Income from social benefits: pensions and Gross transfers received.
previous definition). other allowances.

Latvia 1997-98 Numberofpeoplelistedasemployed(see Old-ageandother(suchasdisability)pen- Cash and in-kind gifts from family and
previous definition). sions, family-related benefits, social as- friends.

sistance, unemployment benefits, other
social transfers and stipends.

Lithuania 1999 Income earner is defined as having a main Income from retirement pension plus un-
source of income, such as an individual employment benefits plus other pensions
who is not dependent according to ques- and benefits.
tionnaire.

FYR Macedonia 1996 Number of employed persons. Child benefits, retirement pensions, social Remittances from abroad and foreign pen-
assistance, invalid and other subventions, sions.
scholarships.

Moldova 1997 Number of people listed as employed (see Old-age and other (such as disability) pen- Gifts received.
previous definition). sions, family-related benefits, social as-

sistance, unemployment benefits, other
social transfers, and stipends.

(Table continues on next page.)



Table C.5 (continued)

Country Year Income eamer State transfers Private transfers

Poland 1998 During the past month respondent had Income from: old-age pensions, disability
income from wages or self-employment. pensions, unemployment benefits, other

benefits from the labor fund, family pen-
sions, maternity allowances, upbringing
allowances, childbirth, funeral, sickness
allowances (after cessation of employment
relationship), rehabilitation allowance,
family allowances, nursing allowances,
housing supplementary allowances, regu-
lar benefits from social welfare, tempo-
rary benefits from social welfare, benefits
for pregnant women and persons raising
children, other benefits from social wel-
fare, child-support payments from child-
support fund, assistance from non-
commercial institutions, and other social-
welfare type income.

Romania 1998 All recipients of primary market incomes Pensions, unemployment benefits, family Gifts from other households, in cash or
(employers, self-employed, employees, benefits, social aid (MIG) program, other in-kind.
farmers) or pensioners. allowances from state or local budget.

Russian 1998 Income from social benefits: pensions and Gross transfers received.
Federation other allowances.

(Table continues on next page.)



Table C.5 (continued)

Country Year Income earner State transfers Private transfers

Slovenia 1993 Number of people listed as employed. Income from pensions and other social Income from abroad.
insurance disbursements.

Slovenia 1997-98 Number of people listed as employed.

Tajikistan 1999 Number of people listed as employed Income from social assistance benefits Gifts and remittances from persons out-
(see previous definition). and other social transfers. side the household, including aid from in-

ternational relief organizations.

Turkmenistan 1998 Number of people who worked last 7 Income from old age pension, disability Remittance from family members, rela-
0P days. pension, pension in case of loss of pro- tives, and nonrelatives.

vider, allowances for temporary disability,
maternity leave, disaster, social pensions,
family benefits, and other allowances not
mentioned above.

Ukraine 1995 Number of people who during the last Income from old-age pension, service Income from anyone outside the house-
7 days were employed with someone pension on privileged terms, disability or hold(whetherin Ukraine orabroad),trade
not a member of their household, sickness pension, loss of breadwinner union or company management, charity
worked on a land lot, cattle or poultry pension, merit pension, other pension, foundations of Ukraine, religious organi-
breeding which belonged to the house- child allowance, unemployment allow- zations of Ukraine, charity foundations and
hold, or was self-employed or in a joint ance, low-income allowance, allowance religious organizations of other countries,
profitable activity with other people. for those who suffered from Chernobyl, including humanitarian aid, and other or-

and other allowances from the state or ganizations.
local authorities.

(Table continues on next page.)



Table C.5 (continued)

Country Year Income eamer State transfers Private transfers

Ukraine 1996 Number of people listed as employed or Money received as old-age pension, ser- Money received as gifts from family mem-
employer. vice pension, old-age pension on privi- bers who live apart or from nonrelatives.

leged terms, disability or sickness
pension, loss of breadwinner pension,
merit pension, and unemployment ben-
efits.



Table C.6 Components of the Consumption Aggregate

Food
Homeproduced Meals

Country Year Bought Gift consumption outside Food Education Medical Other Rent Utilities Durables

Albania 1996 / / / / 2 / , / , /2

Armenia 1996 / / v / / , I/ I/
Armenia 1998-99 /3 /3 /3 / / / / /

Azerbaijan 1995 / / , / /
Azerbaijan 1999 / / / / / / / / ,
Belarus 1996 / v / / V / , /
Belarus 1999 V / / I/ , V , ,
Bulgaria 1995 V V I / , / / , / /2

p Bulgaria 1997 V v I / / / / / / /2

Croatia 1998 / v v , //.
Estonia(HEIDE) 1995 / / / / / /
Estonia 1998 v / / V , / 
Georgia 1996 V / /4 , / / / / / /
Hungary 1997 / / , / / /
Kazakhstan 1996 / / / / / / / / / /2

Kyrgyz Republic 1993 / / / / /
Kyrgyz Republic 1997 / / / / / / / / //2
Kyrgyz Republic 1998 V v v / / / /2

Latvia 1997-98 V / V / / / / /
Lithuania 1999 V/ / /
FYR Macedonia 1996 / /5 /3 / / / / / / / /
Moldova 1997 / / / / /
Poland 1998 / / / / / / / / /
Romania 1998 / / / / , /6 V/6 / 

(Table continues on next page.)



Table C.6 (continued)

Food
Home produced Meals

Country Year Bought Gift consumption outside Food Educa6tion Medical Other Rent Utilities Durables

Russian
Federation 1998 / v ,' / S v v v v , 2

Slovenia 1997-98 V Iv V / v I S / V
Tajikistan 1999 / v SI S S ' v v
Turkmenistan 1998 S / / SI S / v v

Ukraine 1995 V7 /s /8 / S / ' / S S
Ukraine 1996 /7 /8 / /

Notes: If the survey is not listed, consumption data were not analyzed.
1. indicates purchase price is included.
2. Indicates use value has been calculated.
3. Value based on question on total consumption of food by household, which did not distinguish consumption by source (bought, gift, home-produced).
4. Value based on longer recall (three months) than other food items.
5. In-kind food consumption is recorded, but not separated out by gift or consumption of home production.
6. Education and health expenditures are only included if the household paid for them.
7. Consumed food rather than purchased food.
8. Food as gifts and consumption of home production were considered as both income and expenditures.



Table C.7 Components of the Income Aggregate

Wages Self-employment
Agri- Nonagri- Home con- Social Private Other

Country Year Cash In-kind cultural cultural sumption transfers Rent transfers income Taxes

Albania 1996 V V V , V V
Armenia 1996 V V / V ,
Armenia 1998-99
Azerbaijan 1995 V V V V V
Bulgaria 1995 V V V V
Bulgaria 1997 V V V V V
Croatia 1998 V V V V V V
Czech Republic 1992 V V V V
Czech Republic 1996 V V V
Estonia (HEIDE) 1995 V V V V V' V V V V

4 Estonia 1998 V V V V
o Georgia 1996 V V V V

Hungary 1997 V V VV
Kazakhstan 1996 V V V V
Kyrgyz Republic 1993 V V V V V V V
Latvia 1997-98 V v V /V V V
Lithuania 1999 V V V VV V V V
FYR Macedonia 1996 VV V V V V
Moldova 1997 V V V
Poland 1998 v V V V V V
Russian Federation 1998 V V V V
Slovak Republic3 1997 V V V V V V V V
Slovenia 1993 V /2 V

2
V V V V

Tajikistan 1999 V V V V V V
Ukraine 1995 V V V V' V
Ukraine 1996 I/ V V V VV

Notes: If the survey is not listed, income data were not analyzed.
1. Home consumption included as both income and expenditure.
2. Net income from self-employment (not specified as agricultural or non-agricultural).
3. Survey was administered in 1997 and collected information on income in 1996.



APPENDIX D

Poverty and Inequality Tables

Distribution of Consumption and Expenditures

ALBANIA: Distribution of Consumption: Summary Statistics, 1996

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0. 75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 2.93 3.16 3.56
of which: (50/10) 1.81 1.80 1.89

(90/50) 1.62 1.76 1.89
Gini coefficient 0.23 0.25 0.27
Theil entropy measure 0.09 0.10 0.12
Mean log deviation measure 0.09 0.10 0.12

Note: The data do not include Tirana.

ARMENIA: Distribution of Consumption and Incomes: Summary Statistics, 1998/99

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0. 75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 3.83 3.88 4.08
of which: (50/10) 1.95 1.95 2.03

(90/50) 1.96 1.99 2.01
Gini coefficient 0.31 0.31 0.32
Theil entropy measure 0.17 0.17 0.18
Mean log deviation measure 0.16 0.16 0.17

B. Incomes

Decile ratio: (90/10) 18.97 19.40 19.29
of which: (50/10) 5.10 5.19 5.19

(90/50) 3.72 3.74 3.72
Gini coefficient 0.58 0.58 0.59
Theil entropy measure 0.69 0.69 0.71
Mean log deviation measure 0.65 0.65 0.67
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AZERBAIJAN: Distribution of Consumption: Summary Statistics, 1995

OECD equivalence Equivalentadults Individuals, per
Indicator scale (theta=0.5) (theta=0. 75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 7.07 7.09 7.14
of which: (50/10) 2.89 2.93 2.83

(90/50) 2.44 2.42 2.52
Gini coefficient 0.42 0.43 0.44
Theil entropy measure 0.33 0.34 0.37
Mean log deviation measure 0.32 0.33 0.34

AZERBAIJAN: Distribution of Consumption: Summary Statistics, 1999

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0.75) capita (theta= 1)

A. Consumption

Decile ratio: (90/10) 4.87 5.03 5.26
of which: (50/10) 2.16 2.15 2.18

(90/50) 2.26 2.34 2.41
Gini coefficient 0.42 0.42 0.43
Theil entropy measure 0.45 0.46 0.48
Mean log deviation measure 0.31 0.32 0.33
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BELARUS: Distribution of Consumption and Incomes: Summary Statistics, 1999

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0.75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 3.90 3.85 4.06
of which: (50/10) 2.02 1.98 1.99

(90/50) 1.93 1.95 2.04
Gini coefficient 0.29 0.30 0.31
Theil entropy measure 0.15 0.15 0.17
Mean log deviation measure 0.15 0.15 0.16

B. Incomes

Decile ratio: (90/10) 3.14 3.01 3.14
of which: (50/10) 1.83 1.77 1.79

(90/50) 1.71 1.71 1.76
Gini coefficient 0.26 0.25 0.26
Theil entropy measure 0.12 0.12 0.13
Mean log deviation measure 0.11 0.11 0.11

Note: Due to the structure of the questionnaire, it is likely that income from self-employment may be
underreported and hence income inequality underestimated.

BELARUS: Distribution of Consumption and Incomes: Summary Statistics, 1996

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0. 75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 2.99 3.10 3.38
of which: (50/10) 1.74 1.72 1.80

(90/50) 1.72 1.80 1.88
Gini coefficient 0.26 0.26 0.28
Theil entropy measure 0.12 0.12 0.14
Mean log deviation measure 0.11 0.11 0.13

B. Incomes

Decile ratio: (90/10) 2.93 2.84 2.98
of which: (50/10) 1.73 1.66 1.70

(90/50) 1.69 1.71 1.76
Gini coefficient 0.25 0.25 0.26
Theil entropy measure 0.12 0.11 0.12
Mean log deviation measure 0.11 0.10 0.11
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BULGARIA: Distribution of Consumption and Incomes: Summary Statistics, 1995

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0.75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 3.54 3.30 3.40
of which: (50/10) 1.93 1.83 1.89

(90/50) 1.83 1.80 1.80
Gini coefficient 0.27 0.27 0.27
Theil entropy measure 0.13 0.12 0.13
Mean log deviation measure 0.13 0.12 0.13

B. Incomes

Decile ratio: (90/10) 6.08 5.88 6.19
of which: (50/10) 2.89 2.87 2.95

(90/50) 2.11 2.06 2.09
Gini coefficient 0.41 0.40 0.41
Theil entropy measure 0.40 0.41 0.43
Mean log deviation measure 0.25 0.25 0.26

CROATIA: Distribution of Consumption and Incomes: Summary Statistics, 1998

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=4. 75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 4.03 3.83 3.91
of which: (50/10) 2.05 1.91 1.90

(90/50) 1.97 2.00 2.06
Gini coefficient 0.30 0.30 0.30
Theil entropy measure 0.16 0.15 0.16
Mean log deviation measure 0.16 0.15 0.15

B. Incomes

Decile ratio: (90/10) 4.16 3.78 3.76
of which: (50/10) 2.12 1.93 1.86

(90/50) 1.97 1.96 2.02
Gini coefficient 0.36 0.35 0.35
Theil entropy measure 0.34 0.33 0.33
Mean log deviation measure 0.24 0.22 0.22
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CZECH REPUBLIC: Distribution of Consumption and Incomes:
Summary Statistics, 1996

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0. 75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 2.87 2.74 2.96
of which: (50/10) 1.64 1.59 1.66

(90/50) 1.76 1.73 1.77
Gini coefficient 0.25 0.24 0.25
Theil entropy measure 0.11 0.10 0.11
Mean log deviation measure 0.10 0.10 0.10

B. Incomes

Decile ratio: (90/10) 2.87 2.74 2.97
of which: (50/10) 1.64 1.59 1.66

(90/50) 1.76 1.73 1.79
Gini coefficient 0.25 0.24 0.25
Theil entropy measure 0.11 0.10 0.11
Mean log deviation measure 0.10 0.10 0.10

ESTONIA: Distribution of Consumption and Incomes: Summary Statistics, 1998

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0. 75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 5.36 5.07 5.38
of which: (50/10) 2.09 2.03 2.07

(90/50) 2.56 2.50 2.61
Gini coefficient 0.37 0.37 0.38
Theil entropy measure 0.24 0.24 0.26
Mean log deviation measure 0.23 0.22 0.23

B. Incomes

Decile ratio: (90/10) 4.74 4.42 4.70
of which: (50/10) 2.09 1.96 2.03

(90/50) 2.27 2.26 2.32
Gini coefficient 0.37 0.36 0.37
Theil entropy measure 0.25 0.24 0.26
Mean log deviation measure 0.23 0.22 0.23
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GEORGIA: Distribution of Consumption and Incomes: Summary Statistics, 1996/97

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=O.5) (theta=0. 75) capita (theta= 1)

A. Consumption

Decile ratio: (90/10) 5.16 5.29 5.69
of which: (50/10) 2.45 2.47 2.51

(90/50) 2.11 2.14 2.27
Gini coefficient 0.35 0.35 0.37
Theil entropy measure 0.21 0.22 0.24
Mean log deviation measure 0.21 0.22 0.24

A. Incomes

Decile ratio: (90/10) 5.96 6.16 6.65
of which: (50/10) 2.56 2.56 2.60

(90/50) 2.33 2.41 2.55
Gini coefficient 0.41 0.41 0.43
Theil entropy measure 0.34 0.36 0.40
Mean log deviation measure 0.29 0.30 0.33

HUNGARY: Distribution of Consumption and Incomes: Summary Statistics, 1997

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0.75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 3.13 3.18 3.49
of which: (50/10) 1.74 1.76 1.87

(90/50) 1.79 1.81 1.87
Gini coefficient 0.26 0.27 0.28
Theil entropy measure 0.12 0.13 0.15
Mean log deviation measure 0.11 0.12 0.14

B. Incomes

Decile ratio: (90/10) 2.80 2.81 3.07
of which: (50/10) 1.68 1.68 1.79

(90/50) 1.67 1.67 1.71
Gini coefficient 0.24 0.24 0.25
Theil entropy measure 0.10 0.10 0.11
Mean log deviation measure 0.09 0.10 0.11
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KAZAKHSTAN: Distribution of Consumption: Summary Statistics, 1996

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0.75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 4.73 4.83 5.23
of which: (50/10) 2.19 2.21 2.28

(90/50) 2.16 2.18 2.29
Gini coefficient 0.33 0.34 0.35
Theil entropy measure 0.18 0.19 0.21
Mean log deviation measure 0.19 0.19 0.21

KYRGYZ REPUBLIC: Distribution of Consumption and Incomes:
Summary Statistics, 1997

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0.75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 5.05 5.52 6.35
of which: (50/10) 2.08 2.14 2.19

(90/50) 2.43 2.58 2.90
Gini coefficient 0.36 0.39 0.42
Theil entropy measure 0.22 0.26 0.33
Mean log deviation measure 0.22 0.25 0.30

B. Incomes

Decile ratio: (90/10) 8.39 9.27 10.38
of which: (50/10) 3.09 3.15 3.27

(90/50) 2.72 2.94 3.18
Gini coefficient 0.42 0.44 0.47
Theil entropy measure 0.33 0.36 0.42
Mean log deviation measure 0.34 0.37 0.42
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LATVIA: Distribution of Consumption and Incomes: Summary Statistics, 1997/98

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0. 75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 4.25 4.23 4.54
of which: (50/10) 2.06 2.07 2.18

(90/50) 2.06 2.04 2.08
Gini coefficient 0.32 0.32 0.34
Theil entropy measure 0.18 0.18 0.20
Mean log deviation measure 0.17 0.17 0.19

B. Incomes

Decile ratio: (90/10) 3.94 3.82 4.13
of which: (50/10) 1.92 1.92 2.10

(90/50) 2.05 1.99 1.97
Gini coefficient 0.32 0.32 0.32
Theil entropy measure 0.23 0.21 0.21
Mean log deviation measure 0.19 0.18 0.19

LITHUANIA: Distribution of Consumption and Incomes: Summary Statistics, 1999

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0.75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 3.89 4.01 4.25
of which: (50/10) 1.93 1.95 2.02

(90/50) 2.02 2.05 2.10
Gini coefficient 0.32 0.32 0.34
Theil entropy measure 0.19 0.20 0.22
Mean log deviation measure 0.17 0.17 0.19

B. Incomes

Decile ratio: (90/10) 4.45 4.52 4.89
of which: (50/10) 2.21 2.20 2.33

(90/50) 2.02 2.05 2.10
Gini coefficient 0.34 0.33 0.34
Theil entropy measure 0.20 0.20 0.21
Mean log deviation measure 0.18 0.17 0.19
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FYR MACEDONIA: Distribution of Consumption and Incomes: Summary Statistics, 1996

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0.75) capita (theta= 1)

A. Consumption

Decile ratio: (90/10) 4.38 4.44 4.80
of which: (50/10) 2.20 2.26 2.41

(90/50) 1.99 1.96 1.99
Gini coefficient 0.31 0.32 0.34
Theil entropy measure 0.17 0.18 0.20
Mean log deviation measure 0.16 0.17 0.19

B. Incomes

Decile ratio: (90/10) 5.20 5.42 5.79
of which: (50/10) 2.40 2.46 2.58

(90/50) 2.17 2.20 2.24
Gini coefficient 0.35 0.36 0.37
Theil entropy measure 0.23 0.23 0.25
Mean log deviation measure 0.22 0.23 0.25

MOLDOVA: Distribution of Consumption and Incomes: Summary Statistics, 1997

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0. 75) capita (theta=l)

A. Consumption

Decile ratio: (90/10) 5.79 5.77 6.14
of which: (50/10) 2.32 2.32 2.39

(90/50) 2.49 2.49 2.57
Gini coefficient 0.39 0.40 0,41
Theil entropy measure 0.28 0.29 0.30
Mean log deviation measure 0.27 0.27 0.29

B. Incomes

Decile ratio: (90/10) 7.17 7.23 7.43
of which: (50/10) 2.81 2.81 2.78

(90/50) 2.55 2.58 2.67
Gini coefficient 0.41 0.41 0.42
Theil entropy measure 0.30 0.30 0.32
Mean log deviation measure 0.35 0.35 0.37
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POLAND: Distribution of Consumption and Incomes: Summary Statistics, 1998

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0. 75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 3.44 3.72 4.29
of which: (50/10) 1.80 1.87 2.00

(90/50) 1.91 1.99 2.14
Gini coefficient 0.29 0.31 0.34
Theil entropy measure 0.16 0.18 0.21
Mean log deviation measure 0.14 0.16 0.19

B. Incomes

Decile ratio: (90/10) 3.48 3.71 4.25
of which: (50/10) 1.90 1.98 2.14

(90/50) 1.83 1.87 1.98
Gini coefficient 0.29 0.30 0.32
Theil entropy measure 0.16 0.17 0.19
Mean log deviation measure 0.13 0.14 0.17

ROMANIA: Distribution of Consumption: Summary Statistics, 1998

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0. 75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 3.17 3.24 3.62
of which: (50/10) 1.78 1.80 1.92

(90/50) 1.78 1.80 1.88
Gini coefficient 0.27 0.27 0.30
Theil entropy measure 0.14 0.15 0.17
Mean log deviation measure 0.12 0.13 0.15
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RUSSIAN FEDERATION: Distribution of Consumption and Incomes:
Summary Statistcs, 1998

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0. 75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 7.79 7.68 8.06
of which: (50/10) 2.95 2.82 2.83

(90/50) 2.64 2.72 2.85
Gini coefficient 0.46 0.46 0.47
Theil entropy measure 0.42 0.41 0.43
Mean log deviation measure 0.38 0.38 0.39

B. Incomes

Decile ratio: (90/10) 8.29 8.39 8.78
of which: (50/10) 3.30 3.37 3.51

(90/50) 2.51 2.49 2.51
Gini coefficient 0.46 0.46 0.47
Theil entropy measure 0.59 0.60 0.61
Mean log deviation measure 0.41 0.41 0.43

SLOVENIA: Distibution of Consumption and Incomes: Summary Statistics, 1997/98

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0.75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 3.31 3.35 3.67
of which: (50/10) 1.79 1.73 1.82

(90/50) 1.84 1.94 2.02
Gini coefficient 0.26 0.27 0.28
Theil entropy measure 0.11 0.12 0.14
Mean log deviation measure 0.11 0.12 0.13

B. Incomes

Decile ratio: (90/10) 2.94 2.84 3.03
of which: (50/10) 1.82 1.72 1.74

(90/50) 1.61 1.65 1.74
Gini coefficient 0.24 0.24 0.25
Theil entropy measure 0.09 0.09 0.11
Mean log deviation measure 0.10 0.10 0.11
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TAJIKISTAN: Distribution of Consumption and Incomes: Summary Statistics, 1999

OECD equivalence Equivalentadults Individuals, per
Indicator scale (theta-0.5) (theta=0. 75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 4.04 3.97 4.07
of which: (50/10) 2.03 2.07 2.04

(90/50) 1.99 1.92 2.00
Gini coefficient 0.31 0.31 0.32
Theil entropy measure 0.17 0.17 0.18
Mean log deviation measure 0.16 0.16 0.17

B. Incomes

Decile ratio: (90/10) 10.42 10.37 10.60
of which: (50/10) 3.66 3.72 3.67

(90/50) 2.85 2.79 2.89
Gini coefficient 0.47 0.47 0.47
Theil entropy measure 0.41 0.40 0.41
Mean log deviation measure 0.41 0.40 0.41

TURKMENISTAN: Distribution of Consumption: Summary Statistics, 1998

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0. 75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 5.35 5.59 6.13
of which: (50/10) 2.21 2.22 2.29

(90/50) 2.42 2.52 2.68
Gini coefficient 0.37 0.39 0.41
Theil entropy measure 0.26 0.27 0.31
Mean log deviation measure 0.23 0.25 0.28
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UKRAINE: Distribution of Consumption: Summary Statistics, 1995

OECD equivalence Equivalent adults Individuals, per
Indicator scale (theta=0.5) (theta=0. 75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 5.71 5.41 5.48
of which: (50/10) 2.40 2.31 2.34

(90/50) 2.38 2.34 2.34
Gini coefficient 0.39 0.38 0.39
Theil entropy measure 0.28 0.28 0.30
Mean log deviation measure 0.26 0.26 0.27

B. Incomes

Decile ratio: (90/10) 8.63 8.71 9.10
of which: (50/10) 3.18 3.18 3.21

(90/50) 2.71 2.74 2.83
Gini coefficient 0.47 0.60 0.47
Theil entropy measure 0.42 0.42 0.44
Mean log deviation measure 0.38 0.38 0.39

UKRAINE: Distribution of Consumption and Incomes: Summary Statistics, 1999

OECD equivalence Equivalentadults Individuals, per
Indicator scale (theta=0.5) (theta=O. 75) capita (theta=1)

A. Consumption

Decile ratio: (90/10) 3.87 3.94 4.29
of which: (50/10) 1.95 1.96 2.06

(90/50) 1.99 2.01 2.08
Gini coefficient 0.31 0.32 0.33
Theil entropy measure 0.17 0.18 0.20
Mean log deviation measure 0.15 0.16 0.18

B. Incomes

Decile ratio: (90/10) 4.04 3.92 4.19
of which: (50/10) 2.07 2.00 2.06

(90/50) 1.95 1.96 2.03
Gini coefficient 0.31 0.31 0.32
Theil entropy measure 0.17 0.18 0.19
Mean log deviation measure 0.17 0.16 0.18
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Composition of Poverty

ALBANIA: Composition of Poverty, 1996

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 63.1 48.8 57.0 56.2 49.9 35.1
16-64 32.0 47.2 40.2 41.0 44.5 58.8
65- 4.9 4.0 2.8 2.8 5.5 6.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 63.1 48.8 57.0 56.2 49.9 35.1
None 7.2 5.4 4.2 5.1 8.3 4.6
Primary (less than

7 years) 29.7 36.5 33.4 32.7 34.9 35.6
General secondary

(8-12 years) 0.0 1.7 1.4 2.1 1.8 7.8
Vocational/specialized

secondary 0.0 7.2 3.8 3.5 4.5 13.6
Some higher 0.0 0.4 0.2 0.5 0.6 3.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

Location
Rural 100.0 91.4 92.6 88.5 85.7 65.2
Urban 0.0 8.6 7.4 11.5 14.3 34.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to land
No 0.0 12.5 12.5 20.3 25.5 37.7
Yes 100.0 87.5 87.5 79.7 74.5 62.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 100.0 100.0 100.0 100.0 100.0 97.8
Yes 0.0 0.0 0.0 0.0 0.0 2.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent with

child(ren) 0.0 0.5 1.0 1.5 1.8 0.5
Other households

with child(ren) 96.6 92.2 97.2 94.2 85.1 80.2
Single elderly male 0.0 0.0 0.0 0.0 0.3 0.0
Single elderly female 0.0 0.4 0.0 0.5 1.5 0.3

(Table continues on next page)
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ALBANIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Multiple elderly only 0.0 0.2 0.0 0.0 1.0 0.4
Other households

without child(ren) 3.4 6.7 1.8 3.8 10.4 18.5
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 3.4 7.3 1.8 4.3 13.2 19.3
One 0.0 13.4 6.4 6.6 7.0 20.5
Two 10.5 17.1 12.2 15.6 16.1 30.1
Three or more 86.2 62.2 79.6 73.5 63.7 30.1
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of elderly
Zero 71.5 80.0 83.0 85.0 82.8 74.7
One 14.5 16.3 12.3 13.3 14.1 19.4
Two or more 13.9 3.7 4.7 1.7 3.1 6.0
Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, gender
Male 68.0 91.3 88.6 83.8 80.2 90.8
Female 32.0 8.7 11.4 16.2 19.8 9.1
Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Unknown 0.0 11.6 12.2 18.5 20.3 13.0
Employed 0.0 8.2 4.1 5.6 5.6 18.3
Self-employed or

employer 46.6 61.3 65.7 54.7 46.5 42.2
Not in workforce 39.5 11.0 10.6 12.5 17.7 8.7
Retired 13.9 7.8 7.4 8.8 9.9 17.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of income earners
Zero 17.5 15.0 15.0 22.4 29.8 17.9
One 47.9 24.2 29.8 38.6 34.3 28.7
Two 34.5 40.1 36.3 27.4 30.3 33.5
Three or more 0.0 20.7 18.9 11.6 5.5 19.9

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Albania 1996 Employment and Welfare Survey.
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ARMENIA: Composition of Poverty, 1998/99

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 32.1 31.9 34.6 33.0 30.2 29.4
16-64 57.2 58.3 57.2 56.7 56.4 61.5
65 10.7 9.8 8.2 10.3 13.4 9.1

Total 100.0 100.0 100.0 100.0 100.0 100.0
Education
Age less than 15 32.1 31.9 34.6 33.0 30.2 29.4
None 1.7 1.6 1.9 1.6 1.6 1.6
Primary 5.2 4.8 4.9 5.3 5.6 4.1
Secondary or specialized

secondary 55.2 53.0 52.1 52.9 53.7 51.7
Higher 5.8 8.8 6.5 7.2 9.0 13.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

Location
Urban 48.7 58.4 56.4 58.0 62.2 57.1
Rural 51.3 41.7 43.6 42.0 37.9 42.9

Total 100.0 100.0 100.0 100.0 100.0 100.0

Region
Aragotsotn 20.2 8.0 9.8 9.7 8.2 6.2
Ararat 0.3 9.4 7.6 8.6 7.6 9.5
Armavir 2.9 5.8 6.3 5.0 6.1 11.5
Gegarkunik 10.3 8.8 10.0 10.9 8.7 8.3
Lori 19.1 12.9 14.2 15.6 17.0 8.5
Kotaik 10.3 10.0 11.3 8.4 8.9 9.3
Shirak 12.6 13.2 10.7 13.3 15.1 9.4
Sunik 2.6 3.9 4.1 5.0 4.2 4.8
Vaits Dzor 2.4 1.7 1.6 1.8 1.3 1.9
Tavush 0.0 0.5 0.3 0.1 0.2 2.9
Capital 19.4 25.8 24.2 21.6 22.7 27.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to land
No 42.8 54.4 51.5 51.8 57.8 48.3
Yes 57.2 45.6 48.5 48.2 42.2 51.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 93.0 89.9 90.4 92.4 94.0 77.3
Yes 7.0 10.1 9.6 7.6 6.0 22.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

(Table continues on next page)
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ARMENIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=l Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Household typology
Single parent

with child(ren) 2.4 3.4 3.1 4.1 5.5 2.2
Other household

with child(ren) 79.8 77.6 85.6 79.4 68.8 74.1
Single elderly male 0.0 0.1 0.0 0.1 0.2 0.2
Single elderly female 1.5 1.0 0.3 1.2 3.3 0.8
Multiple elderly only 0.6 1.3 0.2 0.8 1.9 1.4
Other households

without child(ren) 15.8 16.7 10.8 14.4 20.3 21.4
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 17.9 19.0 11.3 16.5 25.7 23.7
One 15.3 15.1 13.9 15.4 16.7 18.4
Two 40.8 33.2 34.2 34.1 31.9 32.0
Three or more 26.1 32.6 40.6 34.0 25.7 25.9

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of elderly
Zero 61.6 63.7 61.0 61.1 62.8 68.5
One 25.2 25.6 27.2 28.0 27.8 22.5
Two 13.2 10.8 11.8 11.0 9.4 8.9
Three or more 0.0 0.0 0.0 0.0 0.0 0.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, gender
Male 73.6 75.4 76.2 72.9 66.9 78.4
Female 26.4 24.6 23.8 27.1 33.1 21.6

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Inactive 46.6 35.8 37.2 38.7 41.3 29.7
Unemployed 15.0 20.6 19.0 18.2 18.7 15.5
Employed 38.4 43.6 43.9 43.1 40.0 54.9

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of income earners
Zero 31.7 32.3 29.4 32.2 39.2 22.0
One 23.5 26.0 24.8 26.2 27.8 28.2
Two 24.3 24.9 24.0 26.5 22.2 29.0
Three or more 20.5 16.8 21.8 15.1 10.8 20.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Armenia 1998/99 Integrated Survey of Living Standards.
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AZERBAIJAN: Composition of Poverty, 1999

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 27.9 30.8 31.5 29.8 29.8 28.4
16-64 68.6 62.8 62.5 64.1 64.1 65.8
65 3.5 6.5 6.0 6.1 6.2 5.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 27.9 30.8 31.5 29.8 29.8 28.3
Unknown 0.0 0.1 0.0 0.2 0.2 0.2
None 2.7 3.3 3.8 3.9 3.9 2.5
Primary 5.8 3.6 4.9 5.2 5.5 2.0
Incomplete secondary 10.5 11.9 9.6 9.4 8.7 9.7
General secondary 36.8 30.8 31.1 30.7 31.3 27.8
Technical secondary 3.9 2.8 2.6 2.7 2.8 4.3
Professional 9.0 11.0 11.8 13.9 13.3 12.0
Higher 3.5 5.8 4.7 4.4 4.6 13.3

Total 100.0 100.0 100.0 100.0 100.0 100.0
Location
Baku 6.4 16.3 13.3 16.3 14.7 26.6
Non-Baku 93.6 83.7 86.7 83.7 85.3 73.4

Total 100 100 100 100 100 100

Household typology
Single parent

with child(ren) 1.6 2.1 2.0 2.2 3.3 1.9
Other households

with child(ren) 70.9 71.1 73.5 70.8 69.5 68.3
Single elderly female 0.0 0.0 0.0 0.0 0.0 0.0
Multiple elderly only 2.3 8.9 8.9 7.0 5.8 6.1
Other households

without child(ren) 25.2 18.0 15.7 20.1 21.5 23.6
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 25.2 19.5 16.3 21.5 23.0 25.2
One 17.0 14.9 14.3 16.6 18.5 18.2
Two 35.0 36.9 36.5 33.3 32.1 30.5
Three or more 22.8 28.8 32.9 28.6 26.5 26.0

Total 100.0 100.0 100.0 100.0 100.0 100.0
No. of elderly
Zero 84.9 70.3 71.7 74.3 74.2 74.0
One 12.8 20.8 19.4 18.8 19.9 19.9
Two or more 2.3 8.9 8.9 7.0 5.8 6.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

(Table continues on next page)
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AZERBAIJAN (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Household head, gender
Male 78.0 74.7 73.4 72.4 70.7 80.7
Female 22.0 25.3 26.6 27.6 29.3 19.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Unknown 0.0 0.8 0.9 0.0 0.0 0.3
Government 12.5 11.6 10.0 10.7 10.6 17.4
Education 11.2 4.0 3.7 4.3 4.5 5.4
Health 0.0 0.6 1.2 1.3 1.4 2.4
Agriculture 4.4 8.4 5.3 5.1 5.8 6.9
Private industry 4.3 1.6 1.4 1.6 1.7 3.2
Trade 11.2 5.1 6.6 6.4 5.3 6.3
Housekeeping 30.6 38.3 38.1 38.1 39.9 31.9
Unemployed 23.6 26.2 28.1 27.3 25.5 20.7
Other 2.3 3.3 4.6 5.3 5.5 5.6

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of income earners
Zero 4.3 3.3 2.7 3.1 3.2 1.8
One 5.4 9.1 8.9 9.9 10.4 6.3
Two 22.8 17.0 13.2 15.2 14.3 16.1
Three 16.3 14.1 15.3 16.7 19.0 17.1
Four 21.0 17.5 15.7 15.7 16.4 22.7
Five or more 30.3 39.0 44.2 39.4 36.7 36.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source:Azerbaijan 1999 Household Survey Data.
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BELARUS: Composition of Poverty, 1999

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=. 75 Theta=l Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 25.9 27.5 32.7 26.8 20.2 22.2
16-64 58.3 57.1 58.5 57.1 51.9 65.6
65 15.7 15.3 8.9 16.1 27.9 12.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 29.6 29.4 35.3 29.4 22.0 24.0
Unknown 1.9 2.4 2.3 2.6 1.5 2.3
None 6.5 4.7 3.0 5.3 9.6 2.6
Primary 25.0 20.4 16.5 20.2 29.1 14.9
General secondary 16.7 18.4 20.1 20.8 18.0 17.7
Vocational or

specialized secondary 20.4 21.5 20.5 19.6 17.8 27.0
Some Higher 3.3 2.4 2.2 2.0 11.6

Total 100.0 100.0 100.0 100.0 100.0 100.0
Location
Urban 33.6 29.6 27.2 29.8 30.8 43.3
Semi-urban 41.5 23.4 26.2 29.6 27.3 24.5
Rural 24.9 47.0 46.7 40.6 41.9 32.2

Total 100.0 100.0 100.0 100.0 100.0 100.0
Region
South (Brest and

Gomel oblasts) 38.9 35.7 38.2 37.5 35.9 31.7
Central (Minsk and

Minsk oblasts) 32.3 22.4 22.1 22.8 22.3 30.6
West (Grodno oblast) 10.6 11.1 9.1 6.0 7.7 12.5
East (Mogilev, Vitebsk) 18.3 30.8 30.6 33.7 34.1 25.2

Total 100.0 100.0 100.0 100.0 100.0 100.0
Access to land
No 49.1 30.5 30.0 31.8 34.1 34.1
Yes 50.9 69.5 70.0 68.2 65.9 65.9

Total 100.0 100.0 100.0 100.0 100.0 100.0
Own automobile
No 92.0 91.9 90.9 93.1 95.0 75.0
Yes 8.0 8.1 9.1 6.9 5.0 25.0

Total 100.0 100.0 100.0 100.0 100.0 100.0
Household typology
Single parent

with child(ren) 5.5 4.5 4.1 5.4 7.1 2.9
Other households

with child(ren) 57.6 60.2 72.3 59.4 39.1 54.6
(Table continues on next page)
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BELARUS (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Single elderly male 0.0 0.3 0.0 0.5 0.9 0.4
Single elderly female 9.4 5.8 1.9 7.1 16.7 3.5
Multiple elderly only 1.7 4.6 2.5 4.1 6.1 4.1
Other households

without child(ren) 25.8 24.7 19.2 23.5 30.1 34.4
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 37.0 35.4 23.6 35.1 53.8 42.5
One 20.6 27.5 28.6 28.7 21.9 31.5
Two 42.4 24.7 27.7 25.8 19.3 20.9
Three or more 0.0 12.4 20.1 10.4 5.0 5.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of elderly
Zero 70.3 75.1 81.7 73.2 62.8 78.6
One 28.1 16.7 11.4 19.6 29.6 14.9
Two 1.7 8.1 6.9 7.3 7.6 6.4
Three or more 0.0 0.1 0.0 0.0 0.0 0.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, gender
Male 29.9 47.3 50.6 41.9 31.4 48.7
Female 70.1 52.7 49.4 58.1 68.6 51.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Unknown 2.6 0.2 0.3 0.5 0.7 0.2
Employed 65.7 60.1 66.3 56.1 42.8 68.6
Self-employed or employer 0.0 0.9 0.9 1.0 1.6
Unemployed, but

looking for work 4.1 5.4 6.1 6.7 6.4 3.2
Not in workforce 4.3 3.6 5.1 5.8 5.5 3.0
Retired 23.3 29.9 21.3 30.0 44.7 23.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of Income earners
Zero 26.9 20.5 11.7 22.9 40.3 14.7
One 40.2 29.2 28.1 31.3 33.2 23.4
Two 32.8 41.7 48.0 37.2 24.0 49.6
Three or more 0.0 8.6 12.3 8.5 2.6 12.2

Total 100 100 100 100 100 100

Source: Belarus 1999 Household Sample Survey.
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BULGARIA: Composition of Poverty, 1997

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 25.4 17.7 21.3 18.1 15.0 15.7
16-64 56.6 59.4 62.4 59.0 54.4 66.5
65, 18.0 22.9 16.3 22.9 30.6 17.8

Total 100.0 100.0 100.0 100.0 100.0 100.0
Education
Age less than 15 25.4 17.7 21.2 18.0 15.0 15.7
Unknown 5.3 3.0 4.0 4.6 4.1 1.4
None 33.8 29.5 27.4 31.7 35.5 19.4
Primary (less than

7 years) 21.1 25.2 25.5 26.6 25.9 25.6
General secondary

(8-12years) 8.8 13.5 11.9 10.4 10.5 21.3
Vocational or specialized

secondary 2.6 8.9 6.8 5.5 6.0 14.0
Some higher 3.1 2.3 3.3 3.3 3.0 2.5

Total 100.0 100.0 100.0 100.0 100.0 100.0
Location
Urban 49.1 59.7 57.0 57.4 59.9 67.1
Rural 50.9 40.3 43.0 42.6 40.1 32.9

Total 100.0 100.0 100.0 100.0 100.0 100.0
Region
Sofia 14.8 13.1 12.2 12.0 13.1 13.0
Other urban 34.3 46.7 44.8 45.3 46.8 54.1
Other rural 50.9 40.3 43.0 42.6 40.1 32.9

Total 100.0 100.0 100.0 100.0 100.0 100.0
Access to land
No 87.8 68.2 69.7 70.7 72.3 57.8
Yes 12.2 31.8 30.3 29.3 27.7 42.2

Total 100.0 100.0 100.0 100.0 100.0 100.0
Own automobile
No 95.0 79.7 80.7 84.6 88.1 56.3
Yes 5.0 20.3 19.3 15.4 12.0 43.7

Total 100.0 100.0 100.0 100.0 100.0 100.0
Household typology
Single parent

with child(ren) 0.0 1.1 0.3 0.9 1.0 0.9
Other households

with child(ren) 57.4 41.8 52.2 43.1 35.6 41.0
Single elderly male 0.9 1.3 0.3 1.4 2.5 1.0

(Table continues on next page)
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BULGARIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Single elderly female 4.8 4.9 2.5 5.4 9.7 2.9
Multiple elderly only 13.9 16.6 14.6 16.0 17.4 11.8
Other households

without child(ren) 23.0 34.3 30.0 33.2 33.8 42.4
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 33.9 52.8 41.4 50.4 59.5 56.2
One 16.5 19.1 20.9 18.1 13.0 23.7
Two 21.3 17.1 20.0 15.9 13.0 16.3
Three or more 28.3 11.1 17.7 15.6 14.6 3.9

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of elderly
Zero 60.9 60.4 62.7 56.7 53.6 66.6
One 25.2 23.0 22.6 27.3 29.2 21.5
Two 13.9 16.2 14.3 15.6 17.0 11.8
Three or more 0.0 0.5 0.3 0.4 0.5 0.1

Total 100.0 100.0 100.0 100.0 100.2 100.0

Household head, gender
Male 77.4 79.6 82.9 80.0 74.4 85.6
Female 22.6 20.4 17.1 20.0 25.6 14.4

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Unknown 22.6 8.1 10.3 11.5 11.5 6.1
Employed 20.9 29.2 30.2 24.3 18.8 41.8
Self-employed

or employer 1.3 1.4 0.3 0.8 0.9 3.7
Unemployed, but

looking for work 25.7 14.6 20.0 19.3 21.0 8.7
Not in workforce 0.0 2.9 3.0 2.3 1.0 2.6
Retired 29.6 43.8 36.1 42.0 46.9 37.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of income earners
Zero 67.4 47.1 47.1 56.7 65.2 30.2
One 17.0 25.9 25.2 23.4 20.7 26.5
Two 9.6 23.3 22.0 15.6 10.6 34.6
Three or more 6.1 3.6 5.6 4.3 3.6 8.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Bulgaria 1997 Integrated Household Survey.
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CROATIA: Composition of Poverty, 1998

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 9.8 17.1 22.6 14.1 8.4 18.4
16-64 53.1 50.9 54.8 50.2 43.8 65.3
65, 37.1 32.1 22.6 35.7 47.7 16.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 9.8 17.1 22.6 14.1 8.4 18.4
Primary 74.5 56.1 51.0 63.3 70.8 32.9
Basic vocational 7.9 13.6 14.0 12.3 11.2 15.0
Secondary 7.2 11.3 11.4 9.1 7.9 24.0
Higher 0.5 1.9 1.0 1.3 1.7 9.6

Total 100.0 100.0 100.0 100.0 100.0 100.0

Location
Zagreb 10.4 14.2 15.2 13.3 15.9 17.6
City 48.0 49.6 47.9 49.3 50.7 53.4
Rural 41.6 36.2 36.9 37.4 33.4 29.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Region
Zagreb 15.5 23.2 23.8 20.6 22.4 26.6
Central 35.1 28.5 33.1 35.7 31.1 23.5
Istra (N. Coast) 2.1 11.7 10.2 10.7 12.7 12.9
Dalmacija (S. Coast) 16.1 12.6 10.1 10.8 12.0 18.5
Slavonia 31.3 24.1 22.8 22.2 21.8 18.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to land
No 52.8 45.5 41.3 48.5 53.4 48.8
Yes 47.2 54.5 58.7 51.5 46.6 51.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 94.6 72.8 69.2 83.2 89.7 37.0
Yes 5.4 27.2 30.8 16.8 10.3 63.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent

with child(ren) 0.8 2.6 1.4 1.3 1.7 2.1
Other households

with child(ren) 25.8 41.0 56.6 34.3 18.5 46.7
Single elderly male 3.5 1.3 0.9 1.3 3.1 0.8

(Table continues on next page)
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CROATIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Single elderly female 9.6 8.9 3.1 10.2 20.0 3.4
Multiple elderly only 13.8 11.8 7.2 13.4 15.6 5.0
Other households

without child(ren) 46.5 34.5 30.8 39.5 41.1 42.0
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. ot children under 15
Zero 73.4 56.5 42.0 64.4 79.8 51.2
One 11.4 15.0 16.7 12.4 7.8 21.0
Two 7.5 19.3 24.3 16.1 9.0 20.0
Three or more 7.7 9.2 17.1 7.1 3.5 7.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of elderly
Zero 52.6 49.6 53.6 47.7 41.3 68.2
One 23.5 30.0 25.0 30.9 38.9 21.6
Two 24.0 19.3 19.9 20.9 19.4 9.7
Three or more 0.0 1.1 1.6 0.5 0.4 0.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, gender
Female 29.7 27.9 20.1 30.1 39.7 22.0
Male 70.3 72.1 79.9 69.9 60.4 78.0
Total 100 100 100 100 100 100

Household head, labor
market status

Employed 20.0 39.3 41.9 30.0 22.8 59.9
Unemployed 12.7 6.9 9.5 8.5 6.5 2.9
Retired 40.3 42.6 35.8 43.6 56.1 31.5
Other 27.1 11.3 12.9 17.9 14.7 5.6

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of income earners
Zero 41.3 24.5 19.9 34.8 40.6 12.5
One 53.6 50.7 49.5 51.8 51.5 37.0
Two 1.5 17.7 18.3 9.0 5.8 35.8
Three or more 3.6 7.2 12.3 4.5 2.1 14.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Croatia 1998 Household Budget Survey.
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CZECH REPUBLIC: Composition of Poverty, 1996

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 48.6 38.3 48.5 45.2 31.7 20.0
16-64 51.2 51.4 50.7 53.4 50.0 67.1
65+ 0.2 10.3 0.8 1.4 18.3 12.9

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 48.3 37.5 47.5 44.2 31.2 19.1
Elementary 24.0 24.7 20.8 24.4 33.7 20.6
Vocational 18.8 26.8 22.5 21.7 24.3 32.9
General secondary 1.3 2.5 1.9 2.1 3.1 4.7
Specialized secondary 5.4 7.1 5.9 5.8 6.3 16.2
University 2.1 1.4 1.3 1.8 1.4 6.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

Location (1)
Urban 72.2 63.1 62.9 69.6 70.2 66.3
Rural 27.8 36.9 37.1 30.4 29.8 33.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

Location (2)
Capital 7.4 6.8 4.1 6.0 8.7 11.7
Cities 11.1 10.4 11.3 11.7 13.3 10.3
Towns 53.7 45.9 47.5 51.9 48.2 44.3
Villages 27.8 36.9 37.1 30.4 29.8 33.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

Region
Middle 13.3 17.2 15.2 16.0 16.9 22.5
South 40.3 23.5 27.8 33.6 31.1 19.8
West 15.4 25.8 25.2 19.9 22.0 26.7
North 31.0 33.6 31.9 30.6 30.1 31.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to land
No 93.9 85.6 86.0 90.8 92.4 79.0
Yes 6.1 14.4 14.0 9.2 7.6 21.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 77.9 62.6 61.7 69.6 79.6 38.5
Yes 22.1 37.4 38.3 30.4 20.4 61.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent

with child(ren) 35.2 16.0 18.9 29.1 29.6 3.9

(Table continues on next page)
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CZECH REPUBLIC (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Other households
with child(ren) 58.6 72.7 80.0 66.4 41.6 87.4

Single elderly man 4.0 2.3 0.7 2.4 7.2 2.8
Single elderly women 2.2 8.7 0.4 2.0 21.4 5.4
Other households

without child(ren) 0.0 0.2 0.0 0.1 0.1 0.4
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 11.4 23.2 6.5 13.9 39.6 51.9
One 23.0 19.3 18.7 23.7 21.4 21.2
Two 32.3 36.3 39.2 34.4 25.1 21.4
Three or more 33.4 21.1 35.6 28.1 13.9 5.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of elderly
Zero 98.8 73.5 85.1 85.6 67.8 67.5
One 0.4 22.1 12.4 13.0 30.8 19.5
Two 0.8 4.4 2.5 1.4 1.4 12.4
Three or more 0.0 0.0 0.0 0.0 0.0 0.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, gender
Male 61.5 71.5 77.8 66.6 46.3 87.3
Female 38.5 28.5 22.2 33.4 53.7 12.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Employed 3.5 49.8 44.5 28.0 17.9 64.9
Self-employed or employer 16.1 12.6 15.9 15.7 11.1 11.7
Unemployed, but

looking for work 50.4 10.2 18.0 26.2 23.1 1.6
Not in workforce 28.8 6.4 11.6 17.7 16.7 0.8
Retired 1.2 20.9 10.0 12.4 31.2 21.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of income earners
Zero 75.8 32.8 32.5 49.7 67.9 17.9
One 19.2 50.2 52.0 43.3 27.7 27.8
Two 5.0 16.4 14.1 6.3 4.1 40.6
Three or more 0.0 0.7 1.3 0.8 0.3 13.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Czech Republic Microcensus 1996.
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ESTONIA: Composition of Poverty, 1998

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Location
City 71.2 67.4 63.5 64.8 68.5 70.0
Town 1.4 2.1 2.6 2.0 1.5 3.3
Settlement 3.8 5.0 4.8 4.5 4.0 6.6
Bigger village 7.1 8.3 9.0 8.7 7.6 7.3
Village 16.4 17.3 20.1 20.1 18.4 12.8

Total 100.0 100.0 100.0 100.0 100.0 100.0
No. of children under 15
Zero 67.4 67.5 55.4 71.2 82.7 69.2
One 14.1 15.7 17.4 13.5 9.0 17.7
Two 9.4 12.2 17.4 10.9 5.8 9.7
Three or more 9.1 4.6 9.8 4.4 2.5 3.3

Total 100.0 100.0 100.0 100.0 100.0 100.0
Household head, gender
Male 25.8 39.5 41.7 45.4 40.3 46.6
Female 74.2 60.5 58.3 54.6 59.7 53.4

Total 100.0 100.0 100.0 100.0 100.0 100.0
Household head, labor

market status
Employed 29.8 44.7 49.9 44.1 36.2 59.6
Farmer 0.7 0.3 0.4 0.3 0.1 0.9
Self-employed 0.0 0.5 0.4 0.6 0.7 1.0
Owner 0.0 0.4 0.4 0.2 0.0 2.3
Not in workforce 0.0 2.3 2.1 2.2 1.6 1.5
Unemployed, but

looking for work 29.8 9.3 16.7 15.4 12.5 3.4
Retired 36.8 42.1 29.3 36.3 48.4 31.0
Other 2.9 0.4 0.9 0.8 0.5 0.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Estonia, Household Income and Expenditures Survey 1998 (04).



MAKING TRANSITION WORK FOR EVERYONE 449

GEORGIA: Composition of Poverty, 1996-97

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age In years
0-15 24.3 26.6 29.3 23.4 20.8 23.1
16-64 61.2 57.7 58.0 60.2 60.5 61.6
65, 14.4 15.7 12.6 16.4 18.7 15.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 24.3 26.6 29.3 23.4 20.8 23.1
Elementary 6.4 5.4 5.5 6.5 6.7 4.6
Secondary (incomplete) 10.7 9.4 9.4 10.3 10.9 8.3
Secondary 34.6 32.8 32.9 35.5 36.1 30.7
Postsecondary 14.1 13.2 12.6 13.0 13.6 15.4
University 9.8 12.7 10.2 11.3 11.9 17.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Location
Capital 21.0 23.1 20.6 20.7 21.7 26.0
Other urban 34.2 29.2 29.8 30.8 31.8 27.2
Rural 44.8 47.7 49.6 48.5 46.6 46.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Region
Western 31.1 35.5 35.3 34.9 34.0 30.9
Eastern 23.0 21.6 22.9 23.1 24.0 21.2
Central 30.8 31.9 29.6 30.0 30.7 35.6
South 15.1 11.1 12.2 11.9 11.3 12.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to land
No 41.4 41.8 39.3 40.5 42.0 39.5
Yes 58.6 58.2 60.7 59.5 58.0 60.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 92.0 88.0 88.6 89.8 91.5 83.0
Yes 8.0 12.0 11.5 10.2 8.6 17.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent

with child(ren) 2.1 1.6 1.4 1.7 2.2 1.2
Other households

with child(ren) 73.8 67.9 74.2 69.0 64.0 62.6

(Table continues on next page)



450 APPENDIX D: POVERTY AND INEQUALITY TABLES

GEORGIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Single elderly male 0.9 0.6 0.4 0.7 1.2 0.5
Single elderly female 2.3 2.1 1.0 2.2 4.2 2.3
Multiple elderly only 3.2 3.1 2.3 3.3 4.4 4.4
Other households

without child(ren) 17.8 24.7 20.8 23.2 24.1 29.0
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 37.3 35.7 30.8 36.8 42.2 38.4
One 19.0 20.9 19.3 18.6 18.7 21.5
Two 27.5 29.2 31.6 28.6 25.6 27.6
Three or more 16.2 14.3 18.4 16.1 13.6 12.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of elderly
Zero 45.9 41.6 41.6 43.2 44.4 45.0
One 28.9 31.8 30.4 30.3 31.2 29.9
Two 24.7 25.7 27.0 25.7 23.7 24.1
Three or more 0.5 1.0 1.0 0.8 0.7 1.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, gender
Male 62.9 66.7 66.2 61.6 60.1 70.9
Female 37.1 33.3 33.8 38.4 39.9 29.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Retired (old age) 6.9 4.8 3.8 5.7 8.3 3.2
Inactive, disabled, otherwise

not in workforce 14.2 8.3 9.3 10.7 11.3 4.6
Unemployed but actively

looking for work 7.1 4.0 4.5 5.0 5.2 2.8
Self-employed

(or employer) 39.8 44.8 45.8 44.2 41.9 47.8
Employed (wage) 32.0 38.1 36.7 34.4 33.3 41.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of income earners
Zero 26.6 17.5 17.6 21.7 25.1 11.2
One 25.9 25.1 23.6 24.3 25.7 25.1
Two 23.2 29.5 27.7 26.6 26.4 33.0
Three or more 24.3 27.9 31.1 27.4 22.8 30.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Survey of Georgian Households, 1996-97.



MAKING TRANSITION WORK FOR EVERYONE 451

HUNGARY: Composition of Poverty, 1997

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=l Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 30.4 27.3 33.8 29.9 23.5 18.0
16-64 66.7 62.1 62.7 62.0 58.9 67.9
65, 2.9 10.6 3.5 8.1 17.6 14.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 30.4 27.3 33.8 29.9 23.5 18.0
Primary or less 60.7 44.7 46.4 52.7 59.1 34.2
General secondary 0.6 3.1 2.0 2.0 2.4 8.0
Vocational 8.2 23.6 17.6 15.1 14.7 32.0
Higher 0.0 1.4 0.2 0.2 0.2 7.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Location
Budapest 15.4 8.7 7.6 9.0 6.8 18.6
Other urban 34.4 40.9 37.2 34.0 36.9 43.4
Rural 50.2 50.4 55.2 57.0 56.3 38.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Region
Central region 23.5 19.1 19.7 19.9 16.8 28.3
West Trans-Danubia 0.3 7.7 4.2 3.5 5.6 9.8
Central Trans-Danubia 5.6 9.6 9.2 7.9 8.3 11.0
SouthTrans-Danubia 14.9 11.2 12.3 11.7 12.0 9.8
Northern Hungary 28.4 18.5 22.1 24.5 25.5 12.7
North Great-Plain 16.2 20.7 23.9 23.4 19.7 15.1
South Great-Plain 11.2 13.2 8.6 9.1 12.1 13.4

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to land
No 70.2 51.0 54.7 58.3 56.7 52.4
Yes 29.8 49.0 45,3 41.7 43.3 47.6

Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 99.8 84.7 85.1 88.5 93.7 60.3
Yes 0.2 15.3 14.9 11.5 6.3 39.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent

with child(ren) 1.1 2.6 1.5 2.8 3.7 1.6
Other households

with child(ren) 69.9 61.5 77.3 65.3 49.8 43.2
Single elderly male 0.3 0.6 0.0 0.6 1.7 1.0

(Table continues on next page)
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HUNGARY (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Single elderly female 1.9 3.4 0.5 3.1 10.2 4.0
Multiple elderly only 0.7 3.4 1.1 2.2 3.5 4.8
Other households

without child(ren) 26.1 28.6 19.6 26.0 31.0 45.3
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 29.0 36.0 21.3 31.9 46.5 55.1
One 16.0 23.4 23.4 22.0 19.1 21.1
Two 47.3 27.1 34.1 27.6 23.3 17.9
Three or more 7.7 13.5 21.3 18.5 11.1 5.9

Total 100.0 100.0 100.0 100.0 100.0 100.0
No. of elderly
Zero 97.1 83.5 91.8 87.6 79.8 79.1
One 2.2 11.6 6.1 9.5 16.2 14.8
Two 0.7 4.8 2.2 2.9 4.0 6.0
Three or more 0.0 0.1 0.0 0.0 0.0 0.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, gender
Male 94.9 88.4 93.4 88.0 77.0 87.8
Female 5.1 11.6 6.6 12.0 23.0 12.2

Total 100.0 100.0 100.0 100.0 100.0 100.0
Household head, labor

market status
Employed 30.3 53.9 52.1 43.7 33.4 63.8
Self-employed or employer 0.0 0.4 0.5 0.2 0.2 0.3
Unemployed, but

looking for work 54.0 20.4 29.2 30.4 28.2 7.0
Not in workforce 12.0 15.4 15.8 17.4 18.0 12.9
Retired 3.7 9.9 2.4 8.3 20.2 15.9

Total 100.0 100.0 100.0 100.0 100.0 100.0
No. of income earners
Zero 42.3 26.4 25.2 35.1 46.7 23.8
One 40.1 41.3 46.9 45.6 38.9 29.5
Two 12.7 26.6 21.8 14.7 12.3 37.8
Three or more 4.9 5.7 6.0 4.6 2.2 8.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Hungary Household Budget Survey, 1997.
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KAZAKHSTAN: Composition of Poverty, 1996

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 42.5 34.6 38.9 37.4 34.5 31.3
16-64 50.4 56.9 55.0 54.9 54.5 61.9
65+ 7.0 8.5 6.1 7.7 11.0 6.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 42.5 34.4 38.6 37.1 34.2 31.1
Unknown 7.9 6.0 6.2 5.7 6.2 5.7
Forms 1-7 4.7 6.2 5.0 6.7 8.2 4.9
Forms 8-12 20.8 20.0 21.7 20.4 20.1 14.8
Additional technical

education 22.3 27.4 23.7 25.4 26.3 34.5
Some Higher 1.8 6.1 4.8 4.8 5.0 9.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Location
Urban 32.0 45.0 38.5 43.1 44.9 49.2
Rural 68.0 55.0 61.5 56.9 55.1 50.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Region
Central 19.9 15.1 14.7 17.8 18.1 19.0
Southern 58.4 43.6 48.3 49.5 49.1 20.5
Western 7.3 12.6 13.5 8.1 8.6 13.7
Northern 2.6 4.7 2.9 2.7 3.5 20.0
Eastern 11.7 24.1 20.6 21.9 20.8 26.9

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to land
No 61.0 45.9 48.6 52.2 55.8 35.4
Yes 39.0 54.1 51.4 47.8 44.2 64.6

Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 96.2 89.8 89.0 91.2 94.2 77.4
Yes 3.8 10.2 11.0 8.8 5.8 22.6

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent

with child(ren) 6.2 4.3 3.8 4.8 5.6 3.9

(Table continues on next page)
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KAZAKHSTAN (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.Z5 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Other household
with child(ren) 74.5 68.2 75.6 71.7 63.9 67.0

Single elderly male 0.0 0.2 0.0 0.2 0.4 0.1
Single elderly female 1.5 1.4 0.5 1.2 3.0 1.0
Multiple elderly only 6.2 5.9 5.1 4.6 5.8 3.8
Other households

without child(ren) 11.7 20.1 14.9 17.5 21.2 24.2
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 17.3 25.2 17.9 22.2 29.0 27.6
One 19.4 22.5 21.7 22.6 21.9 30.0
Two 27.3 23.7 24.4 23.8 22.4 26.0
Three or more 36.1 28.6 36.1 31.5 26.7 16.4

Total 100.0 100.0 100.0 100.0 100.0 100.0
No. of elderly
Zero 87.1 80.0 81.1 84.7 81.9 82.3
One 6.7 13.9 13.5 10.3 12.2 13.7
Two 4.1 5.6 4.7 4.0 4.8 3.8
Three or more 2.1 0.5 0.8 1.0 1.1 0.1

Total 100.0 100.0 100.0 100.0 100.0 100.0
Household head, gender
Male 75.9 71.9 77.3 72.0 68.6 69.7
Female 24.1 28.1 22.7 28.0 31.4 30.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Employed 37.2 46.2 48.1 43.3 41.8 57.8
Owner 20.5 9.0 9.6 12.0 11.4 7.3
Unemployed, but

looking for work 2.4 1.5 1.8 1.2 1.4 1.4
Not in workforce 19.4 20.9 22.2 24.4 23.6 16.8
Retired 20.5 22.4 18.4 19.1 21.9 16.7

Total 100.0 100.0 100.0 100.0 100.0 100.0
No. of income earners
Zero 36.7 30.1 27.0 33.7 38.2 23.4
One 35.2 38.3 38.4 36.4 34.4 35.9
Two 26.7 26.2 30.0 26.4 24.7 33.6
Three or more 1.5 5.3 4.7 3.5 2.7 7.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Kazakhstan 1996 Living Standards Measurement Survey.
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KYRGYZ REPUBLIC: Composition of Poverty, 1997

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 42.6 42.9 43.0 42.3 41.3 38.4
16-64 51.6 51.2 51.2 51.2 51.1 55.5
65+ 5.8 5.9 5.8 6.4 7.6 6.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 43.4 43.3 43.5 42.8 41.8 38.6
Unknown 1.9 1.8 1.7 2.1 2.2 1.5
Primary

(less than 7 years) 6.1 6.2 6.1 6.6 7.1 7.2
General secondary

(8-12 years) 44.3 41.0 42.2 42.5 42.9 36.4
Professional, technical,

or technikum 2.9 5.4 4.6 4.4 4.2 9.0
Some higher 1.4 2.3 1.8 1.6 1.8 7.2

Total 100.0 100.0 100.0 100.0 100.0 100.0
Location
Urban 9.0 13.3 13.8 9.8 11.5 30.0
Rural 91.0 86.7 86.3 90.2 88.5 70.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Region
Bishkek 0.0 0.4 0.4 0.0 0.0 10.6
lssuk-Kulskaya 23.3 14.6 15.8 16.6 19.5 12.2
Diala-Abadekaya 21.6 20.0 20.5 22.6 20.1 14.1
Narunskaya 29.5 29.3 36.2 37.9 39.7 13.0
Oshekaya 4.7 21.3 11.6 10.1 8.1 26.1
Talasskaya 20.8 12.2 13.8 11.3 10.3 13.1
Chyiskaya 0.2 2.5 1.6 1.6 2.4 10.9

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to land
No 7.3 8.5 9.5 8.3 10.0 11.0
Yes 92.7 91.5 90.6 91.3 90.0 89.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 100.0 97.4 97.7 98.5 99.3 85.0
Yes 0.0 2.6 2.3 1.5 0.7 15.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent

with child(ren) 2.0 1.7 1.0 1.4 2.1 2.1

(Table continues on next page)



456 APPENDIX D: POVERTY AND INEQUALITY TABLES

KYRGYZ REPUBLIC (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Other household
with child(ren) 88.6 87.2 88.8 87.8 85.1 82.0

Single elderly male 0.2 0.0 0.0 0.0 0.1 0.1
Single elderly female 0.9 0.3 0.2 0.4 0.8 0.5
Multiple elderly only 4.1 6.5 6.8 6.3 6.2 4.2
Other households

without child(ren) 4.3 4.2 3.1 4.0 5.8 11.1
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 5.9 5.2 4.0 5.3 7.7 11.2
One 7.3 12.0 10.2 12.3 15.4 16.1
Two 21.3 18.6 18.1 18.7 20.4 22.0
Three or more 65.5 64.2 67.8 63.6 56.4 50.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of elderly
Zero 67.9 71.5 68.0 67.6 68.1 75.0
One 28.0 21.8 25.1 25.9 25.3 18.8
Two 4.1 6.5 7.0 6.4 6.7 6.1
Three or more 0.0 0.1 0.0 0.0 0.0 0.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, gender
Unknown 1.2 0.8 0.7 0.4 0.4 0.6
Male 77.2 80.1 78.3 77.5 77.4 79.3
Female 21.6 19.2 21.0 22.2 22.2 20.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Unknown 6.5 4.5 3.9 4.1 3.8 4.4
Employed 40.9 51.7 46.4 46.2 44.7 53.6
Employer 0.0 0.6 0.3 0.3 0.4 0.6
Unemployed, but

looking for work 0.9 1.1 1.2 1.0 1.2 2.3
Not in workforce 17.0 12.7 15.7 14.6 17.0 14.1
Retired 34.7 29.3 32.5 33.8 32.9 25.1

Total 100.0 100.0 100.0 100.0 100.0 100.0
No. of Income earners
Zero 28.0 19.7 21.7 22.7 26.1 18.7
One 26.8 19.8 21.9 22.3 23.1 21.1
Two 22.8 24.5 23.8 24.0 25.7 24.6
Three or more 22.5 36.1 32.5 31.1 25.2 35.6

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Kyrgyz Republic 1997 Living Standards Measurement Survey.
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LATVIA: Composition of Poverty, 1997-98

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 26.9 23.8 29.2 24.6 19.0 19.3
16-64 63.3 61.3 61.6 61.8 61.1 63.8
65, 9.8 14.9 9.3 13.7 19.9 16.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 26.9 23.8 29.2 24.6 19.0 19.3
Primary or less 36.0 33.0 29.6 33.9 39.4 24.6
Secondary (including

specialized) 32.2 36.3 35.1 35.4 35.0 42.1
Vocational 3.7 4.0 4.0 4.2 4.4 3.0
Higher 1.2 2.9 2.2 1.9 2.1 10.9

Total 100.0 100.0 100.0 100.0 100.0 100.0

Location
Riga 18.1 19.4 18.5 19.1 19.4 32.6
Other urban 34.3 36.6 35.3 36.2 38.6 36.6
Rural 47.6 44.0 46.2 44.6 41.9 30.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Region
Riga region 26.3 30.8 28.9 29.8 29.7 45.5
Kurzene 21.4 17.6 18.6 19.9 20.3 13.8
Vidzeme 16.0 14.3 15.3 15.3 15.7 11.8
Zemgale 10.0 13.8 12.3 11.9 12.2 13.0
Latgale 26.3 23.4 24.9 23.1 22.1 16.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to land
No 81.5 79.5 81.0 82.5 83.4 74.6
Yes 18.5 20.5 19.0 17.5 16.6 25.4

Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 91.2 83.6 83.7 88.4 91.4 67.7
Yes 8.8 16.4 16.3 11.6 8.6 32.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent

with child(ren) 3.8 5.3 5.7 5.8 5.7 4.9
Other households

with child(ren) 64.7 52.2 64.8 53.2 39.8 43.2
Single elderly male 0.9 1.1 0.4 0.9 2.1 1.1
Single elderly female 1.7 5.1 1.4 4.4 9.2 5.4

(Table continues on next page)
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LATVIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta-.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Multiple elderly only 1.6 2.6 1.7 2.4 2.9 4.5
Other households

without child(ren) 27.3 33.6 26.1 33.2 40.3 41.0
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 31.5 42.5 29.5 41.0 54.4 51.9
One 31.0 25.7 28.9 26.4 22.1 24.7
Two 23.2 20.3 24.9 19.6 14.8 17.1
Three or more 14.3 11.5 16.6 13.0 8.7 6.3

Total 100.0 100.0 100.0 100.0 100.0 100.0
No. of elderly
Zero 77.3 73.6 77.4 75.1 70.6 72.9
One 18.5 21.3 18.1 20.5 24.8 19.9
Two 4.2 5.0 4.5 4.4 4.6 7.1
Three or more 0.0 0.1 0.0 0.0 0.0 0.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, gender
Male 40.7 41.7 41.8 39.1 36.7 43.8
Female 59.3 58.3 58.2 60.9 63.3 56.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Employed 40.6 43.9 47.4 40.8 35.4 52.3
Self-employed or employer 0.0 3.4 3.6 3.0 2.4 4.2
Unemployed, but

looking for work 20.1 12.0 15.0 16.1 15.3 6.1
Not in workforce 18.3 12.2 13.1 14.0 12.8 8.9
Retired 21.1 28.5 20.9 26.0 34.0 28.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of income earners
Zero 43.5 40.1 36.2 42.7 52.0 30.0
One 26.7 22.3 23.5 24.3 22.8 20.2
Two 18.7 26.4 27.1 23.3 18.2 33.0
Three or more 11.2 11.2 13.1 9.8 7.0 16.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Latvia Household Budget Survey, 1997-98.
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LITHUANIA: Composition of Poverty, 1999

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=. 75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 34.5 28.4 34.3 30.8 24.2 22.2
16-64 53.1 55.6 56.2 55.3 53.6 63.8
65, 12.4 16.0 9.5 13.8 22.2 14.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 34.5 28.4 34.3 30.8 24.2 22.2
Less than primary 4.2 4.4 3.1 4.8 7.4 2.6
Primary 11.9 13.9 9.7 12.5 18.1 10.2
Basic vocational 17.9 16.7 17.4 18.9 17.6 13.9
General secondary 21.2 21.8 22.7 21.9 20.5 21.9
Higher 9.1 12.7 11.4 9.9 10.1 19.2
University 1.3 2.1 1.5 1.2 2.1 9.9

Total 100.0 100.0 100.0 100.0 100.0 100.0

Location
Largest towns 12.5 21.3 18.0 16.7 17.2 39.1
Other towns 31.3 26.6 25.4 28.0 26.4 28.8
Rural 56.2 52.0 56.7 55.3 56.4 32.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to land
No 33.8 34.6 32.8 35.4 35.3 39.9
Yes 66.3 65.4 67.2 64.7 64.7 60.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 86.4 74.3 72.8 79.8 84.6 51.7
Yes 13.6 25.7 27.2 20.2 15.4 48.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent

with child(ren) 9.8 8.7 8.9 9.0 8.3 4.3
Other households

with child(ren) 68.6 55.6 68.1 59.4 45.6 49.9
Single elderly male 0.0 0.6 0.3 0.6 1.4 0.7
Single elderly female 3.7 4.4 1.6 4.5 10.2 3.1
Multiple elderly only 2.8 4.4 1.5 2.6 4.1 4.6
Other households

without child(ren) 15.1 26.2 19.6 24.0 30.5 37.5
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 21.6 35.6 23.0 31.6 46.2 45.9
One 30.0 23.5 24.6 22.5 20.3 25.5

(Table continues on next page)
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LITHUANIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta-.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Two 23.9 27.5 33.1 28.0 20.9 22.1
Three or more 24.5 13.4 19.3 17.8 12.6 6.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of elderly
Zero 74.5 71.6 76.2 73.6 66.0 76.3
One 20.0 20.7 18.8 21.2 28.5 16.7
Two 5.5 7.7 5.1 5.2 5.5 6.9
Three or more 0.0 0.0 0.0 0.0 0.0 0.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, gender
Female 50.5 47.0 45.2 51.1 54.1 38.9
Male 49.5 53.0 54.9 48.9 45.9 61.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Employed 73.7 75.7 79.9 73.9 67.7 81.7
Looking for a job 3.2 3.2 3.4 4.0 3.3 2.9
Retired 14.6 18.1 13.2 17.3 24.5 13.9
Other 8.5 3.0 3.5 4.8 4.5 1.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of income earners
Zero 2.7 1.5 1.3 1.9 1.9 0.6
One 24.1 26.5 22.9 28.2 36.8 20.9
Two 39.9 46.6 44.7 42.5 40.7 55.7
Three or more 33.3 25.5 31.0 27.4 20.6 22.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Alternative household
typology

Single 4.3 7.9 2.4 7.5 18.0 8.6
Single parent 9.8 9.2 9.3 9.5 9.1 4.6
Couple no child(ren) 2.6 8.4 3.4 5.1 8.4 14.5
Couple with child(ren) 30.3 34.2 38.5 32.7 25.7 35.2
Other households

without child(ren) 40.2 23.7 31.8 28.5 22.1 18.6
Other households

with child(ren) 12.7 16.6 14.7 16.7 16.7 18.6
Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Lithuania Household Budget Survey 1999.



MAKING TRANSITION WORK FOR EVERYONE 461

FORMER YUGOSLAV REPUBLIC OF MACEDONIA: Composition of Poverty, 1996

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=l Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age In years
0-15 33.6 29.3 32.2 31.3 28.0 24.6
16-64 57.0 61.6 60.7 60.4 60.2 66.4
65, 9.5 9.1 7.1 8.4 11.8 9.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 32.2 28.7 31.3 30.5 27.5 24.3
Unknown 4.2 2.2 3.2 2.6 2.0 1.4
None 9.0 7.4 6.2 7.2 9.8 5.5
Incomplete primary

(less than 4 years) 8.9 13.2 13.8 13.1 14.1 11.1
Primary (5-8 years) 30.9 27.5 28.3 28.1 27.2 25.5
Secondary 11.3 19.0 15.6 16.4 17.0 25.9
Some Higher 3.6 2.1 1.7 2.0 2.4 6.1
University 0.0 0.0 0.1 0.0 0.0 0.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

Location
Urban 37.2 43.8 38.4 40.7 42.2 54.4
Rural 62.8 56.2 61.6 59.3 57.8 45.6

Total 100.0 100.0 100.0 100.0 100.0 100.0

Region
Capital 20.9 17.9 17.1 16.3 18.6 24.7
Rest of republic 79.1 82.1 82.9 83.7 81.4 75.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to land
No 78.9 67.3 65.3 69.7 76.0 63.3
Yes 21.1 32.7 34.7 30.3 24.0 36.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 89.0 69.4 73.6 74.5 80.3 51.2
Yes 11.0 30.6 26.4 25.5 19.7 48.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent

with child(ren) 0.0 0.2 0.3 0.4 0.5 0.4
Other households

with child(ren) 67.2 69.6 74.8 69.7 60.8 60.3
Single elderly male 0.0 0.2 0.1 0.3 0.5 0.3
Single elderly female 0.0 0.5 0.0 0.1 1.0 0.5

(Table continues on next page)
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FORMER YUGOSLAV REPUBLIC OF MACEDONIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Multiple elderly only 16.4 9.2 9.1 11.0 12.8 10.5
Other households

without child(ren) 16.5 20.2 15.6 18.6 24.5 28.0
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 19.1 24.7 18.0 22.6 31.7 32.3
One 17.3 15.9 14.6 15.6 17.2 21.4
Two 22.0 30.9 31.4 27.3 23.5 29.3
Three or more 41.7 28.5 36.0 34.5 27.6 17.0

Total 100.0 100.0 100.0 100.0 100.0 100.0
No. of elderly
Zero 64.6 73.3 73.5 74.5 71.9 73.4
One 19.1 17.5 17.4 14.5 15.3 16.0
Two or more 16.4 9.2 9.1 11.0 12.8 10.6

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, gender
Male 92.2 92.5 94.0 94.3 91.2 89.9
Female 7.9 7.5 6.1 5.7 8.8 10.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Employed (nonfarm) 28.1 37.9 35.8 36.6 33.9 37.9
Farmer 15.6 11.9 13.0 10.9 10.8 9.7
Unemployed 13.8 11.1 11.0 10.7 10.9 7.2
Pensioner 19.9 20.3 20.2 20.0 23.8 22.4
Employed (farmer) 6.5 3.7 3.4 4.4 5.4 2.8
Pensioner (farmer) 3.0 6.7 6.9 7.4 6.3 9.9
Seasonal worker 4.3 4.9 5.8 5.5 3.2 7.7
Other (includes students,

homemakers, social
assistance recipients) 8.8 3.6 3.9 4.6 5.7 2.3
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of income earners
Zero 53.0 37.8 38.6 40.9 46.4 27.7
One 45.5 42.3 43.8 43.9 41.3 40.3
Two 1.5 16.3 14.1 12.0 10.6 25.5
Three or more 0.0 3.7 3.5 3.1 1.7 6.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: FYR Macedonia 1996 Household Budget Survey.
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MOLDOVA: Composition of Poverty, 1997

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 25.1 25.7 28.6 25.5 22.4 23.7
16-64 64.7 63.2 63.7 63.7 62.6 65.9
65, 10.2 11.0 7.7 10.8 15.0 10.4

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 25.1 25.7 28.6 25.5 22.4 23.6
Primary or less 11.8 13.7 11.2 13.4 16.9 12.3
General secondary 36.4 39.0 39.0 38.6 37.4 35.8
Vocational or technical 22.3 17.1 17.5 17.8 18.6 18.8
Higher 4.5 4.5 3.7 4.6 4.7 9.4

Total 100.0 100.0 100.0 100.0 100.0 100.0

Location
Chisinau or Tiraspol 6.0 9.7 8.4 9.3 11.3 17.4
Other urban 20.4 24.6 22.9 23.2 24.7 24.2
Rural 73.6 65.6 68.7 67.5 64.0 58.4

Total 100.0 100.0 100.0 100.0 100.0 100.0

Region
Right bank 88.8 83.5 85.9 85.3 83.8 82.9
Transnistria 11.2 16.5 14.1 14.7 16.2 17.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to land
No 95.7 87.4 89.9 89.8 90.8 86.2
Yes 4.3 12.6 10.1 10.2 9.2 13.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 97.6 91.0 94.7 94.4 94.2 83.4
Yes 2.4 9.0 5.3 5.6 5.8 16.6

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent

with child(ren) 2.2 2.2 2.0 2.3 2.7 2.5
Other households

with child(ren) 62.0 63.6 70.6 63.1 53.6 59.1
Single elderly male 0.3 0.2 0.1 0.2 0.4 0.5
Single elderly female 1.7 2.9 0.9 3.1 5.7 2.3
Multiple elderly only 4.0 3.2 2.9 3.4 4.9 2.9
Other households

without child(ren) 29.8 27.9 23.4 27.7 32.7 32.7
Total 100.0 100.0 100.0 100.0 100.0 100.0

(Table continues on next page)
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MOLDOVA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

No. of children under 15
Zero 35.8 34.2 27.4 34.5 43.6 38.4
One 24.5 26.3 24.2 24.3 23.7 28.4
Two 23.3 28.7 33.8 30.3 23.8 24.7
Three or more 16.4 10.7 14.5 10.8 8.8 8.5

Total 100.0 100.0 100.0 100.0 100.0 100.0
No. of elderly
Zero 81.2 78.8 83.1 81.5 78.6 79.2
One 10.2 16.2 11.6 12.6 14.7 15.7
Two 8.5 4.8 5.3 5.9 6.6 5.0
Three or more 0.0 0.2 0.0 0.0 0.0 0.1

Total 100.0 100.0 100.0 100.0 100.0 100.0
Household head, gender
Male 77.5 70.6 73.3 72.3 69.4 72.8
Female 22.5 29.4 26.7 27.7 30.6 27.2

Total 100.0 100.0 100.0 100.0 100.0 100.0
Household head, labor

market status
Employed 75.8 67.0 70.5 68.3 66.6 69.4
Self-employed or employer 0.0 0.8 0.7 0.7 0.0 1.8
Unemployed 0.0 0.4 0.4 0.4 0.0 0.4
Not in workforce 4.7 7.8 8.2 7.1 6.5 6.9
Retired 19.5 24.0 20.3 23.5 26.8 21.6

Total 100.0 100.0 100.0 100.0 100.0 100.0
No. of income earners
Zero 14.9 16.4 11.3 16.4 23.5 15.2
One 27.3 24.3 23.6 23.1 26.1 27.6
Two 36.5 44.7 48.3 44.8 37.5 44.7
Three or more 21.3 14.6 16.8 15.6 12.9 12.4

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Moldova Household Budget Survey, 03 1997.
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POLAND: Composition of Poverty, 1998

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 40.6 31.7 36.9 35.5 30.3 22.0
16-64 54.5 60.9 58.1 58.2 58.6 66.9
65 4.9 7.4 5.0 6.3 11.0 11.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 40.6 31.8 37.0 35.6 30.4 22.1
Primary 32.6 32.9 30.7 33.2 39.1 27.8
Basic vocational 20.9 24.4 23.6 23.3 22.6 22.0
General secondary 5.5 9.9 8.0 7.4 7.3 21.1
Higher 0.4 1.0 0.7 0.5 0.6 7.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

Location
Warsaw 0.0 1.0 0.6 0.7 0.5 4.4
Urban 40.2 41.8 36.7 37.3 40.1 56.8
Rural 59.8 57.2 62.7 62.0 59.4 38.9

Total 100.0 100.0 100.0 100.0 100.0 100.0

Region
North 18.6 16.8 17.6 17.4 16.4 15.7
Center 17.9 20.6 19.0 19.3 20.9 23.5
East 25.6 23.4 25.1 25.0 23.9 17.8
West 17.7 14.3 14.4 14.6 14.9 15.7
South 20.2 24.9 23.9 23.7 23.9 27.4

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to land
No 42.3 39.4 34.7 37.2 40.7 49.9
Yes 57.7 60.6 65.3 62.8 59.3 50.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 80.0 64.5 64.0 70.7 77.4 49.3
Yes 20.0 35.5 36.0 29.4 22.6 50.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent

with child(ren) 4.7 2.9 2.9 3.8 4.7 1.9
Other households

with child(ren) 83.1 77.7 86.7 80.6 67.5 62.5
Single elderly male 0.0 0.2 0.0 0.1 0.6 0.4
Single elderly female 0.5 1.2 0.2 0.8 3.6 2.4
Multiple elderly only 0.7 1.6 0.6 1.2 2.2 3.1

(Table continues on next page)
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POLAND (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Other households
withoutchild(ren) 11.0 16.5 9.7 13.6 21.4 29.7
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 16.7 26.2 15.8 20.8 33.4 44.2
One 14.0 22.0 20.3 20.3 18.9 23.9
Two 26.3 25.9 28.5 26.3 23.0 20.0
Three or more 43.0 25.8 35.4 32.5 24.8 11.9

Total 100.0 100.0 100.0 100.0 100.0 100.0
No. of elderly
Zero 85.6 81.1 82.0 82.4 79.7 78.5
One 11.5 14.0 13.3 13.3 15.7 15.3
Two 2.9 4.9 4.6 4.3 4.5 6.1
Three or more 0.0 0.1 0.1 0.1 0.1 0.1

Total 100.0 100.0 100.0 100.0 100.0 100.0
Household head, gender
Female 29.8 28.2 26.2 29.0 34.7 28.4
Male 70.2 71.8 73.8 71.0 65.3 71.6

Total 100.0 100.0 100.0 100.0 100.0 100.0
Household head, labor

market status
Employed 64.9 78.6 81.1 75.6 66.5 78.0
Unemployed 12.5 3.6 4.6 6.1 7.4 1.3
Retired 9.7 8.9 6.0 8.0 13.7 14.5
Other 13.0 9.0 8.3 10.3 12.4 6.2

Total 100.0 100.0 100.0 100.0 100.0 100.0
No. of income earners
Zero 46.5 32.4 30.9 36.9 46.2 27.2
One 43.8 44.1 46.4 46.0 41.9 35.9
Two 8.2 20.1 19.4 15.0 10.4 31.4
Three or more 1.6 3.4 3.4 2.1 1.5 5.4

Total 100.0 100.0 100.0 100.0 100.0 100.0
Alternative household

typology
Single 1.7 2.6 0.5 2.2 8.2 5.7
Single parent 5.2 3.2 3.0 4.0 5.1 2.3
Couple no child(ren) 2.3 4.4 1.7 3.2 6.3 12.3
Couple with child(ren) 34.1 38.3 35.9 38.2 36.0 39.0

(Table continues on next page)
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POLAND (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=l Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Other households
without child(ren) 35.2 27.0 29.7 29.0 27.4 22.3

Other households
with child(ren) 21.6 24.5 29.3 23.5 16.9 18.5
Total 100.0 100.0 100.0 100.0 100.0 100.0

Own labor market status
Employed 23.2 34.3 32.1 30.7 29.8 40.9
Unemployed 11.5 6.2 6.6 7.7 8.7 3.4
Retired 5.7 7.8 5.1 6.5 11.5 14.1
Other 19.0 20.0 19.2 19.5 19.7 19.5
Age less than 15 40.6 31.7 36.9 35.5 30.3 22.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Poland Household Budget Survey 1998.
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ROMANIA: Composition of Poverty, 1998

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta-.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 36.4 28.0 34.9 31.2 23.0 20.5
16-64 55.3 59.8 59.9 58.9 53.6 66.7
65, 8.3 12.2 5.2 9.9 23.4 12.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 36.4 28.0 34.9 31.2 23.0 20.5
None 10.9 4.5 4.4 6.4 8.7 2.3
Primary (less than

8 years) 35.4 37.5 33.3 37.1 46.1 30.4
Vocational 6.8 11.5 10.9 9.8 8.4 13.8
High school (9-12) or

post-high school 10.2 17.8 16.1 15.1 13.3 28.1
Higher (college or

university) 0.4 0.6 0.4 0.4 0.4 5.0
Total 100.0 100.0 100.0 100.0 100.0 100.0

Location
Urban 34.8 39.4 35.3 33.5 33.2 54.5
Rural 65.2 60.6 64.7 66.5 66.8 45.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

Region
Northeast 32.6 23.7 26.5 25.4 24.8 17.0
Southeast 10.8 13.6 13.6 14.0 13.9 13.1
South 7.0 15.9 15.4 13.7 13.1 15.6
Southwest 8.9 9.4 8.9 9.9 10.2 10.8
West 11.2 8.3 8.0 8.3 9.0 9.1
Northwest 10.5 11.2 10.7 11.3 11.7 12.7
Center 16.4 12.0 12.0 12.8 13.5 11.8
Bucharest 2.5 5.9 4.9 4.6 3.7 10.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to land
No 54.6 45.1 43.8 45.8 44.8 52.9
Yes 45.4 54.9 56.2 54.2 55.2 47.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 98.5 93.8 94.2 96.2 97.3 76.3
Yes 1.5 6.2 5.8 3.8 2.7 23.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent

with child(ren) 2.7 1.9 1.6 2.5 3.0 1.2
(Table continues on next page)
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ROMANIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Other households
with child(ren) 76.6 65.1 79.4 69.6 50.2 52.4

Single elderly male 1.1 0.7 0.2 0.8 2.4 0.9
Single elderly female 3.9 3.9 0.9 3.5 12.7 3.0
Number of elderly 0.8 3.7 1.0 2.3 4.6 4.3
Other households

without child(ren) 14.9 24.7 16.9 21.3 27.0 38.1
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 20.7 33.0 19.0 27.9 46.8 46.3
One 19.9 23.1 22.2 21.9 18.5 26.1
Two 20.3 22.7 25.5 22.8 17.4 18.5
Three or more 39.1 21.2 33.3 27.4 17.4 9.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of elderly
Zero 84.7 79.2 85.3 82.2 70.3 78.2
One 13.6 14.9 11.3 13.8 24.1 15.0
Two 1.7 5.8 3.3 4.0 5.6 6.7
Three or more 0.0 0.1 0.1 0.0 0.0 0.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, gender
Male 74.4 80.4 83.7 78.1 66.2 84.5
Female 25.6 19.6 16.3 21.9 33.8 15.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Employee 8.3 29.6 29.4 21.7 13.6 44.5
Employer 0.0 0.1 0.1 0.1 0.1 0.8
Self-employed

(nonagricultural activity) 18.8 6.7 8.6 10.0 9.3 3.6
Farmer 25.0 18.8 22.5 23.7 20.8 9.6
Unemployed, but

looking for work 16.4 9.3 11.1 11.9 11.9 4.8
Pensioner 16.9 30.3 21.8 25.2 36.6 34.2
Not in workforce 14.6 5.2 6.6 7.4 7.8 2.6

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of income earners
Zero 22.3 7.3 9.2 11.4 12.9 3.0
One 35.7 35.9 31.1 34.9 46.6 26.2
Two 25.9 34.4 31.5 32.1 27.3 47.3
Three or more 16.1 22.4 28.1 21.5 13.2 23.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Romania 1998 Living Standards Measurement Survey.
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RUSSIAN FEDERATION: Composition of Poverty, 1998

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=. 75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 36.7 36.4 39.8 36.7 32.4 34.0
16-64 50.2 51.1 49.5 50.0 51.5 54.9
65 13.1 12.5 10.7 13.3 16.1 11.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 34.8 34.9 37.7 34.8 31.2 32.0
High school 40.4 39.4 37.9 39.8 42.2 36.8
Technical or vocational 20.7 19.9 19.7 21.1 21.9 21.2
University 4.1 5.8 4.7 4.4 4.8 10.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Location
Urban 60.5 60.3 59.8 59.6 59.2 63.4
Semi-urban 7.7 7.4 8.6 7.0 6.9 5.9
Rural 31.8 32.3 31.6 33.4 33.9 30.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Region
Metropolitan areas: Moscow

and St. Petersburg 1.0 2.9 2.4 1.6 1.9 6.5
Northern and Northwestern 6.3 8.1 8.6 6.5 6.2 7.1
Central and Central

Black Earth 20.1 19.5 19.2 21.3 22.3 18.2
Volga-Vaytski and

Volga Basin 25.1 22.8 24.1 25.1 26.1 18.4
Caucasian 12.5 12.2 11.4 10.6 9.6 15.1
Ural 19.7 18.7 18.4 19.4 19.3 15.4
Western Siberian 9.9 10.3 10.5 10.2 9.9 10.3
Eastern Siberian and

Far Eastern 5.5 5.5 5.4 5.3 4.8 9.0
Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
Yes 5.9 15.2 13.5 11.6 8.9 29.4
No 94.1 84.8 86.5 88.4 91.1 70.6

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent

with child(ren) 15.3 9.9 10.3 11.6 13.3 7.6
Other households

with child(ren) 56.4 62.7 67.3 61.2 52.9 64.5
Single elderly male 0.4 0.5 0.3 0.4 0.8 0.6

(Table continues on next page)
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RUSSIAN FEDERATION (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Single elderly female 7.0 4.8 3.6 5.8 8.4 3.5
Multiple elderly only 5.5 6.3 5.3 6.1 7.1 6.5
Other households

without child(ren) 15.3 15.8 13.3 15.0 17.4 17.3
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 31.0 29.5 23.9 29.7 37.0 30.0
One 28.5 29.2 29.8 29.2 29.1 34.1
Two 27.0 30.5 32.4 29.3 24.4 30.0
Three or more 13.5 10.9 13.9 11.7 9.6 9.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of elderly
Zero 67.9 62.8 65.1 63.3 61.1 63.3
One 23.0 25.1 24.7 25.8 27.5 23.2
Two 8.1 11.2 9.6 10.3 11.0 12.3
Three or more 1.0 1.0 0.7 0.6 0.5 1.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, gender
Male 73.8 81.1 81.7 78.0 74.1 85.1
Female 26.2 18.8 18.3 21.9 25.8 14.8
Unknown 0.1 0.1 0.1 0.1 0.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Unknown 9.9 6.6 7.0 7.2 7.7 6.1
Employed 48.8 53.6 53.8 52.4 51.0 61.7
Self-employed or employer 1.1 1.3 1.3 1.4 1.2 3.8
Unemployed, but

looking for work 22.9 22.2 24.4 23.3 20.2 14.9
Not in workforce 2.2 2.0 1.6 1.6 1.8 1.0
Retired 15.2 14.2 11.8 14.0 18.2 12.6

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of income earners
Zero 29.3 22.2 20.6 23.8 27.8 16.7
One 34.5 33.8 34.2 35.2 35.9 29.8
Two 29.1 35.5 35.5 32.6 29.2 41.7
Three or more 7.2 8.5 9.8 8.4 7.1 11.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Russian Longitudinal Monitoring Survey 1998.
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SLOVENIA: Composition of Poverty, 1997-98

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=l Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 17.2 21.1 23.2 18.4 13.4 18.7
16-64 61.2 61.3 60.5 60.1 55.7 68.3
65, 21.5 17.6 16.3 21.5 31.0 13.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 17.2 21.1 23.2 18.4 13.4 18.7
None 1.1 0.5 0.4 0.4 0.6 0.4
Primary or middle 57.8 41.3 44.3 50.8 56.1 29.2
Secondary 23.5 35.1 30.8 29.5 28.7 42.5
Higher 0.4 2.0 1.2 1.0 1.3 9.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to land
No 52.2 37.6 37.4 49.2 48.9 41.0
Yes 47.8 62.4 62.6 50.8 51.1 59.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 72.0 31.3 36.1 50.3 59.7 14.3
Yes 28.0 68.7 63.9 49.7 40.3 85.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent

with child(ren) 2.7 2.1 1.3 1.7 2.3 1.5
Other households

with child(ren) 43.1 53.4 59.7 46.7 31.8 48.9
Single elderly male 0.0 0.6 0.3 0.4 1.8 0.3
Single elderly female 2.3 3.1 1.1 2.9 8.5 2.7
Multiple elderly only 12.8 5.9 5.7 9.4 12.0 3.9
Other households

without child(ren) 39.1 34.9 32.0 38.9 43.6 42.8
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 54.2 44.6 39.0 51.6 65.9 49.6
One 19.2 23.4 21.3 19.4 14.9 24.9
Two 13.8 22.6 24.7 20.9 14.0 19.9
Three or more 12.8 9.5 15.0 8.1 5.2 5.6

Total 100.0 100.0 100.0 100.0 100.0 100.0

(Table continues on next page)
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SLOVENIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

No. of elderly
Zero 65.7 62.9 57.5 61.8 55.7 73.4
One 21.5 26.3 29.8 26.8 30.3 18.8
Two 12.8 10.9 12.7 11.4 13.9 7.7
Three or more 0.0 0.0 0.0 0.0 0.0 0.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, gender
Male 42.9 58.8 61.0 54.5 50.7 57.6
Female 57.1 41.2 39.0 45.5 49.3 42.4

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Employed 43.3 57.1 55.9 42.5 35.6 67.8
Unemployed 7.1 6.6 7.4 9.6 7.3 2.7
Not in workforce 49.6 36.4 36.7 47.8 57.1 29.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of income earners
Zero 35.5 24.9 22.8 38.3 48.9 16.8
One 23.9 26.2 25.5 26.9 26.8 23.1
Two 26.5 36.5 34.1 25.4 17.2 45.7
Three or more 14.1 12.4 17.6 9.5 7.1 14.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Slovenia 1997-98 Household Income and Expenditures Survey.
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TAJIKISTAN: Composition of Poverty, 1999

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 50.9 48.2 48.4 48.0 48.6 44.9
16-64 44.3 47.0 47.6 48.0 46.5 50.7
65+ 4.8 4.8 4.0 4.0 4.9 4.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 50.9 48.2 48.4 48.0 48.6 44.9
Unknown 2.0 1.8 1.6 1.7 1.7 2.0
None 2.5 2.0 2.2 2.2 2.3 1.6
Primary

(less than 7 years) 6.6 5.7 5.2 5.3 5.9 5.6
General secondary

(8-12 years) 30.6 33.2 34.4 34.2 33.3 32.7
Vocational or specialized

secondary 6.3 7.3 6.5 6.7 6.6 9.2
Some higher 1.0 1.9 1.7 1.9 1.7 4.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Location
Urban 26.3 20.4 19.9 22.4 21.9 21.9
Rural 73.7 79.6 80.1 77.6 78.1 78.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Region
Dushanbe (capital) 3.3 2.3 1.8 2.0 2.9 6.4
GBAO 10.1 7.0 8.2 8.3 7.5 3.9
RRS 15.9 16.9 19.7 16.5 14.8 25.3
Leninabad 25.8 27.6 25.8 30.2 30.0 26.1
Khatlon 44.8 46.1 44.5 43.0 44.7 38.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to individual
garden plot

No 21.2 15.8 16.6 18.7 21.1 16.0
Yes 78.8 84.2 83.4 81.3 78.9 84.0
Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 100.0 97.1 98.5 98.8 98.6 86.5
Yes 0.0 2.9 1.5 1.2 1.4 13.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent

with child(ren) 6.3 2.5 2.3 3.0 4.9 1.3

(Table continues on next page)
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TAJIKISTAN (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Other households
with child(ren) 91.1 95.3 96.5 94.9 91.4 95.0

Single elderly male 0.0 0.0 0.0 0.0 0.1 0.0
Single elderly female 0.0 0.1 0.0 0.0 0.4 0.1
Multiple elderly only 1.0 0.6 0.4 0.6 1.3 0.3
Other households

without child(ren) 1.5 1.5 0.8 1.4 1.8 3.2
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 2.5 2.2 1.2 2.1 3.7 3.7
One 5.6 6.9 5.7 7.0 8.3 8.4
Two 12.9 13.9 11.3 13.8 15.8 13.9
Three or more 79.0 77.0 81.8 77.1 72.2 74.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of elderly
Zero 67.6 61.0 59.3 63.9 67.9 61.0
One 23.5 23.3 24.2 21.4 19.2 22.2
Two 8.9 15.7 16.5 14.6 12.8 16.6
Three or more 0.0 0.0 0.0 0.0 0.0 0.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, gender
Male 72.7 79.4 77.0 77.4 76.3 84.4
Female 27.3 20.6 23.0 22.6 23.7 15.6

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Employed 67.8 61.3 61.3 62.9 64.4 63.4
Unemployed, but

looking for work 3.3 5.9 4.5 5.2 4.0 6.3
Not in workforce 15.4 10.2 13.2 14.2 14.5 7.3
Retired 13.4 20.9 19.6 15.9 14.4 21.2
Unknown 0.0 1.8 1.5 1.8 2.8 1.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of adults employed
Zero 14.2 11.6 10.5 11.0 14.8 10.8
One 39.2 34.9 35.7 40.0 41.2 30.6
Two 27.1 30.5 28.5 26.1 24.6 28.9
Three or more 19.5 23.0 25.3 22.9 19.4 29.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Taiikistan 1999 Living Standards Measurement Survey.
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TURKMENISTAN: Composition of Poverty, 1998

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 49.3 45.2 45.5 45.8 46.4 39.8
16-64 47.3 51.5 51.8 51.3 49.8 55.8
65, 3.4 3.3 2.7 3.0 3.9 4.4

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 49.3 45.2 45.5 45.8 46.4 39.8
Unknown 5.8 4.6 5.2 5.2 5.5 3.5
None 0.5 0.4 0.4 0.4 0.4 0.3
Primary

(less than 7 years) 4.9 4.8 4.3 4.2 4.5 5.9
General secondary

(8-9 years) 32.2 35.5 36.0 35.5 34.1 33.7
Higher education 7.3 9.5 8.7 8.8 9.2 16.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Location
Urban 10.3 24.5 20.6 18.7 19.7 43.0
Rural 89.7 75.5 79.4 81.3 80.3 57.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to land
No 24.4 28.1 26.4 25.8 28.3 37.5
Yes 75.6 71.9 73.6 74.2 71.7 62.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 73.6 68.0 69.4 71.7 75.6 58.8
Yes 26.4 32.0 30.6 28.3 24.4 41.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent

with child(ren) 0.5 0.4 0.2 0.3 0.7 1.1
Other households

with child(ren) 95.4 95.2 96.6 95.3 93.4 89.3
Single elderly male 0.0 0.1 0.1
Single elderly female 0.1 0.0 0.2 0.3
Multiple elderly only 0.3 0.2 0.1 0.1 0.4 0.3
Other households

without child(ren) 3.7 4.0 3.1 4.2 5.2 8.9
Total 100.0 100.0 100.0 100.0 100.0 100.0

(Table continues on next page)
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TURKMENISTAN (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta_.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

No. of children under 15
Zero 4.1 5.4 4.1 5.7 7.1 10.8
One 5.6 9.4 7.5 7.8 9.4 13.4
Two 15.8 16.5 14.1 15.2 15.7 21.2
Three or more 74.6 68.8 74.3 71.3 67.9 54.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of elderly
Zero 81.0 82.2 81.6 81.9 82.0 79.7
One 14.4 14.5 15.5 15.2 14.6 15.5
Two or more 4.6 3.3 2.9 2.9 3.4 4.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, gender
Unknown 0.0 0.0 0.0 0.0 0.0 0.0
Male 85.3 84.5 85.4 86.0 84.3 82.3
Female 14.7 15.5 14.6 14.0 15.7 17.7

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Unknown 3.2 2.2 2.3 2.3 2.3 2.0
Employed 44.9 53.3 49.6 50.8 53.3 54.9
Self-employed or employer 8.5 5.0 6.2 6.6 7.1 7.3
Unemployed, but

looking for work 19.5 9.7 11.2 12.8 13.9 6.4
Not in workforce 8.1 8.2 6.6 6.1 6.2 7.7
Retired 15.8 21.6 24.0 21.4 17.3 21.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of income earners
Zero 27.3 18.2 17.8 17.8 21.2 13.1
One 22.7 26.5 24.2 27.1 28.8 28.9
Two 27.8 25.9 24.6 23.3 25.2 28.1
Three or more 22.2 29.4 33.2 31.8 24.9 29.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Turkmenistan 1998 Living Standards Measurement Survey.
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UKRAINE: Composition of Poverty, 1996

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Age in years
0-15 22.2 21.7 24.7 20.7 15.7 21.7
16-64 53.7 54.9 57.7 54.0 50.3 61.0
65, 24.1 23.4 17.6 25.3 34.0 17.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

Education
Age less than 15 22.2 21.7 24.7 20.7 15.7 21.7
Unknown 0.0 0.2 0.2 0.3 0.6 0.2
None 2.7 2.9 2.8 4.1 4.5 1.7
Primary

(less than 7 years) 14.4 11.4 9.3 12.7 16.0 10.0
General secondary 30.4 30.2 28.4 28.7 30.3 28.7
Vocational or specialized

secondary 12.5 10.3 11.8 10.4 10.2 9.4
Some higher 17.9 23.1 22.8 23.2 22.8 28.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

Location
Urban 69.2 56.9 60.4 59.8 61.9 44.9
Semi-urban 4.0 6.4 6.7 5.4 6.7 7.2
Rural 26.8 36.7 32.9 34.9 31.4 47.9

Total 100.0 100.0 100.0 100.0 100.0 100.0

Region
South 14.1 21.6 20.3 19.5 18.4 24.0
West 12.0 18.2 17.8 13.2 13.4 27.9
Central 20.7 28.2 25.7 25.3 23.3 29.2
East 53.3 32.0 36.2 42.1 44.9 19.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Access to land
No 68.5 41.4 44.9 47.7 54,1 23.8
Yes 31.5 58.6 55.1 52.3 45.9 76.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

Own automobile
No 93.8 86.4 86.6 88.7 89.6 78.5
Yes 6.2 13.6 13.4 11.3 10.4 21.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household typology
Single parent

with child(ren) 5.4 5.4 3.5 3.6 2.9 4.8
Other households

with child(ren) 46.4 49.7 60.4 48.5 36.7 51.7

(Table continues on next page)
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UKRAINE (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Share of Share of Share of Share of Share of Share of
poor poor poor poor poor population

Single elderly male 0.4 0.9 0.5 0.9 1.7 0.5
Single elderly female 10.5 6.3 4.3 8.3 13.3 3.8
Multiple elderly only 10.5 11.5 8.8 11.4 14.9 9.3
Other households

without child(ren) 26.8 26.2 22.6 27.3 30.6 29.9
Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of children under 15
Zero 43.1 42.6 33.5 45.7 58.0 41.2
One 37.3 27.4 30.1 28.2 26.7 31.4
Two 11.2 24.2 29.7 20.5 11.7 22.2
Three or more 8.3 5.8 6.7 5.6 3.7 5.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of elderly
Zero 58.3 58.7 61.1 56.5 52.2 65.7
One 31.2 29.1 29.7 32.1 33.0 24.5
Two 10.5 12.2 9.3 11.4 14.9 9.5
Three or more 0.0 0.0 0.0 0.0 0.0 0.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, gender
Unknown 4.7 5.5 6.4 5.9 4.3 5.6
Male 30.1 42.3 41.7 37.8 37.2 49.0
Female 65.2 52.3 51.9 56.3 58.5 45.4

Total 100.0 100.0 100.0 100.0 100.0 100.0

Household head, labor
market status

Unknown 14.9 11.9 15.3 14.2 12.4 10.9
Employed 15.2 25.1 23.5 20.5 19.6 34.3
Employer 0.0 0.0 0.0 0.0 0.0 0.6
Self-employed 0.0 2.1 1.9 1.9 1.1 2.7
Unemployed, but

looking for work 0.0 0.2 0.4 0.5 0.0 0.4
Not in workforce 9.8 3.9 4.0 4.2 5.0 3.9
Retired 60.1 56.9 55.0 58.7 62.0 47.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

No. of income earners
Zero 50.7 41.2 37.2 45.7 53.9 29.9
One 35.5 32.7 32.2 32.1 28.5 34.5
Two 5.4 19.5 21.1 16.3 12.5 26.7
Three or more 8.3 6.6 9.4 5.9 5.1 9.0

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Ukraine 1996 Household Income and Expenditures Survey.
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Poverty Risk

ALBANIA: Poverty Risk, 1996

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 0.7 20.7 11.0 7.0 5.2
16-64 0.2 11.9 4.6 3.0 2.7
65, 0.3 9.7 3.1 2.0 3.3

Total 0.4 15.3 6.9 4.5 3.7

Education
Age less than 15 0.7 20.7 11.0 7.0 5.2
None 0.6 17.2 6.1 4.8 6.5
Primary (less than 7 years) 0.3 15.2 6.3 4.0 3.6
General secondary (8-12 years) 0.0 3.3 1.2 1.2 0.9
Vocational or specialized secondary 0.0 7.9 1.9 1.1 1.2
Some higher 0.0 1.8 0.5 0.6 0.6

Total 0.4 15.3 6.9 4.5 3.7

Location
Rural 0.6 21.4 9.8 6.1 4.9
Urban 0.0 3.8 1.5 1.5 1.5

Total 0.4 15.3 6.9 4.5 3.7

Access to land
No 0.0 5.1 2.3 2.4 2.5
Yes 0.7 21.4 9.7 5.7 4.5

Total 0.4 15.3 6.9 4.5 3.7

Own automobile
No 0.4 15.6 7.1 4.6 3.8
Yes 0.0 0.0 0.0 0.0 0.0

Total 0.4 15.3 6.9 4.5 3.7

Household typology
Single parent with child(ren) 0.0 16.2 13.0 13.0 13.0
Other households with child(ren) 0.5 17.5 8.4 5.3 3.9
Single elderly male 0.0 0.0 0.0 0.0 22.4
Single elderly female 0.0 18.6 0.0 7.6 18.6
Multiple elderly only 0.0 8.3 0.0 0.0 8.3
Other households without child(ren) 0.1 5.5 0.7 0.9 2.1

Total 0.4 15.3 6.9 4.5 3.7

(Table continues on next page)
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ALBANIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

No. of children under 15
Zero 0.1 5.8 0.7 1.0 2.5
One 0.0 10.0 2.2 1.4 1.3
Two 0.1 8.7 2.8 2.3 2.0
Three or more 1.2 31.6 18.4 10.9 7.9

Total 0.4 15.3 6.9 4.5 3.7

No. of elderly
Zero 0.4 16.4 7.7 5.1 4.1
One 0.3 12.9 4.4 3.1 2.7
Two or more 1.0 9.5 5.4 1.3 1.9

Total 0.4 15.3 6.9 4.5 3.7

Household head, gender
Male 0.3 15.3 6.8 4.1 3.3
Female 1.4 14.5 8.7 7.9 8.1

Total 0.4 15.3 6.9 4.5 3.7

Household head, labor market status
Unknown 0.0 13.6 6.5 6.4 5.8
Employed 0.0 6.8 1.6 1.4 1.1
Self-employed or employer 0.5 22.2 10.8 5.8 4.1
Not in workforce 0.0 19.3 8.5 6.4 7.6
Retired 0.8 6.7 2.9 2.2 2.1

Total 0.4 15.3 6.9 4.5 3.7

No. of income earners
Zero 0.4 12.8 5.8 5.6 6.2
One 0.7 12.8 7.2 6.0 4.4
Two 0.4 18.3 7.5 3.7 3.4
Three or more 0.0 15.9 6.6 2.6 1.0

Total 0.4 15.3 6.9 4.5 3.7

Source:Albania 1996 Employment and Welfare Survey.
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ARMENIA: Poverty Risk, 1998/99

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta-.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 2.4 25.5 15.8 11.1 8.5
16-64 2.1 22.3 12.5 9.1 7.6
65, 2.6 25.5 12.1 11.1 12.2

Total 2.2 23.6 13.4 9.9 8.3

Education
Age less than 15 2.4 25.5 15.8 11.1 8.5
None 2.4 22.5 15.8 9.5 7.9
Primary 2.8 27.7 16.1 13.0 11.4
Secondary or special secondary 2.4 24.1 13.5 10.1 8.6
Higher 1.0 15.7 6.6 5.4 5.6

Total 2.2 23.6 13.4 9.9 8.3

Location
Urban 1.9 24.1 13.2 10.1 9.0
Rural 2.6 22.9 13.6 9.7 7.3

Total 2.2 23.6 13.4 9.9 8.3

Region
Aragotsotn 7.2 30.4 21.2 15.6 11.0
Ararat 0.1 23.3 10.7 9.0 6.6
Armavir 0.6 12.1 7.4 4.3 4.4
Gegarkunik 2.7 25.1 16.2 13.0 8.7
Lori 4.9 35.7 22.3 18.1 16.5
Kotaik 2.4 25.4 16.3 8.9 7.9
Shirak 3.0 33.1 15.2 14.1 13.2
Sunik 1.2 19.1 11.3 10.2 7.3
Vaits Dzor 2.7 21.1 11.6 9.5 5.4
Tavush 0.0 4.2 1.3 0.4 0.7
Capital 1.6 22.0 11.7 7.8 6.8

Total 2.2 23.6 13.4 9.9 8.3

Access to land
No 2.0 26.6 14.3 10.6 9.9
Yes 2.4 20.8 12.6 9.2 6.7

Total 2.2 23.6 13.4 9.9 8.3

Own automobile
No 2.7 27.5 15.7 11.8 10.1
Yes 0.7 10.5 5.7 3.3 2.2

Total 2.2 23.6 13.4 9.9 8.3

(Table continues on next page)
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ARMENIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Household typology
Single parent with child(ren) 2.4 36.7 19.4 18.8 20.9
Other households with child(ren) 2.4 24.7 15.5 10.6 7.7
Single elderly male 0.0 8.8 0.0 5.9 8.8
Single elderly female 4.1 30.6 5.0 14.9 34.7
Multiple elderly only 0.9 21.7 1.9 5.7 11.3
Other households without child(ren) 1.6 18.4 6.8 6.7 7.9

Total 2.2 23.6 13.4 9.9 8.3

No. of children under 15
Zero 1.7 18.9 6.4 6.9 9.0
One 1.8 19.5 10.2 8.3 7.5
Two 2.8 24.5 14.3 10.6 8.2
Three or more 2.2 29.8 21.1 13.0 8.2

Total 2.2 23.6 13.4 9.9 8.3

No. of elderly
Zero 2.0 21.9 11.9 8.8 7.6
One 2.5 26.9 16.2 12.3 10.2
Two 3.3 28.7 17.9 12.3 8.8
Three or more 0.0 0.0 0.0 0.0 0.0

Total 2.2 23.6 13.4 9.9 8.3

Household head, gender
Male 2.1 22.7 13.0 9.2 7.1
Female 2.7 26.9 14.8 12.5 12.7

Total 2.2 23.6 13.4 9.9 8.3

Household head, labor market status
Inactive 3.5 28.5 16.8 12.9 11.5
Unemployed 2.1 31.5 16.4 11.7 10.0
Employed 1.6 18.7 10.7 7.8 6.0

Total 2.2 23.6 13.4 9.9 8.3

No. of income earners
Zero 3.2 34.7 17.9 14.5 14.7
One 1.8 21.8 11.8 9.2 8.2
Two 1.9 20.2 11.1 9.0 6.3
Three or more 2.2 19.2 14.0 7.2 4.3

Total 2.2 23.6 13.4 9.9 8.3

Source: Armenia 1998/99 Integrated Survey of Living Standards.
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AZERBAIJAN: Poverty Risk, 1999

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age In years
0-15 4.9 30.5 16.6 13.8 13.1
16-64 5.2 26.8 14.2 12.7 12.2
65+ 3.0 31.2 15.2 13.6 13.3

Total 5.0 28.1 14.9 13.1 12.5

Education
Age less than 15 4.9 30.5 16.6 13.8 13.1
Unknown 0.0 24.9 0.0 12.4 12.4
None 5.5 37.6 22.7 20.4 19.6
Primary 14.6 50.9 37.2 34.2 35.2
Incomplete secondary 5.3 34.3 14.7 12.6 11.1
General secondary 6.6 31.1 16.7 14.4 14.1
Technical secondary 4.5 18.5 9.0 8.2 8.2
Professional 3.7 25.7 14.7 15.2 13.9
Higher 1.3 12.3 5.2 4.4 4.4
Total 5.0 28.1 14.9 13.1 12.5

Location
Baku 1.2 17.3 7.4 8.0 6.9
Non-Baku 6.3 32.0 17.6 14.9 14.5

Total 5.0 28.1 14.9 13.1 12.5

Household typology
Single parent with child(ren) 4.0 30.9 14.9 14.9 21.0
Other households with child(ren) 5.2 29.2 16.0 13.5 12.7
Single elderly female 0.0 0.0 0.0 0.0 0.0
Multiple elderly only 1.9 40.9 81.9 14.9 12.0
Other households without child(ren) 5.3 21.4 9.9 11.1 11.4

Total 5.0 28.1 14.9 13.1 12.5

No. of children under 15
Zero 5.0 21.7 9.6 11.2 11.4
One 4.6 23.0 11.7 11.9 12.6
Two 5.7 34.0 17.9 14.3 13.2
Three or more 4.4 31.1 18.9 14.4 12.7

Total 5.0 28.1 14.9 13.1 12.5

No. of elderly
Zero 5.7 26.7 14.4 13.1 12.5
One 3.2 29.5 14.6 12.4 12.5
Two or more 1.9 40.9 21.9 14.9 12.0

Total 5.0 28.1 14.9 13.1 12.5

(Table continues on next page)



MAKING TRANSITION WORK FOR EVERYONE 485

AZERBAIJAN (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Household head, gender
Male 4.8 26.0 13.6 11.7 11.0
Female 5.7 36.8 20.5 18.7 18.9

Total 5.0 28.1 14.9 13.1 12.5

Household head, labor market status
Unknown 0.0 69.8 40.7 0.0 0.0
Government 3.6 18.8 8.6 8.0 7.6
Education 10.4 21.1 10.4 10.4 10.4
Health 0.0 7.2 7.2 7.2 7.2
Agriculture 3.1 34.3 11.5 9.6 10.4
Private industry 6.6 14.0 6.6 6.6 6.6
Trade 8.9 23.1 15.8 13.4 10.5
Housekeeping 4.8 33.8 17.8 15.6 15.7
Unemployed 5.7 35.7 20.3 17.3 15.4
Other 2.0 16.5 12.3 12.3 12.3

Total 5.0 28.1 14.9 13.1 12.5

No. of income earners
Zero 11.8 51.3 22.5 22.5 22.5
One 4.3 41.0 21.2 20.6 20.7
Two 7.0 19.6 12.2 12.3 11.1
Three 4.7 23.2 13.4 12.8 13.9
Four 4.6 21.7 10.3 9.0 9.0
Five or more 4.2 30.4 18.3 14.3 12.7

Total 5.0 28.1 14.9 13.1 12.5

Source: Azerbaijan 1995 Living Standards Measurement Survey.
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BELARUS: Poverty Risk, 1999

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 0.9 22.6 13.3 7.5 4.7
16-64 0.7 15.9 8.1 5.4 4.1
65+ 1.0 22.8 6.5 8.1 11.8

Total 0.8 18.2 9.0 6.2 5.2

Education
Age less than 15 0.9 22.4 13.3 7.6 4.8
Unknown 0.6 19.1 9.1 7.2 3.4
None 1.9 32.3 10.2 12.4 18.9
Primary (less than 7 years) 1.3 25.0 10.0 8.4 10.1
General secondary (8-12 years) 0.7 19.0 10.3 7.3 5.3
Vocational or specialized secondary 0.6 14.5 6.8 4.5 3.4
Some higher 0.0 5.2 1.9 1.2 0.9

Total 0.8 18.2 9.0 6.2 5.2

Location
Urban 0.6 12.3 5.6 4.3 3.7
Semi-urban 1.3 17.2 9.5 7.5 5.8
Rural 0.6 26.3 12.9 7.8 6.8

Total 0.8 18.0 8.9 6.2 5.2

Region
South (Brest and Gomel oblasts) 1.0 20.3 10.7 7.3 5.9
Central (Minsk and Minsk oblasts) 0.8 13.2 6.4 4.6 3.8
West (Grodno oblast) 0.7 16.0 6.5 3.0 3.2
East (Mogilev, Vitebsk) 0.6 22.0 10.9 8.3 7.1

Total 0.8 18.0 8.9 6.2 5.2

Access to land
No 1.1 16.1 7.8 5.8 5.2
Yes 0.6 19.0 9.5 6.4 5.2

Total 0.8 18.0 8.9 6.2 5.2

Own automobile
No 1.0 22.1 10.8 7.7 6.6
Yes 0.3 5.8 3.2 1.7 1.1

Total 0.8 18.0 8.9 6.2 5.2

(Table continves on next page)
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BELARUS (contnued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Household typology
Single parent with child(ren) 1.5 27.9 12.6 11.7 12.9
Other households with child(ren) 0.8 19.8 11.8 6.7 3.8
Single elderly male 0.0 13.2 0.0 6.9 11.6
Single elderly female 2.1 29.7 4.8 12.5 24.8
Multiple elderly only 0.3 20.1 5.5 6.1 7.7
Other households withoutchild(ren) 0.6 12.9 5.0 4.2 4.6

Total 0.8 18.0 8.9 6.2 5.2

No. of children under 15
Zero 0.7 15.0 5.0 5.1 6.6
One 0.5 15.7 8.1 5.6 3.6
Two 1.6 21.4 11.8 7.6 4.8
Three or more 0.0 43.6 34.9 12.5 5.1

Total 0.8 18.0 8.9 6.2 5.2

No. of elderly
Zero 0.7 17.2 9.3 5.8 4.2
One 1.5 20.2 6.8 8.1 10.4
Two 0.2 22.7 9.5 7.0 6.2
Three or more 0.0 20.3 0.0 0.0 0.0

Total 0.8 18.0 8.9 6.2 5.2

Household head, gender
Male 0.5 17.5 9.2 5.3 3.4
Female 1.1 18.5 8.6 7.0 7.0

Total 0.8 18.0 8.9 6.2 5.2

Household head, labor market status
Unknown 8.9 15.0 12.0 12.0 15.0
Employed 0.8 15.8 8.6 5.1 3.3
Self-employed or employer 0.0 10.2 5.0 3.7 0.0
Unemployed, but looking for work 1.0 30.4 17.1 13.0 10.5
Not in workforce 1.1 21.4 15.2 12.0 9.5
Retired 0.8 23.1 8.1 8.0 10.0

Total 0.8 18.0 8.9 6.2 5.2

No. of income earners
Zero 1.4 25.0 7.0 9.6 14.3
One 1.4 22.5 10.7 8.3 7.4
Two 0.5 15.1 8.6 4.6 2.5
Three or more 0.0 12.6 8.9 4.3 1.1

Total 0.8 18.0 8.9 6.2 5.2

Source: Belarus 1999 Household Income and Expenditures Data.
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BULGARIA: Poverty Risk, 1997

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta_.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 5.3 25.3 17.9 13.1 9.2
16-64 2.8 20.1 12.4 10.1 7.9
65+ 3.3 29.0 12.1 14.7 16.6

Total 3.3 22.5 13.3 11.4 9.7

Education
Age less than 15 5.3 25.3 17,9 13.1 9.2
Unknown 12.5 47.9 38.5 37.5 28.1
None 5.7 34.1 18.7 18.6 17.6
Primary (less than 7 years) 2.7 22.0 13.2 11.8 9.7
General secondary (8-12 years) 1.4 14.2 7.4 5.6 4.7
Vocational or specialized secondary 0.6 14.2 6.4 4.4 4.1
Some higher 4.0 20.0 17.1 14.9 11.4

Total 3.3 22.5 13.3 11.4 9.7

Location
Urban 2.3 19.9 11.2 9.6 8.5
Rural 4.8 27.4 17.2 14.6 11.6

Total 3.3 22.5 13.3 11.4 9.7

Region
Sofia 3.5 22.5 12.3 10.4 9.5
Other urban 2.0 19.3 10.9 9.4 8.2
Other rural 4.8 27.4 17.2 14.6 11.6

Total 3.3 22.5 13.3 11.4 9.7

Access to land
No 4.9 26.5 15.9 14.0 12.0
Yes 0.9 16.9 9.5 7.9 6.3

Total 3.3 22.5 13.3 11.4 9.7

Own automobile
No 5.4 31.6 18.8 17.2 15.1
Yes 0.4 10.4 5.8 4.0 2.6

Total 3.3 22.5 13.3 11.4 9.7

(Table continues on next page)
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BULGARIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Household typology
Single parent with child(ren) 0.0 27.9 4.9 11.5 11.5
Other households with child(ren) 4.6 22.9 16.9 12.1 8.4
Single elderly male 2.8 29.2 4.2 15.3 23.6
Single elderly female 5.4 37.4 11.3 21.2 32.0
Multiple elderly only 3.9 31.7 16.5 16.0 14.3
Other households without child(ren) 1.8 18.2 9.4 9.0 7.7

Total 3.3 22.5 13.3 11.4 9.7

No. of children under 15
Zero 2.0 21.1 9.8 10.3 10.3
One 2.3 18.1 11.7 8.7 5.3
Two 4.3 23.7 16.4 11.2 7.7
Three or more 24.2 64.7 60.6 46.1 36.4

Total 3.3 22.5 13.3 11.4 9.7

No. of elderly
Zero 3.0 20.4 12.5 9.8 7.8
One 3.9 24.0 14.0 14.5 13.0
Two 3.9 31.0 16.2 15.2 14.0
Three or more 0.0 100.0 42.9 42.9 42.9

Total 3.3 22.5 13.3 11.4 9.7

Household head, gender
Male 3.0 21.0 12.9 10.7 8.4
Female 5.2 31.8 15.8 15.9 17.2

Total 3.3 22.5 13.3 11.4 9.7

Household head, labor market status
Unknown 12.4 30.0 22.6 21.7 18.3
Employed 1.7 15.7 9.6 6.7 4.3
Self-employed or employer 1.2 8.7 1.2 2.4 2.4
Unemployed, but looking for work 9.8 38.1 30.8 25.5 23.5
Not in workforce 0.0 25.3 15.4 9.9 3.9
Retired 2.6 26.5 12.9 12.9 12.2

Total 3.3 22.5 13.3 11.4 9.7

No. of income earners
Zero 7.4 35.1 20.7 21.5 20.9
One 2.1 22.0 12.7 10.1 7.6
Two 0.9 15.2 8.5 5.2 3.0
Three or more 2.3 9.4 8.5 5.6 3.9

Total 3.3 22.5 13.3 11.4 9.7

Source: Bulgaria 1997 Integrated Household Survey.
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CROATIA: Poverty Risk, 1998

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 The fa=.75 Theta=lI Thetfa=.75 Thetfa=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 1.0 18.0 11.8 5.4 3.6
16-64 1.5 15.1 8.0 5.4 5.3
65, 4.1 38.1 13.3 15.4 23.1

Total 1.8 19.4 9.6 7.1 7.9

Education
Age 15 and below 1.0 18.0 11.8 5.4 3.6
Primary 4.1 33.0 14.9 13.6 17.0
Basic vocational 1.0 17.6 8.9 5.8 5.9
Secondary 0.5 9.1 4.6 2.7 2.6
Higher 0.1 3.9 1.0 0.9 1.4

Total 1.8 19.4 9.6 7.1 7.9

Location
Zagreb 1.1 15.6 8.3 5.3 7.1
City 1.6 18.0 8.6 6.5 7.5
Rural 2.6 24.2 12.2 9.1 9.1

Total 1.8 19.4 9.6 7.1 7.9

Region
Zagreb 1.1 16.9 8.6 5.5 6.7
Central 2.7 23.4 13.5 10.7 10.4
Istra (N. Coast) 0.3 17.5 7.6 5.9 7.8
Dalmacija (S. Coast) 1.6 13.2 5.3 4.1 5.1
Slavonia 3.1 25.2 11.8 8.5 9.3

Total 1.8 19.4 9.6 7.1 7.9

Access to land
No 2.0 18.0 8.1 7.0 8.6
Yes 1.7 20.6 11.0 7.1 7.2

Total 1.8 19.4 9.6 7.1 7.9

Own automobile
No 4.6 38.1 17.9 15.9 19.2
Yes 0.2 8.4 4.7 1.9 1.3

Total 1.8 19.4 9.6 7.1 7.9

Household typology
Single parent with child(ren) 0.7 23.4 6.4 4.4 6.4
Other households with child(ren) 1.0 17.0 11.6 5.2 3.1
Single elderly male 7.5 28.8 10.1 10.8 28.8

(Table continues on next page)
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CROATIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Single elderly female 5.1 50.5 8.7 21.0 46.3
Multiple elderly only 5.0 45.9 13.8 19.0 24.7
Other households without child(ren) 2.0 15.9 7.0 6.6 7.7

Total 1.8 19.4 9.6 7.1 7.9

No. of children under 15
Zero 2.6 21.4 7.9 8.9 12.3
One 1.0 13.8 7.6 4.2 2.9
Two 0.7 18.7 11.6 5.7 3.6
Three or more 1.8 23.1 21.2 6.5 3.5

Total 1.8 19.4 9.6 7.1 7.9

No. of elderly
Zero 1.4 14.1 7.5 4.9 4.8
One 2.0 26.8 11.1 10.1 14.2
Two 4.5 38.6 19.7 15.2 15.9
Three or more 0.0 44.3 31.3 7.0 7.0

Total 1.8 19.4 9.6 7.1 7.9

Household head, gender
Female 2.5 24.5 8.8 9.6 14.2
Male 1.6 17.9 9.8 6.3 6.1

Total 1.8 19.4 9.6 7.1 7.9

Household head, labor market status
Employed 0.6 12.7 6.7 3.5 3.0
Unemployed 7.9 45.4 30.9 20.5 17.4
Retired 2.3 26.2 10.9 9.8 14.1
Other 8.7 38.7 21.9 22.4 20.6

Total 1.8 19.4 9.6 7.1 7.9

No. of income earners
Zero 6.0 37.9 15.3 19.6 25.7
One 2.6 26.5 12.8 9.9 11.0
Two 0.1 9.6 4.9 1.8 1.3
Three or more 0.5 9.5 8.0 2.2 1.1

Total 1.8 19.4 9.6 7.1 7.9

Source: Croatia 1998 Household Budget Survey 1998.
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CZECH REPUBLIC: Poverty Risk, 1996

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 1.3 20.8 12.1 6.4 4.2
16-64 0.4 8.3 3.8 2.2 2.0
65+ 0.0 8.7 0.3 0.3 3.7

Total 0.6 10.8 5.0 2.8 2.6

Education
Age less than 15 1.4 21.3 12.4 6.5 4.3
Elementary 0.6 13.0 5.1 3.3 4.3
Vocational 0.3 8.8 3.4 1.9 1.9
General secondary 0.2 5.8 2.0 1.3 1.7
Specialized secondary 0.2 4.8 1.8 1.0 1.0
University 0.2 2.3 1.0 0.8 0.6

Total 0.6 10.8 5.0 2.8 2.6

Location (1)
Urban 0.6 10.3 4.8 3.0 2.8
Rural 0.5 11.9 5.5 2.5 2.3

Total 0.6 10.8 5.0 2.8 2.6

Location (2)
Capital 0.3 6.3 1.7 1.4 1.9
Cities 0.6 11.0 5.5 3.2 3.4
Towns 0.7 11.2 5.4 3.3 2.9
Villages 0.5 11.9 5.5 2.5 2.3

Total 0.6 10.8 5.0 2.8 2.6

Region
Middle 0.3 8.3 3.4 2.0 2.0
South 1.1 12.9 7.0 4.8 4.1
West 0.3 10.5 4.7 2.1 2.2
North 0.5 11.7 5.1 2.8 2.5

Total 0.6 10.8 5.0 2.8 2.6

Access to land
No 0.7 11.7 5.5 3.2 3.1
Yes 0.2 7.5 3.3 1.2 0.9

Total 0.6 10.8 5.0 2.8 2.6

Own automobile
No 1.1 17.6 8.0 5.1 5.4
Yes 0.2 6.6 3.1 1.4 0.9

Total 0.6 10.8 5.0 2.8 2.6

(Table continues on next page)
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CZECH REPUBLIC (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=t Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Household typology
Single parent with child(ren) 5.0 44.6 24.3 21.1 19.9
Other households with child(ren) 0.4 9.0 4.6 2.1 1.2
Single elderly male 0.8 9.0 1.2 2.4 6.8
Single elderly female 0.2 17.3 0.4 1.0 10.3
Other households without child(ren) 0.0 6.2 0.4 0.4 0.8

Total 0.6 10.8 5.0 2.8 2.6

No. of children under 15
Zero 0.1 4.8 0.6 0.8 2.0
One 0.6 9.9 4.4 3.2 2.6
Two 0.8 18.4 9.2 4.5 3.1
Three or more 3.4 41.9 32.7 14.5 6.7

Total 0.6 10.8 5.0 2.8 2.6

No. of elderly
Zero 0.8 11.8 6.3 3.6 2.6
One 0.0 12.3 3.2 1.9 4.2
Two 0.0 3.9 1.0 0.3 0.3
Three or more 0.0 0.0 0.0 0.0 0.0

Total 0.6 10.8 5.0 2.8 2.6

Household head, gender
Male 0.4 8.9 4.5 2.2 1.4
Female 1.7 24.4 8.7 7.4 11.1

Total 0.6 10.8 5.0 2.8 2.6

Household head (labor market status)
Employed 0.0 8.3 3.4 1.2 0.7
Self-employed or employer 0.8 11.7 6.8 3.8 2.5
Unemployed, but looking for work 17.1 68.3 55.5 45.6 37.3
Not in workforce 18.9 82.9 68.9 59.4 52.2
Retired 0.0 10.8 2.4 1.7 3.9

Total 0.6 10.8 5.0 2.8 2.6

No. of income earners
Zero 2.3 19.9 9.1 7.8 10.0
One 0.4 19.5 9.4 4.4 2.6
Two 0.1 4.4 1.7 0.4 0.3
Three or more 0.0 0.5 0.5 0.2 0.1

Total 0.6 10.8 5.0 2.8 2.6

Source: Czech Republic Microcensus 1996.
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ESTONIA: Poverty Risk, 1998

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=l Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Location
City 2.2 21.1 7.9 8.9 12.1
Town 0.9 13.9 6.8 5.9 5.5
Settlement 1.2 16.4 6.3 6.5 7.5
Bigger village 2.1 25.1 10.8 11.6 13.0
Village 2.7 29.6 13.6 15.1 17.8

Total 2.1 21.9 8.7 9.7 12.4

No. of children under 15
Zero 2.1 21.4 7.0 9.9 14.8
One 1.7 19.5 8.5 7.4 6.3
Two 2.0 27.5 15.5 10.8 7.4
Three or more 5.8 30.2 25.6 12.7 9.4

Total 2.1 21.9 8.7 9.7 12.4

Household head, gender
Male 1.2 18.6 7.8 9.4 10.7
Female 2.9 24.8 9.5 9.9 13.8

Total 2.1 21.9 8.7 9.7 12.4

Household head, labor market status
Employed 1.1 16.5 7.3 7.1 7.5
Farmer 1.7 6.9 3.5 3.5 1.7
Self-employed 0.0 10.2 2.9 5.9 8.7
Owner 0.0 3.9 1.3 0.9 0.0
Not in workforce 0.0 32.3 11.9 13.8 12.8
Unemployed, but looking for work 18.6 60.1 42.7 43.7 45.4
Retired 2.5 29.8 8.2 11.3 19.3
Other 35.5 47.4 47.4 47.4 35.5

Total 2.1 21.9 8.7 9.7 12.4

Source: Estonia 1998 Household Income and Expenditures Survey.
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GEORGIA: Poverty Risk, 1996/97

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 7.3 33.7 25.3 17.2 13.4
16-64 7.0 27.5 18.8 16.7 14.7
65 6.6 30.1 16.5 18.3 18.3

Total 7.0 29.3 19.9 17.0 15.0

Education
Age less than 15 7.3 33.7 25.3 17.2 13.4
Elementary 9.6 34.2 23.6 23.8 21.7
Secondary (incomplete) 9.1 33.2 22.7 21.2 19.7
Secondary 7.9 31.3 21.4 19.7 17.6
Postsecondary 6.4 25.1 16.4 14.4 13.3
University 3.9 20.8 11.4 10.8 10.0

Total 7.0 29.3 19.9 17.0 15.0

Location
Capital 5.6 26.1 15.8 13.5 12.4
Other urban 8.8 31.5 21.8 19.3 17.5
Rural 6.7 29.9 21.2 17.7 14.9

Total 7.0 29.3 19.9 17.0 15.0

Region
Western 7.0 33.7 22.8 19.3 16.5
Eastern 7.6 29.8 21.6 18.6 16.9
Central 6.1 26.3 16.6 14.4 12.9
South 8.5 26.3 19.7 16.5 13.7

Total 7.0 29.3 19.9 17.0 15.0

Access to land
No 7.5 31.4 20.2 17.7 16.1
Yes 6.9 28.6 20.4 17.0 14.5

Total 7.0 29.3 19.9 17.0 15.0

Own automobile
No 7.7 31.1 21.3 18.5 16.5
Yes 3.3 20.7 13.4 10.2 7.5

Total 7.0 29.3 19.9 17.0 15.0

Household typology
Single parent with child(ren) 11.5 36.9 22.2 23.4 26.7
Other households with child(ren) 8.2 31.8 23.6 18.8 15.3
Single elderly male 13.1 36.6 14.8 24.6 36.6
Single elderly female 7.3 27.5 9.2 16.8 28.0

(Table continues on next page)
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GEORGIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

No. ot children under 15
Zero 6.8 27.2 16.0 16.3 16.4
One 6.2 28.6 17.9 14.7 13.0
Two 7.0 31.0 22.8 17.6 13.9
Three or more 9.0 33.4 29.3 21.9 16.2

Total 7.0 29.3 19.9 17.0 15.0

No. of elderly
Zero 7.1 27.1 18.4 16.4 14.8
One 6.8 31.2 20.3 17.3 15.6
Two 7.2 31.2 22.4 18.2 14.7
Three or more 3.2 27.6 19.3 13.0 9.9

Total 7.0 29.3 19.9 17.0 15.0

Household head, gender
Male 6.2 27.6 18.6 14.8 12.7
Female 8.9 33.6 23.2 22.5 20.6

Total 7.0 29.3 19.9 17.0 15.0

Household head, labor market status
Retired (old age) 15.2 44.4 23.9 30.8 39.4
Inactive, disabled, otherwise

not in workforce 21.5 53.1 40.2 39.6 36.9
Unemployed, but actively

looking for work 17.6 41.6 31.5 30.1 27.7
Self-employed (or employer) 5.8 27.4 19.1 15.8 13.1
Employed (wage) 5.4 26.8 17.6 14.1 11.9

Total 7.0 29.3 19.9 17.0 15.0

No. of income earners
Zero 16.6 45.9 31.4 33.1 33.5
One 7.2 29.3 18.8 16.5 15.3
Two 4.9 26.3 16.7 13.8 12.0
Three or more 5.5 26.6 20.2 15.2 11.1

Total 7.0 29.3 19.9 17.0 15.0

Source: Survey of Georgian Households 1996-97.
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HUNGARY: Poverty Risk, 1997

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 1.9 27.2 14.8 10.1 7.3
16-64 1.1 16.4 7.3 5.6 4.8
65, 0.2 13.5 2.0 3.5 7.0

Total 1.1 18.0 7.9 6.1 5.6

Education
Age less than 15 1.9 27.2 14.8 10.1 7.3
Primary or less 2.0 23.5 10.7 9.4 9.6
General secondary 0.1 6.9 2.0 1.6 1.7
Vocational 0.3 13.3 4.3 2.9 2.6
Higher 0.0 3.1 0.2 0.2 0.2

Total 1.1 18.0 7.9 6.1 5.6

Location
Budapest 0.9 8.5 3.2 3.0 2.0
Other urban 0.9 16.9 6.7 4.8 4.8
Rural 1.5 23.8 11.4 9.1 8.3

Total 1.1 18.0 7.9 6.1 5.6

Region
Central region 0.9 12.1 5.5 4.3 3.3
West Trans-Danubia 0.0 14.2 3.4 2.2 3.2
Central Trans-Danubia 0.6 15.7 6.6 4.4 4.2
South Trans-Danubia 1.7 20.7 10.0 7.3 6.9
Northern Hungary 2.5 26.1 13.7 11.7 11.2
North Great Plain 1.2 24.6 12.4 9.4 7.3
South Great Plain 0.9 17.7 5.1 4.2 5.1

Total 1.1 18.0 7.9 6.1 5.6

Access to land
No 1.5 17.5 8.2 6.8 6.0
Yes 0.7 18.5 7.5 5.3 5.1

Total 1.1 18.0 7.9 6.1 5.6

Own automobile
No 1.8 25.2 11.1 8.9 8.7
Yes 0.0 6.9 3.0 1.8 0.9

Total 1.1 18.0 7.9 6.1 5.6

Household typology
Single parent with child(ren) 0.8 28.5 7.2 10.5 12.8
Other households with child(ren) 1.8 25.6 14.1 9.2 6.4

(Table continues on next page)
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HUNGARY (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Single elderly male 0.3 11.2 0.3 4.0 9.9
Single elderly female 0.5 15.0 1.0 4.7 14.1
Multiple elderly only 0.2 12.7 1.8 2.8 4.1
Other households without child(ren) 0.6 11.3 3.4 3.5 3.8

Total 1.1 18.0 7.9 6.1 5.6

No. of children under 15
Zero 0.6 11.7 3.0 3.5 4.7
One 0.8 20.0 8.8 6.4 5.1
Two 2.9 27.3 15.0 9.4 7.3
Three or more 1.4 41.0 28.3 19.1 10.5

Total 1.1 18.0 7.9 6.1 5.6

No. of elderly
Zero 1.4 19.0 9.1 6.8 5.6
One 0.2 14.1 3.2 3.9 6.1
Two 0.1 14.3 2.8 2.9 3.7
Three or more 0.0 17.0 0.0 0.0 0.0

Total 1.1 18.0 7.9 6.1 5.6

Household head, gender
Male 1.2 18.1 8.4 6.1 4.9
Female 0.5 17.2 4.3 6.0 10.6

Total 1.1 18.0 7.9 6.1 5.6

Household head, labor market status
Employed 0.5 15.2 6.4 4.2 2.9
Self-employed or employer 0.0 20.6 13.3 3.4 3.4
Unemployed, but looking for work 8.5 52.1 32.7 26.4 22.4
Not in workforce 1.0 21.5 9.6 8.2 7.8
Retired 0.3 11.2 1.2 3.2 7.1

Total 1.1 18.0 7.9 6.1 5.6

No. of income earners
Zero 2.0 19.9 8.3 9.0 10.9
One 1.5 25.2 12.5 9.4 7.4
Two 0.4 12.6 4.5 2.4 1.8
Three or more 0.6 11.6 5.4 3.2 1.4

Total 1.1 18.0 7.9 6.1 5.6

Source: Hungary Household Budget Survey, 1997.
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KAZAKHSTAN: Poverty Risk, 1996

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 6.5 30.2 22.6 17.3 14.1
16-64 3.9 25.1 16.1 12.9 11.3
65 4.9 34.4 16.3 16.5 20.8

Total 4.8 27.4 18.2 14.5 12.8

Education
Age less than 15 6.5 30.2 22.6 17.3 14.1
Unknown 6.6 28.6 19.7 14.6 13.8
Forms 1-7 4.6 35.0 18.8 19.9 21.7
Forms 8-12 6.6 36.8 26.6 20.0 17.4
Additional technical education 3.1 21.7 12.5 10.7 9.8
Some higher 0.9 18.4 9.7 7.7 7.0

Total 4.8 27.4 18.2 14.5 12.8

Location
Urban 3.1 25.0 14.2 12.7 11.7
Rural 6.3 29.6 22.0 16.2 13.9

Total 4.8 27.4 18.2 14.5 12.8

Region
Central 5.0 21.8 14.1 13.6 12.2
Southern 13.5 58.2 42.9 35.1 30.8
Western 2.5 25.1 17.8 8.6 8.0
Northern 0.6 6.4 2.6 1.9 2.2
Eastern 2.1 24.5 14.0 11.8 9.9

Total 4.8 27.4 18.2 14.5 12.8

Access to land
No 8.2 35.5 24.9 21.4 20.2
Yes 2.9 22.9 14.5 10.7 8.8

Total 4.8 27.4 18.2 14.5 12.8

Own automobile
No 5.9 31.7 20.9 17.1 15.6
Yes 0.8 12.4 8.9 5.7 3.3

Total 4.8 27.4 18.2 14.5 12.8

Household typology
Single parent with child(ren) 7.4 29.9 17.6 17.6 18.3
Other households with child(ren) 5.3 27.8 20.5 15.5 12.2
Single elderly male 0.0 66.7 0.0 33.3 66.7

(Table continues on next page)
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KAZAKHSTAN (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Thefa=.75 Theta-.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Single elderly female 7.0 38.0 9.9 18.3 39.4
Multiple elderly only 7.7 42.3 24.5 17.5 19.7
Other households without child(ren) 2.3 22.6 11.2 10.5 11.2

Total 4.8 27.4 18.2 14.5 12.8

No. of children under 15
Zero 3.0 25.0 11.8 11.7 13.5
One 3.1 20.6 13.2 10.9 9.4
Two 5.0 24.6 17.0 13.3 11.0
Three or more 10.4 47.7 40.0 27.9 20.9

Total 4.8 27.4 18.2 14.5 12.8

No. of elderly
Zero 5.0 26.6 17.9 14.9 12.8
One 2.3 27.7 17.8 10.9 11.4
Two 5.1 39.9 22.1 15.2 15.9
Three or more 70.0 100.0 100.0 100.0 100.0

Total 4.8 27.4 18.2 14.5 12.8

Household head, gender
Male 5.1 28.2 20.2 15.0 12.6
Female 3.8 25.4 13.6 13.4 13.3

Total 4.8 27.4 18.2 14.5 12.8

Household head, labor market status
Employed 3.1 21.9 15.1 10.9 9.3
Owner 13.2 33.5 23.6 23.6 19.9
Unemployed, but looking for work 8.2 29.6 23.5 13.3 13.3
Not in workforce 5.5 34.1 24.1 21.1 18.1
Retired 5.8 36.6 20.0 16.6 16.8

Total 4.8 27.4 18.2 14.5 12.8

No. of income earners
Zero 7.4 35.3 21.0 20.9 21.0
One 4.6 29.2 19.4 14.7 12.3
Two 3.8 21.3 16.2 11.4 9.4
Three or more 1.0 20.6 12.1 7.2 4.9

Total 4.8 27.4 18.2 14.5 12.8

Source: Kazakhstan 1996 Living Standards Measurement Survey.
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KYRGYZ REPUBLIC: Poverty Risk, 1997

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 5.3 37.1 22.3 18.6 14.6
16-64 4.4 30.6 18.4 15.6 12.5
65 4.5 31.8 18.8 17.6 16.8

Total 4.8 33.3 20.0 17.0 13.6

Education
Age less than 15 5.3 37.1 22.3 18.6 14.6
Unknown 5.9 38.1 22.8 22.8 19.3
Primary (less than 7 years) 4.0 28.3 16.8 15.3 13.3
General secondary (8-12 years) 5.7 37.3 23.0 19.5 15.9
Professional, technical or technikum 1.5 19.9 10.2 8.2 6.3
Some higher 0.9 10.7 5.0 3.7 3.3

Total 4.8 33.3 20.0 17.0 13.6

Location
Urban 1.4 14.8 9.2 5.6 5.2
Rural 6.2 41.2 24.6 21.9 17.2

Total 4.8 33.3 20.0 17.0 13.6

Region
Bishkek 0.0 1.1 0.8 0.0 0.0
lssuk-Kulskaya 9.1 39.7 25.9 23.1 21.6
Dljala-Abadckaya 7.4 47.1 29.1 27.2 19.3
Narunskaya 10.9 74.8 55.6 49.4 41.3
Oshckaya 0.9 27.1 8.9 6.6 4.2
Talasskaya 7.6 30.8 21.0 14.6 10.7
Chyiskaya 0.1 7.5 3.0 2.5 3.0

Total 4.8 33.3 20.0 17.0 13.6

Access to land
No 3.2 25.9 17.3 12.8 12.3
Yes 5.0 34.3 20.4 17.5 13.7

Total 4.8 33.3 20.0 17.0 13.6

Own automobile
No 5.6 36.4 21.6 18.3 14.4
Yes 0.0 5.6 2.8 1.6 0.6

Total 4.8 33.3 20.0 17.0 13.6

Household typology
Single parent with child(ren) 4.7 28.5 9.9 11.7 14.2
Other households with child(ren) 5.2 35.4 21.7 18.2 14.1

(Table continues on next page)
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KYRGYZ REPUBLIC (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Single elderly male 7.1 14.3 7.1 7.1 14.3
Single elderly female 8.7 20.3 8.7 14.5 20.3
Multiple elderly only 3.2 35.5 22.5 17.7 13.9
Other households without child(ren) 2.2 14.9 6.6 7.3 8.3

Total 4.8 33.3 20.0 17.0 13.6

No. of children under 15
Zero 2.5 15.5 7.1 8.1 9.4
One 2.2 24.7 12.6 13.0 13.0
Two 4.7 28.2 16.4 14.4 12.6
Three or more 6.2 42.2 26.7 21.3 15.1

Total 4.8 33.3 20.0 17.0 13.6

No. of elderly
Zero 4.4 31.7 18.1 15.3 12.3
One 7.2 38.7 26.7 23.4 18.3
Two 3.2 35.6 22.8 18.0 14.8
Three or more 0.0 26.1 0.0 0.0 0.0

Total 4.8 33.3 20.0 17.0 13.6

Household head, gender
Unknown 9.9 42.0 24.7 9.9 9.9
Male 4.7 33.6 19.8 16.6 13.2
Female 5.2 31.7 20.8 18.7 14.9

Total 4.8 33.3 20.0 17.0 13.6

Household head, labor market status
Unknown 7.2 34.6 17.9 16.0 11.9
Employed 3.7 32.1 17.3 14.6 11.3
Employer 0.0 31.4 9.3 9.3 9.3
Unemployed, but looking for work 1.9 16.6 10.8 7.0 7.0
Not in workforce 5.8 30.0 22.3 17.6 16.4
Retired 6.6 38.9 25.9 22.9 17.8

Total 4.8 33.3 20.0 17.0 13.6

No. of income earners
Zero 7.2 35.1 23.2 20.6 18.9
One 6.1 31.1 20.7 17.9 14.8
Two 4.5 33.1 19.4 16.5 14.2
Three or more 3.0 33.7 18.3 14.9 9.6

Total 4.8 33.3 20.0 17.0 13.6

Source: Kyrgyz Republic 1997 Living Standards Measurement Survey.



MAKING TRANSITION WORK FOR EVERYONE 503

LATVIA: Poverty Risk, 1997/98

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 4.7 27.8 18.9 14.2 10.7
16-64 3.4 21.7 12.1 10.8 10.5
65, 2.0 20.0 6.9 9.1 12.9

Total 3.4 22.6 12.5 11.1 10.9

Education
Age less than 15 4.7 27.8 18.9 14.2 10.7
Primary or less 4.9 30.3 15.0 15.3 17.5
Secondary (including specialized) 2.6 19.4 10.4 9.4 9.1
Vocational 4.1 29.6 16.3 15.5 15.9
Higher 0.4 6.1 2.5 2.0 2.1

Total 3.4 22.6 12.5 11.1 10.9

Location
Riga 1.9 13.4 7.1 6.5 6.5
Other urban 3.2 22.6 12.1 11.0 11.5
Rural 5.2 32.3 18.7 16.2 14.9

Total 3.4 22.6 12.5 11.1 10.9

Region
Riga region 2.0 15.3 7.9 7.3 7.1
Kurzene 5.3 28.9 16.9 16.1 16.1
Vidzeme 4.6 27.3 16.1 14.4 14.5
Zemgale 2.6 24.1 11.8 10.2 10.3
Latgale 5.6 33.1 19.5 16.1 15.1

Total 3.4 22.6 12.5 11.1 10.9

Access to land
No 3.7 24.1 13.6 12.3 12.2
Yes 2.5 18.2 9.3 7.7 7.1

Total 3.4 22.6 12.5 11.1 10.9

Own automobile
No 4.6 27.9 15.4 14.5 14.7
Yes 0.9 11.5 6.3 4.0 2.9

Total 3.4 22.6 12.5 11.1 10.9

Household typology
Single parent with child(ren) 2.7 24.4 14.5 13.2 12.8
Other households with child(ren) 5.1 27.3 18.7 13.7 10.1
Single elderly male 2.7 23.4 4.1 9.5 20.5

(Table continues on next page)
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LATVIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Single elderly female 1.1 21.6 3.3 9.3 18.8
Multiple elderly only 1.2 13.3 4.7 6.0 7.0
Other households without child(ren) 2.3 18.5 8.0 9.0 10.7

Total 3.4 22.6 12.5 11.1 10.9

No. of children under 15
Zero 2.1 18.5 7.1 8.8 11.5
One 4.2 23.5 14.6 11.9 9.7
Two 4.6 26.8 18.2 12.8 9.5
Three or more 7.7 41.4 33.1 23.0 15.0

Total 3.4 22.6 12.5 11.1 10.9

No. of elderly
Zero 3.6 22.8 13.3 11.5 10.6
One 3.2 24.3 11.4 11.5 13.6
Two 2.0 15.9 7.9 6.9 7.1
Three or more 0.0 10.7 0.0 0.0 0.0

Total 3.4 22.6 12.5 11.1 10.9

Household head, gender
Male 3.1 21.5 11.9 10.0 9.1
Female 3.6 23.4 12.9 12.1 12.3

Total 3.4 22.6 12.5 11.1 10.9

Household head, labor market status
Employed 2.6 19.0 11.3 8.7 7.4
Self-employed or employer 0.0 18.4 10.8 8.1 6.3
Unemployed, but looking for work 11.1 44.4 30.7 29.4 27.5
Not in workforce 7.0 31.0 18.5 17.6 15.7
Retired 2.5 22.6 9.2 10.2 13.0

Total 3.4 22.6 12.5 11.1 10.9

No. of income earners
Zero 4.9 30.2 15.1 15.8 18.9
One 4.5 24.9 14.5 13.4 12.3
Two 1.9 18.1 10.3 7.9 6.0
Three or more 2.2 15.0 9.8 6.5 4.5

Total 3.4 22.6 12.5 11.1 10.9

Source: Latvia Household Budget Survey, 1997-98.
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LITHUANIA: Poverty Risk, 1999

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 3.6 28.1 20.7 13.8 8.8
16-64 2.0 19.2 11.8 8.6 6.8
65 2.1 25.2 9.1 9.9 12.9

Total 2.4 22.0 13.4 10.0 8.1

Education
Age less than 15 3.6 28.1 20.7 13.8 8.8
Less than primary 3.8 37.6 15.8 18.3 23.1
Primary 2.7 30.0 12.7 12.2 14.3
Basic vocational 3.0 26.4 16.8 13.5 10.2
General secondary 2.3 21.9 13.9 10.0 7.5
Higher 1.1 14.5 8.0 5.1 4.3
University 0.3 4.6 2.0 1.2 1.7

Total 2.4 22.0 13.4 10.0 8.1

Location
Largest towns 0.8 12.0 6.2 4.3 3.5
Other towns 2.6 20.3 11.8 9.7 7.4
Rural 4.1 35.7 23.7 17.2 14.2

Total 2.4 22.0 13.4 10.0 8.1

Access to land
No 2.0 19.0 11.0 8.8 7.2
Yes 2.6 24.0 15.0 10.7 8.7

Total 2.4 22.0 13.4 10.0 8.1

Own automobile
No 3.9 31.6 18.9 15.4 13.2
Yes 0.7 11.7 7.6 4.2 2.6

Total 2.4 22.0 13.4 10.0 8.1

Household typology
Single parent with child(ren) 5.4 45.2 28.0 21.0 15.7
Other households with child(ren) 3.2 24.6 18.3 11.9 7.4
Single elderly male 0.0 18.6 5.1 8.0 15.6
Single elderly female 2.8 31.1 6.9 14.3 26.5
Multiple elderly only 1.5 21.1 4.5 5.6 7.2
Other households without child(ren) 0.9 15.4 7.0 6.4 6.6

Total 2.4 22.0 13.4 10.0 8.1

(Table continues on next page)
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LITHUANIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=l Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

No. of children under 15
Zero 1.1 17.1 6.7 6.9 8.1
One 2.8 20.2 12.9 8.8 6.4
Two 2.5 27.4 20.1 12.6 7.7
Three or more 8.9 45.5 39.8 27.3 15.7

Total 2.4 22.0 13.4 10.0 8.1

No. of elderly
Zero 2.3 20.6 13.4 9.6 7.0
One 2.8 27.2 15.0 12.6 13.8
Two 1.9 24.8 9.9 7.6 6.5
Three or more 0.0 0.0 0.0 0.0 0.0

Total 2.4 22.0 13.4 10.0 8.1

Household head, gender
Female 3.1 26.6 15.6 13.1 11.3
Male 1.9 19.1 12.0 8.0 6.1

Total 2.4 22.0 13.4 10.0 8.1

Household head, labor market status
Employed 2.1 20.4 13.1 9.0 6.7
Looking for a job 2.6 24.5 15.9 13.8 9.3
Retired 2.5 28.6 12.7 12.4 14.2
Other 13.4 44.3 31.7 32.4 24.6

Total 2.4 22.0 13.4 10.0 8.1

No. of income earners
Zero 10.5 54.6 29.4 31.2 25.5
One 2.7 27.8 14.7 13.4 14.2
Two 1.7 18.4 10.8 7.6 5.9
Three or more 3.4 24.6 18.3 12.0 7.3

Total 2.4 22.0 13.4 10.0 8.1

Alternative household typology
Single 1.2 20.4 3.8 8.7 17.0
Single parent 5.0 43.7 27.0 20.5 15.9
Couple no child(ren) 0.4 12.7 3.2 3.5 4.7
Couple with child(ren) 2.0 21.4 14.7 9.3 5.9
Other households with child(ren) 5.1 28.0 22.9 15.3 9.6
Other households without child(ren) 1.6 19.7 10.6 9.0 7.3

Total 2.4 22.0 13.4 10.0 8.1

Source: Lithuania 1999 Household Budget Survey.
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FORMERYUGOSLAV REPUBLIC OF MACEDONIA: Poverty Risk, 1996

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 5.9 34.0 25.6 21.1 15.3
16-64 3.7 26.5 17.8 15.1 12.1
65 4.5 28.9 15.3 15.4 17.6

Total 4.4 28.8 19.9 16.8 13.5

Education
Age less than 15 5.9 34.0 25.6 21.1 15.3
Unknown 13.8 47.7 46.5 33.0 20.0
None 7.1 38.5 22.3 21.8 23.9
Incomplete primary (less than 4 years) 3.6 34.2 24.7 20.0 17.1
Primary (5-8 years) 5.4 31.1 22.1 18.6 14.4
Secondary 1.9 21.1 11.9 10.7 8.8
Some higher 2.6 9.8 5.5 5.5 5.2
University 0.0 4.5 4.5 0.0 0.0

Total 4.4 28.8 19.9 16.8 13.5

Location
Urban 3.0 23.2 14.0 12.6 10.5
Rural 6.1 35.6 26.9 21.9 17.1

Total 4.4 28.8 19.9 16.8 13.5

Region
Capital 3.7 20.9 13.7 11.1 10.2
Rest of republic 4.6 31.5 21.9 18.7 14.6

Total 4.4 28.8 19.9 16.8 13.5

Access to land
No 5.5 30.7 20.5 18.5 16.2
Yes 2.5 25.7 18.8 13.9 8.8

Total 4.4 28.8 19.9 16.8 13.5

Own automobile
No 7.7 39.1 28.6 24.5 21.2
Yes 1.0 18.1 10.8 8.8 5.4

Total 4.4 28.8 19.9 16.8 13.5

Household typology
Single parent with child(ren) 0.0 15.3 15.3 15.3 15.3
Otherhouseholdswithchild(ren) 4.9 33.3 24.7 19.5 13.6
Single elderly male 0.0 25.9 10.0 16.2 25.9

(Table continues on next page)
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FORMER YUGOSLAV REPUBLIC OF MACEDONIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty fine median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=l Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Single elderly female 0.0 26.0 0.0 1.9 26.0
Multiple elderly only 6.9 25.5 17.3 17.6 16.5
Other households without child(ren) 2.6 20.8 11.1 11.2 11.8

Total 4.4 28.8 19.9 16.8 13.5

No. of children under 15
Zero 2.6 22.1 11.1 11.8 13.3
One 3.6 21.5 13.6 12.3 10.8
Two 3.3 30.4 21.3 15.7 10.8
Three or more 10.8 48.2 41.9 34.0 21.9

Total 4.4 28.8 19.9 16.8 13.5

No. of elderly
Zero 3.9 28.8 19.9 17.1 13.2
One 5.3 31.5 21.6 15.3 12.9
Two or more 6.8 25.1 17.1 17.4 16.3

Total 4.4 28.8 19.9 16.8 13.5

Household head, gender
Male 4.5 29.7 20.8 17.6 13.7
Female 3.4 21.4 11.9 9.5 11.8

Total 4.4 28.8 19.9 16.8 13.5

Household head, labor market status
Employed (nonfarm) 3.3 28.8 18.7 16.2 12.1
Farmer 7.1 35.1 26.6 18.7 15.0
Unemployed 8.5 44.5 30.3 24.9 20.5
Pensioner 3.9 26.1 17.9 15.0 14.3
Employed (farmer) 10.3 37.8 24.4 26.5 25.9
Pensioner (farmer) 1.3 19.5 13.9 12.6 8.6
Seasonal worker 2.5 18.4 14.8 11.9 5.5
Other (includes students, homemakers,

social assistance recipients) 17.0 44.8 33.6 33.6 33.6
Total 4.4 28.8 19.9 16.8 13.5

No. of income earners
Zero 8.5 39.3 27.7 24.9 22.6
One 5.0 30.3 21.6 18.3 13.8
Two 0.3 18.4 11.0 8.0 5.6
Three or more 0.0 16.4 10.7 8.0 3.4

Total 4.4 28.8 19.9 16.8 13.5

Source: FYR Macedonia 1996 Household Budget Survey.
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MOLDOVA: Poverty Risk, 1997

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 5.5 28.8 17.7 15.3 12.5
16-64 5.1 25.4 14.2 13.7 12.5
65 5.1 28.1 10.8 14.7 19.0

Total 5.2 26.5 14.7 14.1 13.2

Education
Age less than 15 5.5 28.8 17.7 15.3 12.5
Primary or less 4.9 29.4 13.3 15.4 18.1
General secondary 5.3 28.8 16.0 15.3 13.8
Vocational or technical 6.1 24.0 13.6 13.3 13.0
Higher 2.5 12.9 5.8 7.0 6.6

Total 5.2 26.5 14.7 14.1 13.2

Location
Chisinau or Tiraspol 1.8 14.8 7.1 7.6 8.6
Other urban 4.4 27.0 13.9 13.5 13.5
Rural 6.5 29.7 17.3 16.3 14.5

Total 5.2 26.5 14.7 14.1 13.2

Region
Right Bank 5.6 26.7 15.2 14.6 13.4
Transnistria 3.4 25.5 12.0 12.1 12.5

Total 5.2 26.5 14.7 14.1 13.2

Access to land
No 5.8 26.9 15.3 14.7 13.9
Yes 1.6 24.1 10.8 10.5 8.8

Total 5.2 26.5 14.7 14.1 13.2

Own automobile
No 6.1 28.9 16.6 16.0 14.9
Yes 0.8 14.3 4.7 4.8 4.6

Total 5.2 26.5 14.7 14.1 13.2

Household typology
Single parent with child(ren) 4.5 22.8 11.5 13.1 14.5
Other households with child(ren) 5.4 28.5 17.5 15.1 12.0
Single elderly male 3.7 9.8 3.7 6.8 9.8

(Table continues on next page)
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MOLDOVA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta-.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Single elderly female 3.9 32.8 6.0 19.2 32.8
Multiple elderly only 7.1 29.6 14.9 16.8 22.1
Other households without child(ren) 4.7 22.6 10.5 12.0 13.2

Total 5.2 26.5 14.7 14.1 13.2

No. of children under 15
Zero 4.8 23.6 10.5 12.7 15.0
One 4.5 24.5 12.5 12.2 11.0
Two 4.9 30.8 20.1 17.4 12.7
Three or more 9.9 33.3 25.0 17.9 13.7

Total 5.2 26.5 14.7 14.1 13.2

No. of elderly
Zero 5.3 26.3 15.4 14.6 13.1
One 3.4 27.3 10.9 11.4 12.4
Two 8.9 25.5 15.5 16.6 17.6
Three or more 0.0 49.7 0.0 0.0 0.0

Total 5.2 26.5 14.7 14.1 13.2

Household head, gender
Male 5.5 25.7 14.8 14.0 12.6
Female 4.3 28.6 14.4 14.4 14.9

Total 5.2 26.5 14.7 14.1 13.2

Household head, labor market status
Employed 5.7 25.5 14.9 13.9 12.7
Self-employed or employer 0.0 12.4 5.7 5.7 0.0
Unemployed 0.0 28.7 17.0 17.0 0.0
Not in workforce 3.6 29.9 17.4 14.6 12.5
Retired 4.7 29.5 13.8 15.4 16.4

Total 5.2 26.5 14.7 14.1 13.2

No. of income earners
Zero 5.1 28.5 10.8 15.2 20.3
One 5.1 23.3 12.5 11.8 12.5
Two 4.2 26.5 15.8 14.2 11.1
Three or more 8.9 31.2 19.9 17.8 13.7

Total 5.2 26.5 14.7 14.1 13.2

Source: Moldova Household Budget Survey, 03 1997.
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POLAND: Poverty Risk, 1998

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 3.1 37.8 28.3 17.5 10.0
16-64 1.4 23.9 14.7 9.4 6.3
65 0.7 17.7 7.6 6.2 7.2

Total 1.7 26.3 16.9 10.8 7.2

Education
Age less than 15 3.1 37.8 28.3 17.5 10.0
Primary 2.0 31.1 18.7 13.0 10.2
Basic vocational 1.6 29.2 18.2 11.5 7.5
General secondary 0.4 12.4 6.4 3.8 2.5
Higher 0.1 3.8 1.6 0.8 0.6

Total 1.7 26.3 16.9 10.8 7.2

Location
Warsaw 0.0 6.0 2.4 1.7 0.8
Urban 1.2 19.3 10.9 7.1 5.1
Rural 2.6 38.6 27.2 17.3 11.1

Total 1.7 26.3 16.9 10.8 7.2

Region
North 2.0 28.2 19.0 12.1 7.6
Center 1.3 23.0 13.7 8.9 6.4
East 2.4 34.6 23.9 15.3 9.7
West 1.9 23.9 15.4 10.1 6.9
South 1.2 23.9 14.8 9.4 6.3

Total 1.7 26.3 16.9 10.8 7.2

Access to land
No 1.4 20.7 11.7 8.1 5.9
Yes 1.9 31.7 22.0 13.6 8.6

Total 1.7 26.3 16.9 10.8 7.2

Own automobile
No 2.7 34.4 22.0 15.5 11.4
Yes 0.7 18.4 12.0 6.3 3.2

Total 1.7 26.3 16.9 10.8 7.2

Household typology
Single parent with child(ren) 4.1 40.1 25.2 21.3 17.6
Other households with child(ren) 2.2 32.7 23.5 14.0 7.8
Single elderly male 0.0 11.5 0.5 2.9 9.0
Single elderly female 0.4 13.1 1.2 3.6 11.1
Multiple elderly only 0.4 13.1 3.5 4.2 5.2
Other households without child(ren) 0.6 14.5 5.5 4.9 5.2

Total 1.7 26.3 16.9 10.8 7.2

(Table continues on next page)
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POLAND (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

No. of children under 15
Zero 0.6 15.6 6.1 5.1 5.5
One 1.0 24.2 14.3 9.2 5.7
Two 2.2 34.0 24.0 14.2 8.3
Three or more 6.0 57.2 50.5 29.8 15.1

Total 1.7 26.3 16.9 10.8 7.2

No. of elderly
Zero 1.8 27.1 17.7 11.4 7.3
One 1.3 24.0 14.7 9.4 7.4
Two 0.8 21.0 12.8 7.6 5.3
Three or more 0.0 16.1 13.6 4.9 4.9

Total 1.7 26.3 16.9 10.8 7.2
Household head, gender
Female 1.7 26.1 15.6 11.1 8.9
Male 1.6 26.3 17.4 10.7 6.6

Total 1.7 26.3 16.9 10.8 7.2

Household head, labor market status
Employed 1.4 26.4 17.6 10.5 6.2
Unemployed 15.5 69.6 58.0 49.2 40.1
Retired 1.1 16.1 7.0 6.0 6.8
Other 3.5 38.5 22.7 18.2 14.5

Total 1.7 26.3 16.9 10.8 7.2
No. of income earners
Zero 2.8 31.3 19.2 14.7 12.3
One 2.0 32.2 21.8 13.9 8.4
Two 0.4 16.8 10.4 5.2 2.4
Three or more 0.5 16.6 10.6 4.3 2.0

Total 1.7 26.3 16.9 10.8 7.2

Alternative household typology
Single person 0.5 12.2 1.4 4.2 10.5
Single parent 3.7 36.4 21.5 18.4 16.0
Couple with no child(ren) 0.3 9.5 2.4 2.8 3.7
Couple with child(ren) 1.5 25.8 15.5 10.6 6.7
Other households without child(ren) 2.6 31.8 22.5 14.1 8.9
Other households with child(ren) 1.9 34.6 26.7 13.7 6.6

Total 1.7 26.3 16.9 10.8 7.2

Own labor market status
Employed 0.9 22.0 13.2 8.1 5.3
Unemployed 5.6 47.7 32.7 24.4 18.4
Retired 0.7 14.5 6.2 5.0 5.9
Other 1.6 26.9 16.7 10.8 7.3
Age less than 15 3.1 37.8 28.3 17.5 10.0

Total 1.7 26.3 16.9 10.8 7.2

Source: Poland 1998 Household Budget Survey 1998.
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ROMANIA: Poverty Risk, 1998

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 2.3 28.8 21.4 11.6 6.1
16-64 1.1 19.0 11.3 6.8 4.3
65 0.9 20.0 5.1 5.9 9.9

Total 1.3 21.1 12.6 7.6 5.4

Education
Age less than 15 2.3 28.8 21.4 11.6 6.1
None 6.4 42.5 24.7 21.8 20.9
Primary (less than 8 years) 1.5 26.0 13.8 9.3 8.2
Vocational 0.6 17.7 9.9 5.4 3.3
High school (9-12 years) or

post-high school 0.5 13.4 7.2 4.1 2.6
Higher (college or university) 0.1 2.5 0.9 0.6 0.4

Total 1.3 21.1 12.6 7.6 5.4

Location
Urban 0.8 15.3 8.1 4.7 3.3
Rural 1.9 28.1 17.9 11.2 7.9

Total 1.3 21.1 12.6 7.6 5.4

Region
Northeast 2.5 29.5 19.6 11.4 7.9
Southeast 1.1 22.0 13.1 8.2 5.7
South 0.6 21.6 12.4 6.7 4.6
Southwest 1.1 18.4 10.4 7.0 5.1
West 1.6 19.4 11.1 7.0 5.4
Northwest 1.1 18.6 10.6 6.8 5.0
Center 1.8 21.5 12.8 8.3 6.2
Bucharest 0.3 12.4 6.1 3.5 2.0

Total 1.3 21.1 12.6 7.6 5.4

Access to land
No 1.4 18.0 10.4 6.6 4.6
Yes 1.3 24.6 15.0 8.8 6.3

Total 1.3 21.1 12.6 7.6 5.4

Own automobile
No 1.7 26.0 15.5 9.6 6.9
Yes 0.1 5.5 3.1 1.2 0.6

Total 1.3 21.1 12.6 7.6 5.4

(Table continues on next page)
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ROMANIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Household typology
Single parent with child(ren) 2.9 31.9 16.3 15.3 13.3
Other households with child(ren) 1.9 26.2 19.0 10.1 5.2
Single elderly male 1.6 18.1 2.9 6.9 14.9
Single elderly female 1.7 27.2 3.8 8.9 22.9
Multiple elderly only 0.2 18.1 2.8 4.1 5.8
Other households without child(ren) 0.5 13.7 5.6 4.3 3.8

Total 1.3 21.1 12.6 7.6 5.4

No. of children under 15
Zero 0.6 15.1 5.1 4.6 5.5
One 1.0 18.7 10.7 6.4 3.8
Two 1.4 25.9 17.3 9.4 5.1
Three or more 5.7 49.3 46.1 23.1 10.3

Total 1.3 21.1 12.6 7.6 5.4

No. of elderly
Zero 1.4 21.4 13.7 8.0 4.9
One 1.2 21.0 9.4 7.0 8.7
Two 0.3 18.1 6.1 4.5 4.5
Three or more 0.0 21.1 18.0 0.0 0.0

Total 1.3 21.1 12.6 7.6 5.4

Household head, gender
Male 1.2 20.1 12.5 7.1 4.2
Female 2.2 26.7 13.2 10.8 11.8

Total 1.3 21.1 12.6 7.6 5.4

Household head, labor market status
Employee 0.2 14.0 8.3 3.7 1.6
Employer 0.0 3.8 1.0 0.6 0.6
Self-employed (nonagricultural activity) 7.0 39.8 30.2 21.4 14.1
Farmer 3.4 41.5 29.6 18.9 11.7
Unemployed, but looking for work 4.5 41.1 29.2 19.1 13.4
Pensioner 0.7 18.7 8.0 5.6 5.8
Not in workforce 7.3 41.8 31.6 21.4 16.0

Total 1.3 21.1 12.6 7.6 5.4

No. of income earners
Zero 9.9 52.0 39.1 29.4 23.4
One 1.8 29.0 14.9 10.2 9.6
Two 0.7 15.4 8.4 5.2 3.1
Three or more 0.9 20.1 15.0 7.0 3.0

Total 1.3 21.1 12.6 7.6 5.4

Source: Romania 1998 Living Standards Measurement Survey.
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RUSSIAN FEDERATION: Poverty Risk, 1998

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 9.4 33.4 25.6 20.0 16.1
16-64 8.0 29.0 19.7 16.9 15.8
65 10.3 35.1 21.1 22.3 24.5

Total 8.7 31.2 21.9 18.6 16.9

Education
Age less than 15 9.5 34.0 25.8 20.2 16.4
High school 9.6 33.4 22.6 20.1 19.4
Technical or vocational 8.5 29.3 20.3 18.5 17.5
University 3.5 18.0 10.2 8.1 8.0

Total 8.7 31.2 21.9 18.6 16.9

Location
Urban 8.3 29.7 20.6 17.5 15.8
Semi-urban 11.3 39.1 31.9 22.1 19.8
Rural 9.0 32.7 22.5 20.2 18.6

Total 8.7 31.2 21.9 18.6 16.9

Region
Metropolitan areas: Moscow

and St. Petersburg 1.3 14.0 8.1 4.6 4.8
Northern and Northwestern 7.8 35.7 26.5 17.0 14.7
Central and Central Black Earth 9.6 33.3 23.1 21.8 20.7
Volga-Vaytski and Volga Basin 11.9 38.6 28.7 25.3 23.9
North Caucasian 7.2 25.2 16.6 13.1 10.8
Ural 11.2 37.9 26.1 23.4 21.2
Western Siberian 8.3 31.1 22.3 18.4 16.2
Eastern Siberian and Far Eastern 5.3 19.2 13.0 11.0 8.9

Total 8.7 31.2 21.9 18.6 16.9

Own automobile
Yes 1.7 16.1 10.1 7.3 5.1
No 11.6 37.5 26.8 23.3 21.8

Total 8.7 31.2 21.9 18.6 16.9

Household typology
Single parent with child(ren) 17.5 40.5 29.6 28.1 29.4
Other households with child(ren) 7.6 30.3 22.8 17.6 13.8
Single elderly male 6.0 29.9 10.5 13.4 25.4

(Table continues on next page)
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RUSSIAN FEDERATION (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta .75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Single elderly female 17.3 42.5 22.4 30.6 40.2
Multiple elderly only 7.4 30.4 17.8 17.5 18.7
Other households without child(ren) 7.8 28.5 16.8 16.1 17.0

Total 8.7 31.2 21.9 18.6 16.9

No. of children under 15
Zero 9.0 30.7 17.4 18.5 20.9
One 7.3 26.7 19.1 16.0 14.4
Two 8.7 35.3 26.3 20.2 15.3
Three or more 13.1 37.7 33.9 24.2 18.0

Total 8.7 31.2 21.9 18.6 16.9

No. of elderly
Zero 9.4 30.9 22.5 18.6 16.3
One 8.6 33.6 23.2 20.7 20.0
Two 5.8 28.3 17.0 15.5 15.0
Three or more 7.6 28.2 14.5 9.9 7.6

Total 8.7 31.2 21.9 18.6 16.9

Household head, gender
Male 7.6 29.7 21.0 17.0 14.7
Female 15.5 39.6 27.0 27.4 29.5
Unknown n.a. 40.0 40.0 40.0 40.0

Total 8.7 31.2 21.9 18.6 16.9

Household head, labor market status
Unknown 14.2 34.2 25.4 22.1 21.5
Employed 6.9 27.1 19.1 15.8 14.0
Self-employed or employer 2.6 10.8 7.7 7.1 5.5
Unemployed, but looking for work 13.4 46.4 35.8 29.0 22.8
Not in workforce 18.6 61.3 34.7 29.8 29.0
Retired 10.5 35.3 20.5 20.7 24.4

Total 8.7 31.2 21.9 18.6 16.9

No. of income earners
Zero 15.3 41.6 27.0 26.6 28.2
One 10.1 35.3 25.1 22.0 20.3
Two 6.1 26.5 18.6 14.5 11.8
Three or more 5.3 22.5 18.1 13.2 10.2

Total 8.7 31.2 21.9 18.6 16.9

Source: Russian Longitudinal Monitoring Survey, 1998.
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SLOVENIA: Poverty Risk, 1997/98

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=l Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 1.3 20.8 10.3 6.4 4.8
16-64 1.3 16.5 7.4 5.7 5.5
65, 2.4 25.0 10.4 10.8 16.0

Total 1.4 18.4 8.3 6.5 6.7

Education
Age less than 15 1.3 20.8 10.3 6.4 4.8
None 4.1 25.2 9.6 7.0 9.8
Primary or middle 2.8 26.1 12.6 11.3 12.9
Secondary 0.8 15.2 6.0 4.5 4.5
Higher 0.1 3.9 1.1 0.7 0.9

Total 1.4 18.4 8.3 6.5 6.7

Access to land
No 1.8 16.9 7.6 7.8 8.0
Yes 1.2 19.5 8.8 5.6 5.8

Total 1.4 18.4 8.3 6.5 6.7

Own automobile
No 7.2 40.2 20.9 22.8 27.8
Yes 0.5 14.8 6.2 3.8 3.2

Total 1.4 18.4 8.3 6.5 6.7

Household typology
Single parent with child(ren) 2.6 26.0 7.4 7.4 10.5
Other households with child(ren) 1.3 20.1 10.2 6.2 4.4
Single elderly male 0.0 38.0 7.4 7.4 38.0
Single elderly female 1.2 21.4 3.3 7.1 21.4
Multiple elderly only 4.8 28.3 12.2 15.9 20.8
Other households without child(ren) 1.3 15.0 6.2 5.9 6.8

Total 1.4 18.4 8.3 6.5 6.7

No. of children under 15
Zero 1.6 16.5 6.5 6.8 8.9
One 1.1 17.3 7.1 5.1 4.0
Two 1.0 20.9 10.3 6.8 4.7
Three or more 3.3 31.3 22.4 9.4 6.3

Total 1.4 18.4 8.3 6.5 6.7

(Table continues on next page)
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SLOVENIA (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

No. of elderly
Zero 1.3 15.8 6.5 5.5 5.1
One 1.7 25.7 13.2 9.3 10.8
Two 2.4 26.0 13.7 9.6 12.1
Three or more 0.0 0.0 0.0 0.0 0.0

Total 1.4 18.4 8.3 6.5 6.7

Household head, gender
Male 1.1 18.8 8.8 6.2 5.9
Female 1.9 17.9 7.7 7.0 7.8

Total 1.4 18.4 8.3 6.5 6.7

Household head, labor market status
Employed 0.9 15.5 6.9 4.1 3.5
Unemployed 3.8 44.4 22.6 23.1 17.9
Not in workforce 2.4 22.7 10.4 10.5 13.0

Total 1.4 18.4 8.3 6.5 6.7

No. of income earners
Zero 3.0 27.3 11.3 14.8 19.4
One 1.5 20.9 9.2 7.6 7.8
Two 0.8 14.7 6.2 3.6 2.5
Three or more 1.4 15.9 10.2 4.3 3.3

Total 1.4 18.4 8.3 6.5 6.7

Source: Slovenia 1997-98 Household Income and Expenditures Survey.
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TAJIKISTAN: Poverty Risk, 1999

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 3.2 23.7 13.0 11.6 10.4
16-64 2.4 20.5 11.4 10.3 8.8
65 3.2 24.5 11.1 10.0 10.9

Total 2.8 22.1 12.1 10.9 9.6

Education
Age less than 15 3.2 23.7 13.0 11.6 10.4
Unknown 2.9 19.9 10.1 9.4 8.3
None 4.4 27.6 16.2 14.9 13.6
Primary (less than 7 years) 3.3 22.4 11.1 10.1 10.0
General secondary (8-12 years) 2.6 22.5 12.7 11.4 9.8
Vocational or specialized secondary 1.9 17.5 8.6 7.9 6.8
Some higher 0.7 10.4 5.2 5.4 4.1

Total 2.8 22.1 12.1 10.9 9.6

Location
Urban 3.4 20.6 11.0 11.1 9.6
Rural 2.6 22.5 12.4 10.8 9.6

Total 2.8 22.1 12.1 10.9 9.6

Region
Dushanbe (capital) 1.4 7.9 3.4 3.4 4.4
GBAO 7.2 39.2 25.3 22.8 18.3
RRS 1.8 14.8 9.4 7.1 5.6
Leninabad 2.8 23.4 11.9 12.6 11.0
Khatlon 3.3 26.7 14.1 12.3 11.2

Total 2.8 22.1 12.1 10.9 9.6

Access to individual garden plot
No 3.5 21.8 12.5 12.6 12.4
Yes 2.5 22.1 12.0 10.4 8.9

Total 2.7 22.1 12.1 10.9 9.6

Own automobile
No 3.2 24.8 13.8 12.4 10.9
Yes 0.0 4.7 1.3 1.0 1.0

Total 2.8 22.1 12.1 10.9 9.6

Household typology
Single parent with child(ren) 13.3 41.0 21.3 24.5 35.6
Other households with child(ren) 2.7 22.2 12.3 10.9 9.2

(Table continues on next page)
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TAJIKISTAN (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=l Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Single elderly male 0.0 20.0 0.0 0.0 40.0
Single elderly female 0.0 23.1 0.0 0.0 38.5
Multiple elderly only 8.7 39.1 13.0 21.7 39.1
Other households without child(ren) 1.3 10.4 3.1 4.9 5.5

Total 2.8 22.1 12.1 10.9 9.6

No. of children under 15
Zero 1.9 13.3 3.9 6.2 9.7
One 1.9 18.4 8.2 9.1 9.5
Two 2.6 22.1 9.8 10.8 10.9
Three or more 3.0 23.0 13.4 11.3 9.4

Total 2.8 22.1 12.1 10.9 9.6

No. of elderly
Zero 3.1 22.1 11.8 11.4 10.7
One 3.0 23.1 13.2 10.5 8.3
Two 1.5 20.9 12.0 9.6 7.4
Three or more 0.0 0.0 0.0 0.0 0.0

Total 2.8 22.1 12.1 10.9 9.6

Household head, gender
Male 2.4 20.8 10.0 10.0 8.7
Female 4.9 29.1 17.8 15.8 14.6

Total 2.8 22.1 12.1 10.9 9.6

Household head, labor market status
Employed 3.0 21.4 11.7 10.8 9.7
Unemployed, but looking for work 1.4 20.5 8.6 8.9 6.0
Not in workforce 5.9 30.7 21.7 21.2 18.9
Retired 1.8 21.7 11.2 8.1 6.5
Unknown 0.0 22.7 10.3 11.6 15.7

Total 2.8 22.1 12.1 10.9 9.6

No. of adults employed
Zero 3.7 23.8 11.0 11.1 13.2
One 3.6 25.2 14.1 14.2 12.9
Two 2.6 23.3 11.9 9.8 8.2
Three or more 1.8 17.2 10.3 8.4 6.2

Total 2.8 22.1 12.1 10.9 9.6

Source: Tajikistan 1999 Living Standards Measurement Survey.
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TURKMENISTAN: Poverty Risk, 1998

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 6.0 35.0 22.7 20.0 17.4
16-64 4.1 28.4 18.5 16.0 13.3
65, 3.8 22.9 12.4 11.8 13.1

Total 4.9 30.8 19.9 17.4 14.9

Education
Age less than 15 6.0 35.0 22.7 20.0 17.4
Unknown 8.1 41.0 29.6 26.1 23.5
None 7.9 36.8 23.7 23.7 18.4
Primary (less than 7 years) 4.0 25.0 14.5 12.4 11.4
General secondary (8-9 years) 4.6 32.4 21.3 18.3 15.1
Higher education 2.1 17.3 10.3 9.1 8.2

Total 4.9 30.8 19.9 17.4 14.9

Location
Urban 1.2 17.6 9.5 7.6 6.8
Rural 7.6 40.7 27.7 24.7 21.0

Total 4.9 30.8 19.9 17.4 14.9

Access to land
No 3.2 23.0 14.0 11.9 11.3
Yes 5.9 35.4 23.4 20.6 17.2

Total 4.9 30.8 19.9 17.4 14.9

Own automobile
No 6.1 35.6 23.5 21.2 19.2
Yes 3.1 23.9 14.8 11.9 8.8

Total 4.9 30.8 19.9 17.4 14.9

Household typology
Single parent with child(ren) 2.3 12.4 4.7 4.7 10.1
Other household with child(ren) 5.2 32.8 21.5 18.5 15.6
Single elderly male 0.0 10.0 0.0 0.0 10.0
Single elderly female 0.0 9.4 0.0 3.1 9.4
Multiple elderly only 5.0 20.0 5.0 4.7 20.0
Other households without child(ren) 2.0 14.0 6.8 8.2 8.8

Total 4.9 30.8 19.9 17.4 14.9

(Table continues on next page)
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TURKMENISTAN (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=l Theta-.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

No. of children under 15
Zero 1.8 15.2 7.5 9.1 9.7
One 2.0 21.5 11.2 10.1 10.4
Two 3.6 23.9 13.2 12.4 11.0
Three or more 6.7 38.8 27.1 22.7 18.6

Total 4.9 30.8 19.9 17.4 14.9

No. of elderly
Zero 4.9 31.7 20.4 17.8 15.4
One 4.5 28.8 19.9 17.1 14.0
Two or more 4.6 21.2 12.0 10.5 10.7

Total 4.9 30.8 19.9 17.4 14.9

Household head, gender
Male 5.0 31.6 20.7 18.2 15.3
Female 4.0 26.8 16.4 13.7 13.2

Total 4.9 30.8 19.9 17.4 14.9

Household head, labor market status
Unknown 7.9 34.4 23.2 19.9 17.4
Employed 4.0 29.9 18.0 16.1 14.5
Self-employed or employer 5.7 21.3 16.9 15.8 14.7
Unemployed, but looking for work 14.9 46.8 35.1 34.8 32.5
Not in workforce 5.1 32.7 17.1 13.8 12.0
Retired 3.5 30.4 21.9 17.1 11.8

Total 4.9 30.8 19.9 17.4 14.9

No. of income earners
Zero 10.1 42.7 26.9 23.5 24.1
One 3.8 28.2 16.8 16.3 14.9
Two 4.8 28.4 17.4 14.4 13.4
Three or more 3.6 30.3 22.1 18.5 12.5

Total 4.9 30.8 19.9 17.4 14.9

Source: Turkmenistan 1998 Living Standards Measurement Survey.
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UKRAINE: Poverty Risk, 1996

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Age in years
0-15 3.9 24.1 16.0 11.2 7.6
16-64 3.3 21.7 13.3 10.3 8.6
65, 5.3 32.5 14.2 17.1 20.6

Total 3.8 24.2 14.0 11.8 10.5

Education
Age less than 15 3.9 24.1 16.0 11.2 7.6
Unknown 0.0 40.0 20.0 20.0 40.0
None 6.0 41.4 23.3 28.5 27.6
Primary (less than 7 years) 5.4 27.6 13.1 14.8 16.7
General secondary (8-12 years) 4.0 25.4 13.9 11.7 11.0
Vocational or specialized secondary 5.0 26.5 17.6 12.9 11.4
Some higher 2.4 19.6 11.2 9.5 8.4

Total 3.8 24.2 14.1 11.8 10.5

Location
Urban 5.9 30.8 19.2 15.9 14.6
Semi-urban 2.1 21.5 13.2 8.8 9.8
Rural 2.2 18.7 9.8 8.7 6.9

Total 3.8 24.2 14.1 11.8 10.5

Region
South 2.3 21.9 12.1 9.7 8.1
West 1.7 15.9 9.1 5.6 5.1
Central 2.7 23.4 12.6 10.3 8.4
East 10.8 41.1 27.3 26.5 25.1

Total 3.8 24.2 14.1 11.8 10.5

Access to land
No 11.1 42.4 26.9 23.9 24.1
Yes 1.6 18.7 10.3 8.2 6.4

Total 3.8 24.2 14.1 11.8 10.5

Own automobile
No 4.6 26.8 15.7 13.5 12.1
Yes 1.1 15.4 8.9 6.3 5.1

Total 3.8 24.2 14.1 11.8 10.5

Household typology
Single parent with child(ren) 4.4 27.5 10.5 9.1 6.4
Other households with child(ren) 3.4 23.4 16.7 11.2 7.5

(Table continues on next page)
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UKRAINE (continued)

33% of 67% of 50% of 50% of 50% of
Poverty line median median median median median
Economies of scale Theta=.75 Theta=.75 Theta=1 Theta=.75 Theta=.50

Poverty Poverty Poverty Poverty Poverty
risk risk risk risk risk

Single elderly male 2.6 42.1 13.2 21.1 34.2
Single elderly female 10.6 40.4 16.0 25.8 36.7
Multiple elderly only 4.3 29.9 13.4 14.6 16.8
Other households without child(ren) 3.4 21.3 10.8 10.9 10.8

Total 3.8 24.2 14.1 11.8 10.5

No. of children under 15
Zero 4.0 25.2 11.6 13.2 14.9
One 4.6 21.3 13.7 10.7 9.0
Two 1.9 26.5 19.1 11.0 5.6
Three or more 6.1 26.8 18.3 12.7 7.4

Total 3.8 24.2 14.1 11.8 10.5

No. of elderly
Zero 3.4 21.7 13.3 10.3 8.4
One 4.9 29.0 17.3 15.6 14.3
Two 4.2 31.1 13.9 14.3 16.5
Three or more 0.0 0.0 0.0 0.0 0.0

Total 3.8 24.2 14.1 11.8 10.5

Household head, gender
Unknown 3.2 23.7 16.3 12.6 8.1
Male 2.4 21.0 12.1 9.2 8.0
Female 5.5 28.0 16.3 14.8 13.6

Total 3.8 24.2 14.1 11.8 10.5

Household head, labor market status
Unknown 5.2 26.6 20.1 15.6 12.0
Employed 1.7 17.8 9.8 7.1 6.0
Employer 0.0 0.0 0.0 0.0 0.0
Self-employed 0.0 18.8 9.9 8.3 4.2
Unemployed, but looking for work 0.0 14.3 14.3 14.3 0.0
Not in workforce 9.7 24.5 14.8 13.0 13.7
Retired 4.9 29.3 16.6 14.8 13.9

Total 3.8 24.2 14.1 11.8 10.5

No. of income earners
Zero 6.5 33.5 17.7 18.2 19.0
One 4.0 23.1 13.4 11.1 8.8
Two 0.8 17.8 11.3 7.3 5.0
Three or more 3.6 17.8 15.0 7.9 6.1

Total 3.8 24.2 14.1 11.8 10.5

Source: Ukraine 1996 Household Income and Expenditures Survey.
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