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INCOME INEQUALITY AND POVERTY OF ECONOMIESIN TRANSITION
by Marina Popova

Kardlian Rescarch Center
Russan Academy of Sciences
Petrozavodsk

The main aim of this paper isto compare income inequality and poverty in former
socialist countrieswith thosein amarket society, focusing on the waysin which
social welfare systems operate in different states. Evidence of inequality and poverty
is considered for three countries: Russia, Poland, and Finland. Theseissuesin
Russia are considered at the level of country aswell asthat of one of itsregions - the
Republic of Karelia. Another approach arisen hereis devoted to sensitivity of the
results to the techniques used to measure income inequality and poverty.

INTRODUCTION

Thetrangtiondf Eagiern European countries into market economies is accompanied by the transformation
of dl their socid wefare systems. In efforts to create a new concept of socid wefare, each country tries
toleemthrough experience, to compare results, and to prevent further stresses. In relation to these efforts,
the problem of poverty is nowadays a matter of constant concern and discussion. Poverty isnot anew
phaomamintre life of former sociaist countries, but  its nature has changed. The dratification of society
has made the problem of poverty much more apparent. In addressing the problem of poverty, it s
important to answer the following questions: whet are the

differences between the poverty rate and the composition of poor in amarket economy and in

Nate This paper summarizes two independent projects. One of them was sponsored by a grant from the
Amaican Coundl of Teachers of Russar/ American Council for Collaboration in Education and Language
Study (ACTR/ACCELS). Dueto this grant, the author had taken advantage of the hospitality and facilities
of Sodd Wfare Schoal at the Univergity of Californiaat Berkedey. Access to Luxembourg Income Study
databank was sponsored by Ford Foundation. The second project was conducted by the Russan
Academy of Scienceswith the financia support of Soros Foundation. The author thanks Neil Gilbert for
helpful comments and suggestions in previous versions of the paper. The author aso would like to thank
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Cheri Minton, Koen Vleminckx, and Debra Bailey for assstance in conducting this research.
economies that currently have been experiencing trandtion period? To what extent can these differences

be attributed to the trangtion period? How do the States treat various population groups to prevert
poverty?

Toadyzetheszpradems, the data was derived from the Luxembourg Income Study ( LIS) and the Living
Stendard Surveys(carried out by the Russian Academy of Sciences). The differencesamong  poverty rates
and sodd wdfaesystemns in Russig, a part of Russa - the Republic of Kardia (from this point in the paper
it will referred to as Karelia), Poland, and Finland will be the focus of this andyss.

Theguroechisinthetradition of cross-nationd studies previoudy conducted mostly in western democratic
nations (these works include comparative studies presented by B.Gustafsson, T.Smeeding, L.Rainwater,
S.Jrking M.Jntti, S.Danziger, S.Phipps and others). This paper is an atempt to do comparative analysis
in post-sociaist countries, which are late-comers into the LIS databank. Data from former socidist
countries added to the LIS since 1992, provide additional options for internationd poverty studies among

them aswe |l as between them and other countries.

Thedced counriesis determined by three factors. Firdt, the primary purpose of this paper isto andyze
Russan data The internationalization of economies has been growing in Europe. The content of
internationa cooperation is determined by the degree of socio-economic development and by the living
standards of partner countries. Economic crisis, aremarkable drop in rea incomes, and consumption of
the Russian population lead to relaive deterioration of Russas satus. To reinforce an authority of the
cauntry, Russamugt search for the appropriate socid welfare system; comparative studies are very hepful
in meeting that end.

Seoond, Russacorsists of many regions where the activity and success of reforms vary immensely. Hence,

it is more precise to andyze and discuss the experience of specific regions rather than attempting ©
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gengrdlize about the whole nation. One example is the Republic of Kardlia - aregion on the North-West
of Russa Along with the rest of the Russian Federation, Karelia has been gripped by economic paralyss,

but the republic is not aminiature verson of Russa

Third, the economies of former socidist societies are in radica transition now, and consequently, they are
agood source to examine trends and interrel ationships of macro-economic growth, income inequdity, and
the poverty of the population. For this purpose, it would be interesting to compare the Russan data with
data from a western developed country and aformer socidist country, which are a a different stages of

trangition to a market economy.

Among the former socidist societies, Poland was perhaps most smilar to Russa, according its living
condtions but it started the reforms earlier and has had more experience. Also, it isworth mentioning that
the comparison of the ways in which both socid welfare systems operate now is useful because a the
beginning of the reforms it was very popular in Russa to study the trangtions within Poland economic
system. Furthermore, it was commonly perceived that Russia adopted a Polish type of “shock therapy”.
A comparison between the Polish and Russian gabilization measures shows that there was  bold
liberdlization of the price system and of foreign trade in both cases. However, the politica settings as well
as some important elements of the program were very different. Besdes, Russa sarted with worse

conditions than most of former Comecon members, which included Poland.

Hrlandischosn for two reasons. Firdt of dl, it represents Scandinavian countries which are well-known
for their successful socid welfare systems (but usudly in comparative welfare state studies Finland is
shadowed by Swedish shine). In addition, with regard to history and natura conditions, the country has
muchin common with the Republic of Karelia, and they share 700 kilometers of border. Apart from their
geogrgphica proximity and historical amilarities, the economy and society of Finland and Kardiaare very
different. The border between Finland and Karelia (and so with Russia) marks one of the sharpest
differencesin living sandards in the world (H.Eskdlinen et d, 1994).



DATA

The research materid for Russia, Poland and Finland has been derived from the database of the
Luxembourg Income Study - LIS. Accessto the LIS databank was sponsored by the Ford Foundation.

LISisaninternationa project with the centra objective of promoting the comparative investigations of
income digtribution and poverty (see T.Smeeding, 1991). The basis of the LIS is a databank, containing
micoctafrom housshdd income surveys. At present, the LIS databank contains information for more than
20 countries. For haf of them, three waves of data are currently available and for some countries,
infametion covers the period from 1968 to 1992. This means that the LIS data permits the assessment of
trendsoccurring during the 1980's and partly during the 1970's. During the last two years, microdata from
Russa theCzech Republic, Hungary, the Sovak Republic have been available through the LIS. Asthese
countries are new-comers to the LIS, normally their dataislimited to one wave. Each data set contains

about sixty income and background variables, which have been coded according to the uniform criteria

The data for the Republic of Kardlia cames from asurvey conducted in 1992 by the Russian Academy
of Sciences. The survey in Kardia occurred as part of the project “Urban Family During Trangition
Paiad’, whichweasheld due to the financid support of the Soros Foundation. A methodology of the survey
wasworked out by a research team headed by M.Mozhina (Ingtitute for Studies of Socid and Economic
Problems of Population, Russian Academy of Sciences, Moscow).

For information about the sets of data used in this paper, see Appendix 1.
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CONCEPTUAL, METHODOLOGICAL AND EMPIRICAL ISSUES

In analyzing the problems of poverty, it is important to distinguish two groups of factors that determine
poverty rate: so-called micro and macro factors. The first group of factors are related to demographic
characterigtics of populaion as a whole and to each concrete family in particular: age, education,
employment saius, marita datus, parental satus. All of them are important in determining afamily's well-
bang (the postion of afamily in income distribution, access to socid transfer and to some privileges). In
someregpect, the poverty that depends on demographic composition of the population is managesble on
a persond leve problem. Meanwhile, the second group of factors are externd to persond concernt

distribution of incomes and the tate of income inequdity in a society, system of socid trandfers.

The interest of this paper isin the differences of operating socid welfare system to prevent poverty ina
market econamy and in post-sociaist economies trangtioning to a market economy. Hence, the focus here
is on the macro factors. At the same time, it should be kept in mind that the socio-demographic
composition of datasets can considerably affect the poverty rates in the countries.

Ressardhers interested in socid welfare policy are well informed as to how sengtive findings are. Besides
such objective factors as compostion of households, they depend heavily on the choice of concept,
procedures of measurement, and applying indicators. Thus, in this comparative study, the sdection o
poverty line, income concept, method of adjugting income to a family sze measurement of inequdity
appeared very important.

In setting of a poverty line, the preference was given to areative poverty measure as being much more
defengble. The income concept around which the LIS database has been constructed - factor income,
grossincome, digposable income, and equivaent income - is based on a conception of income expressed
intemsaof cashanly. Correspondingly, according to the relative income method, the poverty lineis defined
as 50 percent of the median income per capita or per equivaent person (i.e. dl those whoseincomeis
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below hdf of the median gross per unit income are classfied as in poverty). The poverty line has been
caculated separately for each country.

The compardtive study here is based on understanding poverty as a function of two factors: income
inequality and the socid transfer system. By analyzing both of them, we can predict the extent of poverty
in a country. Countries with narrow income distribution will have low poverty rates and countries with a
high leve of economic inequdity will have high poverty rates (Casper, Garfince, McLanahan, 1994). It
shoud bemantionhere that Casper, Garfinkel, McLanahan consider this hypothesis true regardless of what
thedandard of living is. However, their position can hardly be accepted. This hypothesisis adirect outlet
of therdativeconcept of poverty, while in the absolute approach, the poverty rate strongly depends on the
living standards of the population. The socid transfer system plays a redidributive function. There isa
cardation between the level of income inequdity and the progressivity of socid trandfers® ( B.Milanovic,
1992): the progressivity of transfers tends to increase in a country with high level of income inequality and

vicevasa Hence, socid transfers are some sort of buffer that helps to decrease inequdity and to dleviate

poverty.

For the comparative study here, it is very important to figure out what part of findings related to inequaity
and poverty can be attributed to peculiarities of the trangtion period and what part of them can ke
exdaned by generd tendencies of development. As a source of prediction and understanding differences
bewesn andyzed countries, there is a hypothesis that income inequality first increases and then decreases
duingthe process of economic development; digtribution of persond incomesis more unegqud in the less
devdopdthenin the developed countries (S.Kuznets, 1955). This relation between inequality and income

per head is known as the Kuznets curve.

The mgority of writers confirmed the existence of the Kuznets' curve, but some different opinions have
nevertheless been expressed. Thus, JLeCaillon, F.Paukert, C.Morrisson, D.Germidis (1984) conclude
thet theinaopdity is not necessarily more pronounced in the comparatively less developed countries. Recent
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empirica investigations (A.Atkinson, JMicklewright, 1992) showed that there is no widely accepted
empirica relationship between the degree of income inequality and the level of income per capita which
canbeused as an indicator of the differencesin the level of development between Eastern Europe and the
West.

Thecomparative study of income inequaity and poverty in Russa, Kardlia, Poland, Finland cannot prove
or disgpprove the hypothesis. The number of andyzed countriesistoo smdl for that, but it is

*  B.Milanovic cdls trandfers progressve when their share in gross income increase with the leve of

income,

a subject of interest because it shows how the hypothesis worksin this case.

Thiscase has contradictory settings. On one hand, we can suggest that Finland's income inequdlity isless
than the other two countries due to the fact that its economy is classified both as a high income and
relatively stable economy. The prediction of the income inequdity atein Poland and Russiais more
camdicated: Poland is more advanced in its market reforms, and there is atendency of increasing income
per capitathere. On the other hand, there is the wide- Spread opinion that a capitalist economy provides
higherinegudlity than a socidist economy. Aswe cannot consider Polish and Russan economies as stled
withamerke econamy, there is a possibility that income inequdity in both countries islessthan in Finland.
The trangtiond period has an essentia impact on income inequality in post-socidist countries, and there
is a diginct dteration in attitudes towards inequality in different societies. Mot of the western market
economies no longer accept inequality as the unchangeable condition of mankind and wide differencesin
standard of living. The centrd dilemma for economic policy-making in western countries is a trade-off

between equdity and efficiency.

Whilethecgatdist system has been moving in the direction of greater equdlity, post-socidist societies tend
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to increase efficiency at the expense of less equdity. Generaly spesking, they just do not focus on the
distribution-inequality issues. The focus is on other concerns, such as stimulating the growth of the
economy, the privatization of state enterprises and so on. The trangtional period is consdered asatime
for garting the accumulation of capitd. Thus, the rise of income inequdity isjudtifiably providing the initid
paintof “departure’. A typica view expressed by L.Beskid (1992) isthat socid justice should be regarded
ony at the beginning of the introduction of a market economy, but thisisamora category that should be
excluded from any further consideration. E.Vezhbitska ( 1992) adds that reforms depend on the most
active groups who support the reform program, and a government task in the trangtion period is
consolidate this part of the population aswell as to provide equal opportunities, but not necessarily equa

outcomes.

In outlining the problem here, however, the focus will be on the practica aspect of inequdlity, not
concerning its ethicd implications. That is, the focus will be on the economic inequdity, not on the
ineuelity of opportunities. The most commonly used indicator of economic inequdlity is cash income, but
this may be defined in many ways. To andyze income inequdity, socid trandfer systems, and poverty in

Russa (including Kardlia), Poland, and Finland, the gross income and market income were chosen.

Market income congsts of dl types of earnings (salary, wage, sdf-employment saary, cash property
income) and occupationd pensions (private and public sector pensons). Gross income includes market
income, al kinds of socid transfers and other regular privateincome (or  market income = pre-transfer

and pre-tax income, gross income = post-transfer and pre-tax income).

The LIS database dlows us to andyze the income digtribution by individuds as wdl as by families. Since
povaty isafamily characterigtic rather than an individual characteridtic, for the purposes of the comparative
study, using the family (household) detasets is more precise. All members of afamily usudly benefit from
shaingtheir whole income within the household where they live. A family (household) is defined as a set
of people living together and sharing income and expenses (correspondingly, a one-person household is
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defined as one person with an independent income who does not share that income with other people
whether living done or nat). If blood-related members of afamily, even within the same dwelling, do not

share income, they are considered as members of separate households.

Thareaesevad works on the sengtivity of cross-nationa analyses of poverty and inequdlity to the choice
of equivalent scae (Buchmann et d., 1987, T.Garner, S.Phipps, 1994). Country- specific equivaent
scdescan vary subgtantidly, and it is difficult for aresearcher to decide whether to use the same scale for
all countries or to use each country’s own scae. In the case of this, the problem was somewhat different:

two out of the three countries (Russia and Poland) do not have their own scales.

According to amethodology accepted in Russia, an adjustment of income to afamily szeis provided by
cdculaing the income per capita, which assumes the equd sharing of income among dl members. In the
meantime, the household survey statistics confirm a stable tendency of per capita consumer expenditures
decreasing as family size increases. Hence, some specidistsin Russia (E.Frolova, 1992) believe that it is
possible to use an equivdent scae as the means of adjusting income resources across families. The
experiments with household data shows that the ratio of decreasing per capita consumer expendituresis
closetothe OECD equivaent scale. It should be mentioned thet thisis true only for families with working-
age members without children under 16 years old. So far, Russan datistica inditutions have not

accumulated rdiable information for families with children.

In Poland, dthough the method of equdization is not gpplied by officid datidtics, some researchers
experimett with it. Thus, A.Szulc (1995) estimates his moded of scales for households based on the
number of parsons and their ages on the basis of econometrics analyses of consumption patterns. Contrary
toRussaand Pdand, Finish gatistics caculate per unit incomes and consumption for many years, applying
OECD scde. Trying to combine the experience of dl these countries and to juxtapose data published for
both types of adjustment (income per capita and income per equivalent person) will be applied here to

account for the differences in resources across families.
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There is congderable and continuing debate about the equivalent scales and their derivation. Taking all
opinions related to this issue into congderation, this paper does not intend to discuss pros and cons of
equeizngmethod and scales. In this paper, the OECD equivaent scale will be applied. The scale dlocates
awdaghtd 1.0 for thefirgt adult in each family, 0.7 for each additiond adult, and 0.5 for each child. Then,
to dataintheequivaent income for a household, equal grossincome is divided by the equivdent scale vaue
for the household of this type. For example, for the household of two adults and one child, denominator
would be 2.2.

INCOME INEQUALITY AND IMPACT OF SOCIAL TRANSFERS

Thegomhd income inequality in post-socidist countries was stimulated by the increase of unemployment
rates, the reduction of the role of the state, and the creation of a private enterprise sector. However, it
would beincorrect to attribute al changes in income distribution to peculiarities of the trangtiona period.
Many devdoped, economically stable countries dso experienced a growth of inequaity during the last five

to ten years.

Astable 1 showsin 1989, there were no essentid differences in income inequality between the
Tablel
Trends in income inequdity in Russia, Poland and Finland

Russa* Poland* Finland**

1989 | 1992 | 1992 | 1989 | 1992 | 1992 | 1989 | 1991 | 1991

in % in % in %
to to to
1989 1989 1989

Ratio of incomes at
ninth decileto first 3.2 7.4 2.3 3.3 51 15 2.6 4.3 1.6
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Gini coefficient 278 | 453 16 26.8 | 31.7 | 1.2 na 30.3 | na

*  income per capita
**  income per equivalent person

Source: Economic transformation in Eastern Europe and the digtribution of income. A. Atkinson,
JMicklewright. Tables PJ 1, Ul 3.; Statigtica yearbook of Finland, 1992. Officid Statistics of Finland.
1992, p.320.; LIS database.

ardyzed countries. The ratio of incomes of the top and the bottom of the digtribution was lessin Finland,

and more in Poland. Poland had more unequa distribution of incomes than Russa

Variation between the ratios of incomes at the ninth decile to the first decile did not exceed 0.6-0.7. The
gap between inequdlity in Poland and Russia expressed in Gini coefficient was 1 percent. Growth of
inequdity was observed in dl countries a the period of 1989-1992 dthough velocity was different, with
the highest speed in Russia, where the difference between incomes at the top and the bottom increased
2.3 times. Interegtingly, the increase in inequdity in Finland was even bigger than in Poland, which

experienced economic transformation.

Severa explanations are possible for these phenomena. First of dl, the datafor 1989 and 1992 (1991
for Finland) were derived from different sources. Second, the private sector existed in Poland before the
reforms (maybe through this, Poland had more unequa distribution than Russi@) so the country did not
suffer such great upheava as Russiadid. Third, the Finnish economy experienced its longest and degpest
recessonin post-war history during 1990-1993. One of the factors that provoked this dump was the
collapse of trade with the former Soviet Union. It was accompanied by arise in the unemployment and
inflation rate.

Sincedffaat countries use various measures of income inequdity, the choice was narrowed down to two
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of them thefavaritein many western countries is the Gini coefficient and the preferred in Russaisthe decile
raio. The estimates of the didtribution of grossincomes in table 2 relate to both the income per capita and
income per equivaent person.

It should be mentioned, that the Russan st has asmal group of families (0.3 percent of whole set) with
vay high incomes. That iswhy the share of the tenth decile is so big (36 percent). One third of this group
are couples of working age with children. Mot of these families have sdf-employment income (generaly
inaddtionto other types of incomes including wages, saaries, in-kind earnings and etc.). Since their gross
incomes are extremely high in comparison with the rest of the s&t, it is difficult to say for sure whether it is
alimtation of datathat overstatesthe top-income group or whether we ded with "new-Russans’. That
iswhyindl cases, when it was possible, an adjusment was made to diminate an influence of this extreme
group on the entire income digtribution character. Two ways were applied for that: when the decile
caodficient is examined, the retio of the ninth to the first of them is used; in other cases, dl per capita (per
equivaent person) incomes that are 10-times higher than the median were recorded into the median
multiplied by ten.

Althaughmoving from one decile ratio to another does not transform the ranking of inequdity, it changes
primarily the level of inequality in Russa So, the high vaue of inequality between the top and the bottom
decilein Russais mostly due to the very high share of incomes a the tenth decile.

Therefore, Russia has the most unequa income distribution among the countries studied. The Republic of
K adiaisgpparently behind, due to two main factors. Firgt, the reforms in the periphery of the country as
wdl as the formation of "new Russans' were dower. Second, in 1991, Presdent Y dtsn granted Kardia
a specid gatus which gave it more autonomy. Thiswas intended to contribute to the development of the
repuldicasaregon bordering the West. Dueto this, in 1991-1994, Kardliahad a specia fund for its own
economicdevdopment. After the liberdization of prices, Sgnificant subsidies from this fund were set aside

for socia assistance to the Karelian population.
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Interestingly, Poland and Finland have a nearly identica digtribution. The most prominent difference is
obsaved anly in shares of the firgt and tenth decile: the quota of the first decile in Finland is higher than that
in Poland and, correspondingly, the quota of the tenth decileislower. Thus, Finland has the most equa
distribution out of al the countries studied.
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Table2
Income inequdity indicators

Didribution of household gross income Digtribution of gross income per

per capita equivalent person
indicator Russa | Kadia | Poland | Fnland | Russa | Kardia | Poland | Finland
ratio 10-th 18.1 8.1 8.3 6.8 17.8 8.7 6.9 6.6
decileto 1-st
ratio 9- 7.4 4.7 5.1 4.3 7.8 5.8 4.4 4.3
th decileto 1-
S
Gini coeffic- | 45.3/ 30.7 31.7 30.3 | 454/ | 30.2 29.4 325
ent,% 40.4* 40.8*

* with recorded top incomes
Saurce: LIS database; Urban Family During Trangtion Period. Survey of Russian Academy of Sciences.

The procedure of adjugting incomesto family size does not significantly change the Russan and Finish
digribuion of incomes. Some growth appears in the fifth to ninth deciles and a decrease in the tenth decile
of the Russian t. In the Finnish s&t, growth is observed in the second to seventh deciles and a decrease
in the tenth. A distinct decrease of income dispersion is found in Poland. Generdly, the gpplication of
equivaent scaes leads to a diminishing of the inequality coefficient in the three countries when comparing
thetath and firgt decile, but in comparing the ninth to first decile, the ratio remains unchanged in Finland,

decreases in Poland, and risesin Russa. Karelia shows an increase of inequality in both cases.

The Gini coefficient reflects the same order of income inequdity: avery high leve of inequdity in Russa,
while Finland and Poland (again very close to each other) have 11-12 percent less inequaity than Russa
(and without an adjustment of the extreme group 16-17 percent). Again, the Russian province - the

Republic of Kardia does not follow the country’ trend.
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Thereisaneddinctive characterigtic in the income digtribution of al analyzed countries: the most prominent
gap in incomes can be observed twice - between thefirst and second decile and between the ninth and
tenth decile. To show this feature, the average incomes a the specified decile in each country were
expressed as a percentage of the average income of the preceding decile: the increment indicator denotes
inomes in the decile relative to the preceding decile expressed as a percentage (see table 3). Hence, the
average income in the second decile exceeds the first decile by 77 percent in Russia, by 45 percent in
Kadia, by 60 percent in Poland, and by 42 percent in Finland (i.e. inequdity increases not accumulating
gradely, but formatting two extremes). As a result, two types of living sSandards are crested universdly.
But the intendity of this process correlaes with the generd state of income inequality of each concrete
country. And again, the Stuation in Kardliasgnificantly differs from that in Russa, asit ismore amilar to
Poland and Finland. Also the data in table 3 address our attention to one of methodologica issues of
comparative sudies the measurement of income inequdity. As the biggest differences in incomes are
acoumulaed a the ends of digtribution, it is mostly the top and the bottom that form the leve of inequality.
Hence, the question arises as to which indicator (decile ratio or Gini coefficient) is more discriptive and
more precise.
Table3
Increment of average household gross income per capitaiin decile groups,

% to preceding decile

Country Decile
1 2 3 4 5 6 7 8 9 10
Russa - 77 25 20 20 21 22 23 32 141
Kardia - 50 29 16 17 16 17 18 17 54
Poland - 60 26 19 15 13 15 17 22 64
Fnland - 42 19 16 16 16 16 17 20 58
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Saurce: LIS database; Urban Family During Transition Period. Survey of Russian Academy of Sciences.

Thedynamicsanddlacation of different types of incomes are very diverse within each economy. In generd,
the largest part of average household per capita income everywhere is presented by earnings or smilar
kinds of incomes (see table 4) which form the basic dement of market income. The most consderable
share of market incomein grossincome isfound inin Finland and the least in Poland,

Table4

Structure of household grossincome per capita (in domestic currency for each country),%

Income Russa Kadia Poland Finland
Market income 72.4 84.4 55.3 86.5
Socid transfers 19.2 95 29.0 12.6
Other 8.4 6.1 15.7 0.9
Grossincome 100 100 100 100

Saurce: LIS database; Urban Family During Trangtion Period. Survey of Russian Academy of Sciences.

but Rdish households have the most prominent share of socid transfers - dmost one third. The last finding
raises some questions. A share of GDP cash transfers in Poland increased rapidly from the end of thel9
80st01992, while it held steady in Russia (K.Krumm, B.Milanovic, M.Wadtom, 1994) Correspondingly,
if in 1990, socid transfers contributed 15.4 percent to nomina incomes of population (Maly rocznim
statistyczny, 1992, p. 86), in the 1992, they accounted for more than 22 percent, according ©
B.Malinovic' (1992) estimations.

If wecondda sodd transfers asasort of buffer that hel ps to decrease inequdity and to fight poverty, their
high share in Polish household gross incomes can bethe main reason for the rdaively low inequdity of
gross per capitaincomes and poverty in this country trandtioning to a market economy. In Kardia, the
share of earnings in household gross income is traditiondly higher than that in dl of Russa Tha b
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determined by a high involvement of the population in labor market and by a less-developed private
agriculturd production.

It should bementiored here that this study concentrates only on cash transfers which include sick (accident,
disdlity) peymeatts, socid retirement benefits, child alowances, maternity benefits, unemployment benefits,

other socid insurance, and means-tested cash benefits.

Actudly, the move from the gross income digtribution to the market income distribution (market income
= gossinoome- socid transfers) has much more representation of inequdity (see table 5). The differences
between the average income of the ninth decile exceeds the bottom 10 percent 13 times in Poland and
14 timesin Finland (and again, theleve of inequadity in these two countriesis very closeto eech other).
Asinthecageof grossincome, Russarepresents the greatest inequdity with the least share in the bottom
ten percart (0.7 percent) and the largest share in the top ten percent (39.1 percent). Karelia holds the last
pogition in the ranking of income inequality.

If wecompere this with pogt-transfer inequality rates, therole of the socia transfer system becomes more
apparent. It decreases the ratio between the ninth and first decile of income digtribution in Russaby 7.4
times, in Poland by 5.1 times, and in Finland by 4.3 times. So, in the case of these three countries, there
is a correlation between the rate of inequality and the weight of socid trandfers in equdizing income
digribution: the more unequa the digtribution, the more attempts made to equdize it. But, in Russa,
inequdity is too high to attain the leve of the other two. Besides, the comparison of Gini coefficients for
gross and market income distribution brings some correction in the above findings: according to this
indcator, moving from gross to market income distribution changes (decreases) the coefficient in Finland
by 9.1 percent, in Poland by 28.9 percent, and in Russia by
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Table5
Pre- and post-transfer income inequality (household per/capitaincome)

indicator of Russa Kardia Poland Fnland
inequdity
Ratio of 10-th
decileto 1-st
-pre-tranfer 53.7 10.8 22.6 22.8
-post-transfer 18.1 8.1 8.3 6.8
Ratio of 9-th
decileto 1-st
-pre-transfer 20.8 6.6 134 14.2
-post-transfer 7.4 4.7 51 4.3
Gini coeffident
-pre-transfer 62.3/57.3* 36.1 54.6 39.4

* with recorded top incomes

Source: LIS database; Urban Family During Trangition Period. Survey of Russian Academy of
Sciences.

17.0-17.1 percent. Taking into account the peculiarities of the decile ratio and Gini coefficient, the more
accurate concluson isthat in Poland, the socid transfer system has more capability to reduce inequdity
than in Russaand is consequently more successful.

Another impact of socid trandfersisin reducing poverty.

POVERTY

Poverty is not anew phenomenon in former socidist countries but during the trangtion period, the nature

of poverty has changed. It was the rapid dratification of society that made the problem of poverty o
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apparat, whenagroup of the population gppeared with incomes congiderably higher than the average and
with away of life much different from that of the mgority of people.

For this comparative study, preference was given to the relative poverty measure because it &
independant of the measurement of nationd poverty rates, and at the sametime, it reflects and depends on
income distribution within each nation. The findings are presented in table 6. The differences between the
two patsaf the table are based on methods of adjusting income to family size. It is evident that they work
out in correspondence with country peculiarities. Thus, in both cases (income per capita and income per
equivalent person), Russia has the highest poverty rate among the three countries. Applying an equivaent
scale leads to a consderable increase in poverty rate. In the cases of Poland and Finland, it makes even
maorevisble differences. Implementation of the equivaent scade shifts Poland from second to third postion
in ranks of poverty rate, and vice versawith Finland.

Table 6
Reative poverty rates (50 percent of median grossincome)

Country Income per capita Income per equivaent person
rate of rank of country rate of rank of country
poverty,% poverty,%
Russa 135 1 17.5 1
Kardia 13.2 2 14.8 2
Poland 12.1 3 8.9 4
Fnland 8.7 4 11.0 3

Saurce: LIS database; Urban Family During Trangtion Period. Survey of Russian Academy of Sciences.

Therealits of acomparative study of income distribution are conciderably determined by the composition
of households that form the dataset for each country. In countries where there is higher dependency, or
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the ratio single parenthood is widespread, or the ederly population is bigger, we would expect to find
rdaively high poverty rate. In this concrete case, the differences between anadlyzed countries are not very
big, but the Russan and Polish sets have more smilarities between them (see gppendix 2). The most
prevdet goupsin al four sets are families with children under 18 years old and non-aged couples without
children. The Finish data include large groups of single working-age people, whose incomes are usudly
higher than that of the other types of families. Meanwhile, the Russian data includes a rdaively larger
number of angle persons with children, who are traditiondly classfied as high-risk poverty group.

Theddribution of households below poverty line by family type for the andyzed countries are presented
intedle7.Indl three countries and in Karelia, the risk of poverty is much higher for non-aged families with
chidren. But in Poland, thistype of family is even more vulnerable. They comprise 3/4 of the poor. High
povaty rates were dso found among single parents families, who were the second risk group in Russia (in
table 9 they were included in other families). There were no ederly couples with or without children that
had high poverty rates in al analized countries. The poverty rate for elderly single persons exceeds 10

percent in Russaand Finland, but remains low in Poland.

Inacomparaivedudy by T.Smeeding et d. (1993), it was found that the poverty rate for non-aged single
peodeishighin many developed countries (such as Austraia, Canada, Netherlands, Sweden, UK., U.S,,
Wes Gamay). The case of Finland provesthis assertion. This can be explained by two factors. Firg, the
shered this group in the Finnish dataset is obvioudy higher than that in another country’ s datasets (it isthe
second group according to the number of people in it) and high poverty rates of this group reflect thet.
Seoond, the unemployment rate was remarkably high in Finland in 1991 (about 7.6 percent), and among
youth it ranto 15 percent (Finnish statistica yearbook, 1994).

InRusda the group of non-aged single personsis aso quite big but the problem of unemployment did not
becomeanissue until 1992. In Kardlia, for example, in 1992, according to officid estimations, the rate of
unemdoymat among singles was about 0.7 percent. This group, as they do not have dependents to share
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their income are consdered as the most successful.

Typicdly, in Poland, among poor single persons (non-aged as well as elderly), there are no men - only
singe women. In Russia, the ratio between nonaged single mae and female below poverty line &
approximatey 1:3 and between ederly sngle male and femae it is 1:10. In Finland, the proportion is
decreasing for non-aged (1:1.3) and increasing for ederly (1:14).

Table7
Didtribution of households below poverty line by family type ( grossincome per capita)

Type of family Russa Kadia Poland FHnland
1. Single person
- non-aged 10.0 19 0.6 29.1
- derly 124 24.5 0.6 145
2. Couples*
- nonaged with children 34.7 34.9 76.0 279
- elderly with children 0.8 0.8 0.1
- non-aged without children 115 151 6.7 8.2
- elderly without children 4.1 31 6.0
3. Other** 26.4 23.6 12.1 14.2
Tota 100 100 100 100

*  induding families with other adults
** including Sngle parent families with children

Source: LIS database; Urban Family During Trangtion Period. Survey of Russian Academy of
Sciences.

Trangitioning economies face a sharp conflict between the need to reduce transfers and the need to keep
or even raise them to manage wefare decline. Actudly, the role of transfers as a means of diminating

poverty isvery important. For the poverty -aleviating effect of socid transfersin the countries, seetable
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Pre-transfer poverty rates do not differ greatly between these three countries. Even successful Finlad
moves closer to Russiathan Poland. But after-transfer poverty rates change immensdy. In Finland, the
effed of randersis to raise 12.8 percent of the population above poverty line, whereas the transfer system
operating in Russia shifts 9.0 percent of the population out of poverty and in Poland - 8.2 percent. In dl
these countries, the main beneficiaries of the socid transfer system are couples and single parents with
children, non-aged single persons, and couples without children (the last group mainly received
unemployment benefits). The ederly is another group that has a priority to income transfers.
Teble8
Poverty- dleviating effect of socid transfers in the countries studied, %

Country Pre-transfer poverty After-transfer poverty | Differencesin efter-
rate rate and pre-transfer
poverty rate
Russa 22.5 13.5 9.0
Kadia 18.2 13.2 5.0
Poland 20.3 12.1 8.2
Fnland 215 8.7 12.8

Saurce: LIS database; Urban Family During Trangtion Period. Survey of Russan Academy of Sciences.

A comparison of the dlocation of socid transfers by family types (table 9) revedsrdatively little variation
between that and the composition of poor ( i.e. the main bulk of socid transfers are dlocated to families
facing mgor poverty risk and vice versa). Hence, despite socid transfers, these people remain poor.
Generdly speaking, that tedtifies, on one hand, the weakness and incompleteness of the safety net, and,
on the other hand, the immutability of poverty to the socid trandfer system.

Whenrdatively large numbers of families have incomes close to the poverty line, smal changes of thisline
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canhavealage impact on estimates of the proportion who are poor, and even the ranking of the countries
undergoes severd noticeable changes (T. Smeeding et d, 1993). In this connection, it is important to
andyze not only how the rank of country is changed, but also how the rank of one or another type of
family dffes Tabe 9 shows what happens if the poverty line changesonly by 1, 2 ...5...10 percent. Those
families whoare closest to the poverty line cannot rely on the benefits that the needy do, but their incomes
differ not very much from the poor.

Table9
Allocation of socid trandfers by family types in andyzed countries
Family type Russa Poland Fnland
% rank % rank % rank
1. Single person
- non-aged 11.0 4 94 5 24.2 2
- elderly 9.9 5 7.6 4 12.2 4
2. Couples
- non-aged with children 35.4 1 4.7 1 25.6 1
- ederly with children 0.5 7 0.2 7 0.1 7
- non-aged without
3. Other 17.3 3 12.6 3 9.2 9
Total 100 X 100 X 100 X

Source: LIS database; Urban Family During Trangtion Period. Survey of Russan Academy of
Sciences.

The changes redly occur in Russaand Finland even a alower poverty line. In Poland, on the contrary,
there are no changesin dl five cases of poverty line recdculation. In dl three countries, poverty is higher
among families with children, ederly couples, non-aged couples, and single parents families (in declining
orda). InRussa, the position of ederly couples - as the one of the most vulnerable among the poor group
- isusastiveto changes of poverty line. But, in Finland this group gives way to single-parent families and



thegap between the two groups grows. On the contrary, the position of single parent familiesimprovesin
Russa they svitchfrom second place at the lower poverty line to third place at the higher poverty line. The
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position of single ederly persons deteriorates in Russa.

These changesin poverty ranking mean that comparisons across family type are very senditive to

Table 10
Sengtivity of family's poverty rate based on household income per capita by family type
Single Couples Other Total
Non- Elderly with without
aged children children
1.Russia
Poverty linein % of median income:
50% 12.7 171 13.7 78 190 133
55% 182 261 16.2 105 223 171
60% 231 353 195 151 26.0 214
Index of sensitivity 0.45 051 0.07 0.48 0.26 0.38
2.Kardia
Poverty linein % of median income:
50% 42 51.2 7.3 102 185 131
55% 42 536 10.0 141 230 165
60% 83 53.6 130 16.6 3438 196
Index of sensitivity 0.98 0.04 0.44 0.38 0.47 033
2. Poland
Poverty linein % of median income:
50% 08 10 20.7 47 11.7 121
55% 11 22 253 6.1 134 150
60% 23 32 30.7 84 171 186
Index of sensitivity 0.65 0.69 0.32 0.44 031 0.35

3. Finland
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Poverty linein % of median income;
50% 104 103 95 43 134 87
55% 131 16.8 135 4.6 190 124
60% 16.0 245 18.7 95 24 165
Index of sensitivity 0.35 058 0.49 055 04 0.47

Source: LIS database; Urban Family During Trangition Period. Survey of Russian Academy of
Sciences.

where the poverty lineis set and the sengtivity differs from country to country. To estimate how
datasets of studied countries react to changes of poverty line, an index of sengtivity will be constructed

asfollows
Poverty rate a poverty line Poverty rae at
Index of sengtivity of 60% of median income - benchmark poverty line
poverty ratetoset =
of poverty line Poverty rate a poverty line of 60% of median income

It gopearsthat Finland is the most senditive to changes of poverty line and Kardliais the least sendtive. So,
the ranking of sengtivity is substantidly dtered from ranking countries according their poverty rae.
Moreover, if we compare the ratio of poverty rates for two sets of poverty line - 50 and 60 percent of
median income, we will find that the countries draw closer together: at 50 percent of median income the
proportion between poverty rates (13.3:13.1:12.1:8.7) isequal to 1.5:1.5: 1.4:1, at 60 percent of
medianincomethe proportion between poverty rates (21.4 : 19.6: 18.6 : 16.5) decreaseto 1.3:1.2: 1.1
- 1. With the poverty line a 60 percent of the median income poverty line, their poverty rates do not differ

crucidly any more.
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SUMMARY

Insummaizng the findings, it is permissble to say that the expectations of an increased inequdity during
thetranstion period were proven, but it is difficult to attribute them completely to the trangition period. The
decileratio ( ninth to first) in Poland for the period of the time from 1989 to 1992 rose 1.5times and in
Russa 2.3 times, whilethe Gini coefficient correspondingly increased by 4.9 percent in Poland and by
12.6 - 17.5 percent in Russa. At the same time, the increase of income inequdity in Finland was greater
than in Poland. Russia has the most unequa income distribution among the andlyzed countries. In 1989,
before dl trandformations, the differences between Russa and Poland were inggnificant: the decileratio
(ninth to first) in Poland was 0.15 items higher while the Gini coefficient 1 percent lower. In 1992, it
becameevidat that the gap between the former Comecon members was enlarged: the decile ratio differed
by 23itansandthe Gini coefficient is higher in Russiaby 8.7 percent. Poland has more smilarity now with
Finland than with Russa It looks like the price for a rdaively low income inequdity of the Polish
populétion is a very high share of socid trandfers in average household per capita income.  Income
ineoudity in Kardiais higher than that in Poland and Finland; at the same time, Kardlias differences from
Russa is quite marked. Very often, income distribution and inequaity in the republic of Karelia appears

to have more S milarities with other countries than with Russa

The case of these three countries shows thet there is no direct correlation between the level of economic
devdopment and income inequality. The Polish example particularly tedtifies that even if there is no doubt
about the ggnificance of economic growth (becauseit provides socid welfare system), the main factor
here is how socid wefare syslem works. The leve of economic development of Poland is consderable
lower than in Finland, but dl findings presented more similarities between them than between Poland and
Russa. The explanation for that is a generous safety net.

Anaha example- with the Republic of Kardiaisthet itsinequdity indicators differ from data for the entire
country principaly. Data for the country includes sats of fifteen regions. All of them are big indudtrial
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regons thebigges and most developed cities and "oblast” of the European part of the country. That iswhy
contrasts here are so pronounced. Karelia represents another type of Russa- more provincid, without

huge industria complexes - and as aresult, income inequdity in the republic not so high.

A cardation between the leve of inequdity and the poverty rate of each country is strong. Russia has the
highetled of inequaity as well as the highest poverty rate. Rankings of Poland and Finland appear to be
sastivetothe method of adjusting gross incometo family sze. In dl andyzed countries and in Kareliag, the
risk of povaty ismuch higher for non-aged families with children, but were no ederly couples who had high
povaty raesindl andized countries. In this contest, the uniqueness of Poland is that among the poor, there
is a very big group of single persons in able-to-work age. Cross-national comparison reved a highly-
favoradepicture of the effectivenessof the Finnish welfare sate. In dleviating poverty, Finland overtook
both former socidist countries: the effect of its socid transfers raises 12.8 percent of population above
povaty lire while socid transfers shifts 9.0 percent out of poverty in Russaand 8.2 percent in Poland.
At the sametime, an andysis of the alocation of socid transfers by family types reflects the weakness of
socid wefare sysems in al these countries: the structure of poor families is dmost the same as the
assgnment of socid transfers. This meansthat despite socid trangfers, the families receiving them remain

poor.

The results dso indicate that measurement, the adjusting of incomes and set of poverty line might yidd
differatfindings As poverty line increases, the countries poverty rates draw closer together, but the ranks
of countries remain congtant. So, it is not only the trangtion period that has sufficient influence on findings
related to poverty rates in post-sociaist countries, but also the methodology of comparison. Meanwhile,
the results of this study are informative and they can enrich the practice of comparative studies.
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Appendix 1.
Sets of data used in the comparative study
Russa Kardia Poland Fnland
Y ear of survey 1992 1992 1992 1991
Name of dataset | Russan longitu- | Urban family Household Income
dind monitoring | during trangtion | budget survey digtribution
survey, round 1 period survey
Number of 6361 490 6602 11863
households
Appendix 2

Composition of householdsin Russan, Kardlian, Polish, and Finish datasets, %

Type of family Russa Kadia Poland Fnland
1. Single person
-non-aged 10.6 4.1 9.4 24.2
-elderly 9.6 7.1 7.5 12.2
2. Couples
-nonaged with children* 33.9 59.3 44.7 25.6
- derly with children* 04 0.2 0.1
-nonaged without children 19.9 13.2 19.0 22.0
-l derly without children* 7.0 6.5 6.7
3. Other 18.6 16.3 12.7 9.2
Tota 100 100 100 100

*  incdluding families with other adults
**induding sngle parents families with children

Source: LIS database; Urban Family During Trangition Period. Survey of Russian Academy of

Sciences.






