Luxembourg Income Study
Working Paper Series

Working Paper No. 177
The Effects of Changing Labour Markets and
Social Policies on Income Inequality and Poverty:
Hungary and the Other Visegrad Countries Compared

Michael Forster and Istvan Toth

March 1998

Luxembourg Income Study (LIS), asbl




The Effects of Changing Labour Markets and
Social Policieson Income Inequality and Poverty:
Hungary and the other Visegrad countries compared

Michael F. Forster and Istvan Gyoérgy Toth

Michael F. Forster is an economist working with the OECD Socia Policy Division. He has been Co-
ordinator of the Luxembourg Employment Study (LES at CEPSINSTEAD), and is currently directing
Socia Policy courses at the Joint Vienna Ingtitute. The views expressed here do not necessarily reflect
those of OECD or its member countries. Istvan Gyorgy Toth is director of the Socia Research
Informatics Centre (TARKI) in Budapest, and associate professor at the Budapest University of
Economics. He is the project manager of the Hungarian Household Panel Study.

This paper was prepared for presentation at the conference Jnequality and Poverty in Transition
Economies’, EBRD, 23-24 May, 1997, London

The authors are grateful to Péter Szivos (TARKI, Budapest) for his useful and most valuable comments,
and to Ildiko Nagy for assistance. Any errors remain their responsbility. For comments, please write to:
michadl .forster@oecd.org or toth@tarki.hu



TABLE OF CONTENTS

ABSTRACT i s e bbb S8R RS R R SR bR 2
1. BACKGROUND: OVERVIEW OF ECONOMIC DEVELOPMENTSIN THE VISEGRAD COUNTRIES...........cooeeeu. 4
2. THE ROLE OF LABOUR MARKETS.....cotieererriseeernteres sesemsessessese s sesessssssses seesssssssesssssssssssssssssssss seessessssssssssssssssssssssnss seseseas 6
2.1 POLARISATION OF EMPLOYMENT OPPORTUNITIES GROWING DIFFERENTIATION IN ACCESSTO JOBS...................... 6
2.2THE DISPERSION OF EARNINGS AND MARKET INCOME INEQUALITIES.........ccocetieeetrrereies et sesesesesessssesens seeeseneens 10
3. THE ROLE OF SOCIAL POLICIESIN SHAPING INCOME INEQUALITIES ..o 13
3.1 M AJOR TRENDS OF SOCIAL SPENDING PRIORITIES AND INSTITUTIONAL CHANGES..........cocoevitieeseereeree sresessre s ssnesnes 13
3.2. INCOME COMPOSITION OF HOUSEHOLDS............ccoosurinieinieieisieeeieseese e sesssesss s s sesnsnes 16
3.3INCIDENCE OF THE SOCIAL TRANSFERS..........cceciiirieiret i e s e seeesee e sas s e st e e se et e e saese st e e ssr s enessesessesessesessensssnnemne 17
4. THE IMPACT OF TRANSITION ON POVERTY ANDINEQUALITIES ......coierirereeereerseserseereesn e 25
A 1POVERTY IN HUNGARY ...ttt sisesesesess s ss bbb e e s e84 £ b £ e b b e bbb R b e R R e R e e e ettt
4.2HUNGARIAN POVERTY PROFILE: TEMPORARY AND LONGTERM ..,

4.4 COMPARING INCOME POVERTY ACROSS VISEGRAD COUNTRIES..........ccoceoeveereenenreeseere e sseseeens

45HUNGARIAN INCOME INEQUALITIESIN A LONG-TERM AND COMPARATIVE PERSPECTIVE

5. CONCLUSIONS AND FURTHER RESEARGCH.......ccoiterreecie e sssssssnesssessnns 40
ANNEX 1. INTERNATIONAL COMPARISONS OF POVERTY : SOME CONCEP TUAL ISSUES .........ccoocneemnernenns 42
ANNEX 2. COMPARING HOUSEHOLDS OF DIFFERENT SIZES: THE EQUIVALBENCE ISSUE..........ccooncnncnienins 45
ANNEX 3. DATA SOURCESUSED AND QUOTED ..o s s ssssssssssssssens 48
ANNEX 4. GLOSSARY OFMETHODOLOGICAL TERMS ..o sssessssessesessssesneneaes 50
BIBLIOGRAPHY ...oictiitieiretreiseset et s s s8R Rt p s 53



ABSTRACT

The transition to a market economy has lead to liberdisation in great many spheres of society in the
reform economies of Centra and Eastern Europe. At the same time, financial insecurity of many
households persisted or increased, and certain parts of the population face for the first time risks of
impoverishment. To respond to this situation and to design effective programmes combating poverty under
budgetary constraints is therefore one of the prime objectives of socia policy in these countries.

We argue in the paper that there may be two major determinants of income inequalities and poverty.
First and foremogt, labour and capital markets play a very important role, through the alocation of jobs and
earnings opportunities to the various segments of the population. Secondly, socia policies, via the re
digtribution of taxes through the state budget from those having higher incomes to those having lower
incomes also play arole in shaping income inequalities.

There are at least two different sets of mediating mechanisms channelling the effects of labour market
adjustments. One the one hand, the transition has brought a polarisation of employment opportunities
resulting in an decreasing share of the population which remains economically active. On the other hand,
among those who managed to keep their labour market attachments, there has been a widespread growth
of wage and earnings differentials.

Most of the post-communist countries inherited a wide array of socia policy measures. Some of them
reformed their income maintenance policies, some of them just planned to implement reforms. However,
socid policies, reformed or not, affected the income composition of the population, and aso, the incidence
of various transfers.

Tablel.
Theroleof labour markets and social policiesin shaping inequalities.
adraft outline to the paper:

FACTORS PROCESSES IMPACT
polarisation of employment opportunities | poverty,

Labour markets growth and
growth in wage differentias restructuring
change in income composition inequalities,

Socia policies growth and
change in incidence of transfers restructuring




The paper is organised aong these lines (Table 1). First an attempt is made to compare the most
important features of the ,transformational recession” (Kornai, 1993) in these countries. The second
chapter is devoted to the assessment of labour market developments. Hungarian changes and trends are in
the primary focus. However, comparisons to the experience of other countries, in particular the countries
from the Visegrad group”, will also be made, wherever possible. The next chapter gives a short overview of
the extent of socid policies and their effects on income composition of households and on the incidence of
social transfers. Again Hungary is to be compared with the other Visegrad countries. The fourth chapter is
for the assessments: effects on poverty and inequalities will be outlined. The last chapter concludes.

We choose those four Central and Eastern European (CEE) countries that are often quoted as
forerunners of reforms (EBRD 1996, World Bank 1996a). Each of these countries is having different past
experiences with the reforms. However, there are also a many similarities between them. We also could
have chosen other countries into the analysis. An incorporation of, for example, Slovenia, could equaly been
judtified. However, when writing this paper, we did not yet have micro data sets at hand that could be
sufficiently comparable with the other datasets we used for the Visegrad countries.

In the analysis, we rely on various data sources. For Hungary, results of the Hungarian Household
Panel Study (HHP) will be used as abenchmark. For the other Visegrad countries, micro data sets of LIS
(Luxembourg Income Study) will be analyﬁ. And, for afew calculations, the SOCO data base (Socia
Costs of Transformation) will be used. The paper contains telegraph style glossaries of data-setsused and
of the methodologica termsin annexes.

The Visegrad group comprises the Czech Republic, Hungary, Poland and the Slovak Republic.
The HHP isthe basisfor the Hungarian L1S datafile.



1. BACKGROUND: OVERVIEW OF ECONOMIC DEVELOPMENTS IN THE VISEGRAD
COUNTRIES

Each of the observed countries experienced a sharp contraction of output in the first years of the
trangtion. The most dramatic fal in GDP occurred in 1991, with the only exception of Poland, where the
largest drop happened in 1990 aready. After some signs of dowdown of the recession, growth started
around 1994. The rise of GDP seemed to be the steadiest in Poland: this was the only country among the
Visegrad group that approached closely the pre-transtion levels by 1996. By the end of 1996, the other
three countries seemed to be lagging behind in recovery. However, with the exception of Hungary, dl the
observed countries are expected to continue some growth in 1997 (EBRD, 1997).

Chart 1. Annual real GDP growth in Visegrad countries, 1989-1997
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Source: EBRD 1997: 530. 1997 data are projections.

As far as the dynamics of inflation is concerned, the observed countries show three distinctly different
patterns (Table 2). Poland was in a different range than the others. An enormous hyperinflation was
gradually decreasing to a ,norma” level during the second half of the period. The Czech Republic and
Slovakia experienced a mgjor price shock in 1991, but since then, despite the fact that a second increase
occurred in 1992, inflation remained on a relaively low leve. In Hungary, the peak was dso in 1991.
However, after some decrease in the election year, inflation turned back in 1995 and 1996 again (due, most
importantly, to the shock-like stabilisation policies implerented in 1995).
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Table 2.
Annual inflation ratesin Visegrad countries 1989-1996
(retail priceindex, annual average)

1989 | 190 | 1991 | 1992 | 198 | 19% [ 19%5 | 19%
Czech Republic 2.3 108 | .7 | 111 | 208 | 100 9.1 9.0
[Hungary 170 | 289 | 350 | 230 | 225 | 188 | 282 | 236
Poland 2511 | 5858 | 703 | 430 | 353 | 332 [ 278 | 210
Slovek Republic 2.3 108 | 612 | 1201 | 232 | 134 9.9 7.0

Source: EBRD, 1996, Czech Republic: 191, Slovak Republic: 204, Hungary: 195, Poland: 201.

As aresult of a number of factors like GDP fall, labour market restructuring and various deliberate
policy measures, real wages tended to decline in each of the countries between 1989 and 1991. The
increase gtarted in 1991 in the Czech Republic and (with some fluctuations) in the Slovak Republic. In
Poland, rea wages tended to stagnate between 1990 and 1995, while the Hungarian figures declined again,
after a moderate increase in 1994. By 1995, real wages were above 90% of their 1989 level in the Czech
Republic, and around three quarters of their 1989 level in the other three countries (Table 3).

Table 3.
Annual index of real wagesin Visegrad countries, 1989-1995

1989 1990 1991 1992 1993 194 1995
Czech Republic 100 94.5 69.6 76.7 79.6 85.8 924
Hungary 100 94.3 87.7 85.9 82.5 88.3 78.4
Poland 100 75.6 75.4 73.4 71.2 725 75.4
Sovak Republic 100 94.6 67.5 72.9 69.5 71.6 78.3

Source: UNICEF, 1997, pp 140.

In the following, we concentrate on Hungarian income and labour market developments, poverty and
inequalities. However, when assessing the impact of these trends, facing with the challenge of international
comparisons is especialy compdling. Problems of this type will be further explored in chapter 4 on poverty
and inequalities and also in Annex 1 and Annex 2.

These comparative data refer to the years 1991 and 1992. These years reflect the deepest point of the
recession, and are highlighted by the grey shaded columns in tables 2 to 5. Therefore, some of the
conclusions may be affected by these particularities.



2. THE ROLE OF LABOUR MARKETS

We emphasise two important tendencies on the labour markets. First, there has been a drastic
polarisation process in employment opportunities. Secondly, these tendencies dso resulted in the
differentiation of market incomes.

2.1 Polarisation of employment opportunities. growing differentiation in access to jobs

The mogt striking feature of the transition on the Hungarian labour market was the drastic decline in
employment. While GDP dropped by dmost a fifth of its 1989 value in the first four years of the trandtion,
employment continued falling after that and by 1995 forma employment aso dropped by more than a
quarter of its pre trangition level. Between 1989 and 1993 more jobs were destroyed than were created in
the whole communist period before (Timar 1995).

The drop of employment was dragtic in al Centra and Eastern European countries. As Table 4 shows,
employment rates fell in al four Visegrad countries by approximately on fifth in the period 1989 to 1995.
Within the Visegrad group, Hungary recorded the highest changes: this concerns both the absolute decline
and the employment rate at the end of the period. The second, more recent times series derived from labour
force surveys suggests that the employment rate has stabilised by 1996/1997 in the other three countries,
whereas it continued to decline in Hungary.

Table 4.
Employment ratesin Visegrad countries, 1989-1996

1989 1990 1991 1992 1993 1994 1995 1996

Czech Republic, 1 94.8 81.7 84.8 79.5 79.2 775 77.5 -
2 - - - - 772 77.6 74.0 74.2

Hungary, 1 83.8 83.7 81.2 76.0 67.7 64.8 64.2 -
2 - - = 65.5 61.6 60.6 58.8 58.4

Poland, 1 81.1 75.1 71.5 69.2 67.7 67.9 66.1 -
2 - - = 61.6 60.5 59.9 59.8 60.0

Slovak Republic, 1 82.7 80.4 69.9 69.9 67.2 66.0 - -
2 - - = = 64.7 64.5 65.1 67.3

Source 1: UNICEF 1997: 139 ff.
Source 2: OECD 1997a

Part of the fall of employment appeared as an increase in unemployment (Chart 2). The build-up of
large scale open unemployment, starting in the end of the 1980s in Hungary, but remaining fairly low until
1990 (below 1% of the economicaly active population) and accelerating during 1991, resulted in a 13.6%
unemployment rate by February 1993. The rise of unemployment, however, was only partly caused by
increases in dismissals and enterprise shutdowns (Micklewright and Nagy 1994; Boeri 1994). Also, the
capacity of the economy to absorb those outside the labour market was very low. Therefore, long-term
unemployment rapidly increased. In 1995, over 40 percent of those unemployed were jobless for more than
a year (Csaba 1995). By 1996 this ratio achieved some fifty percent (KSH 1997). The scia problems of



the longterm unemployed are further aggravated by some peculiar features of the household
characteristics of the Hungarian unemployed: Hungary, together with Slovakia, has a very high rate of long-
term unemployed living in households without any other earners. this concerns one out of two long-term
unemployed in these two countries, whereas only one out of three in the Czech Republic, in Poland and in
Slovenia (Forster 19974).

Chart 2.
The gtructure of the active age population, Hungary 1991-1995
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The development in unemployment showed similar features in the Visegrad countries, with the
exception of the low Czech figures. The unemployment rate in Slovakia, Poland and Hungary remained in
the range of 11-16% between 1992 and 1995, and decreased dightly afterwards. The Czech rate, though
growing in 1996, sill remained in a lower range. Table 5 shows the development of registered
unemployment.

Table 5.
Annual registered unemployment ratesin Visegrad countries, 1990-1995
1989 1990 1991 1992 1993 1994 1995
Czech Republic - 03 2.6 31 3.0 3.3 30
Hungary 0.4 0.8 41 11.0 134 12.0 11.1
Poland 0.3 6.3 11.8 13.6 164 16.0 14.9
Sovak Republic - 16 7.8 111 12.7 14.4 13.8

Source: UNICEF 1997: 139 ff



Chart 3
L FSunemployment ratesin Visegrad countries, 1992 - 1996
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The rise of unemployment in Hungary, though rapid and unprecedented, did not offset the fal in
employment. Between January, 1990 and January, 1995, the employed population fell by more than 1.4
million, while unemployment increased by approximately 500 thousand. These two trends resulted in a drop
of more than 900 thousand in the economically active population. The size of the active-age population
remained largely the same, so this drop was not a result of demographic trends. The growth in inactivity
was first due to socia policies which lowered labour market supplies through increased education enrolment
and an easier entry into the pension system. This characterised the developments in 1990 and 1991. Then,
in 1992-1994, economic inactivity also spread among those in active age, and this became the most
important single source in the growth of inactivity. (T6th, forthcoming).

The dynamics of the increase in the private sector was impressive in Hungary. While in 1989 the share
of private sector employment was some 10%, in 1996 the private or partly private forms of employment
congtituted more than 55 percent of total employment and over 70 percent of employment in the competitive
sector (Kolosi, Bedekovics and Sik 1997). The increase of the share of private sector in output was even
more impressive. In 1992 aready, approximately 44% of the GDP was produced by the private sector
(TARKI-GKI 1994: 29). Private sector output was largest in trade and agriculture, while in mining, energy,
education, and hedlth it was below 5%. Meanwhile, private production in manufacturing climbed above
40%. A ,rough EBRD estimate’” shows the Hungarian private sector share to be 70% in GDP, while the
same study estimates 75%, 70% and 60% for the Czech, Slovak and Polish figures, respectively (EBRD
1996: 11).

The rdiability of these edtimates, of course, depends heavily on the extent to which the visible
economy represents the whole economy. Estimates about the size of the hidden or informal economy show
that if the Hungarian GDP in 1992 had included the hidden economy, it would have been 16% higher than



published figures. This clearly indicates an increase from 11.2% in 1980 and 12.6% in 1990 (Arvay and
Vértes 1994). However, since some parts of the informal economy are estimated within the officialy
published GDP, this 16% show only part of the story. The tota GDP was approximately 29.6% higher in
1992 than the "documented” or "exposed” GDP, since the official GDP estimate already contains some part
of the hidden economy (Arvay and Vértes 1994).

Although less emphasised by labour economists and sociologists, harsh selection processes took place
in employment opportunities of the population. Skills and personal strategies, that may have been successful
in the pre-transition Hungary, became re-valued, some combinations of persona assets were devalued,
others were valued more than previoudly. It seemed quite clear right at the outset that the selection process
occurred systematicaly, rather than smply randomly, aong clearly defined socid dimensions.

The composition of those being driven out of the labour market differed markedly from those who
were able to remain there. Earlier it was assumed that the restructuring will take place in a way that
employees of the shrinking public sector will shift to the private sector through experiencing some spells of
unemployment. However, this did not prove to be the case. Most of the movements from the public to the
private sector were direct job-to-job shifts (Boeri, 1994; Kdll6, 1993) and both ownership sectors were net
contributors to the unemployment pool in 1991-1995. Those driven out from the labour market may or may
not have experienced unemployment spells, and most of them ended up in inactivity, either supported by
some of the socia policy systems (early retirement, maternity benefits, etc.), or just relying primarily on the
active members of their households.

An analysis of inflows, outflows and exclusion in the labour market on the basis of the 1993 panel data
showed that the stock of those working in the public or private sector in terms of average age or years of
education did not differ very much. The unemployed, were younger and much less educated than the other
groups. The share of women - and this seems to be a peculiarly Hungarian phenomenon - were much lower
among the unemployed (35%) than that of men and were more concentrated in the public sector, which
showed a high share of women (amost 60%). A comparison of the characteristics of the people flowing
from one sector to the other with the respective characteristics of the population stock of the overflow
sector showed that the people changing from public to private firms were younger and somewhat more
educated, with women being under-represented. On the other hand, people working in firms which became
privatised were older and less educated, with women being under-represented. (T6th 1994).

Flows from the unemployed and inactive to the private sector were characterised by a larger than
average share of women, by the better educated, and by the younger. Generally, the road from the private
sector led mostly to unemployment and inactivity. Mostly male, the lower educated, and older persons
travelled that road.

The risk of unemployment differed widely by social strata (Scarpetta and Torres 1995). The most
vulnerable groups were the young, the unskilled and gypsies. Their unemployment rates were significantly
higher than the average throughout the period. Rates of unemployment for women are not higher than for
their male counterparts. This quite peculiar feature of the Hungarian unemployment can partly be explained
by the differentia rates of job destruction in “male” and “female’ industries, by the wide range of maternity
benefits available and by differentid rates of inactivity. Chances for re-employment were higher for the
young and mobile, for males, and for higher skilled persons. Chances for becoming inactive seemed to be
determined by gender and educational level. Women became inactive more likely than men, especialy those
having lower level of education.



But the drastic polarisation of employment opportunities also had a macro consequence: the growth of
inactivity and non employment in general, posed a very difficult dilemma for the financing of socia policies.
In 1995 on each one hundred employed person we can find one hundred and sixty three to be supported,
meaning a serious burden for the employed persons. (For an illustration of part of the inactivity burden, see
Chart 4.) As pointed out above, the increase of non-employment in Hungary was the largest among the
Central and Eastern European countries. between 1991 and 1996, the non-employment rate amost doubled
from 25% to 46%, whereas it increased only from ca. 22% to 26% in the Czech Republic and to 33% in the
Sovak Republic, and remained dightly above 40% in Poland. This may aso a least partly explain the
difficulties the Hungarian economy faces when looking for ways of recovery.

Chart 4
Labour force status by age (% of respective total population), Hungary 1994
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Source: To6th, forthcoming

2.2 The dispersion of earnings and market income inequalities

The differentiad chances for remaining in the labour market aso determined earning possibilities.
Earnings of those being able to stay permanently on the labour market increased much more than earnings
of those having only temporary employment (Table 6).

In general, the dispersion of earnings grew sgnificantly during the transition. Occupational status
seems to be a very important determinant for wage differentids. in 1994 the average for non-manua
workers was approximately 70% higher than that of manual workers. Wage differentials by gender are dso
marked: male wages tended to be approximately 23% higher than female wages on average (KSH, 1995).
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Table6.
Cross sectional and longitudinal wage indices (March-March data)

| 9392 | o943 | 994 | 9695
Panel A
Cross sectiona wage indices: total wages in current year/total wages in previous year, % (R)
total 117 120 120 110
public sector 117 120 121 108
private sector 111 121 120 110
Panel B

Standardised cross sedtional wage indices: wage changes for those present on the labour market in
both the start and of the end of the period: index of average wages in each categories (rl)

total 1177 | 124 | 117 | 112
ownership sector | ownership sector in

infirst year second year

public public 116 123 116 109
private public 107 118 119 112
public private 117 127 122 112
private private 119 125 119 115

Panel C

“Longitudinal” wage indices. wage changes for those present on the labour market in both the start
and of the end of the period: average of individua wage indices in each categories (r2)

total 131 | 133 | 130 | 123
ownership sector | ownership sector in

infirst year second year

public public 126 131 123 115
private public 130 128 129 117
public private 128 132 136 122
private private 142 134 137 130
March CPI figures | 124 | 117 | 127 | 126
Notes:

R=(8=1n (Ve Hictm (%e0)/ (éj=1,n (%) + & =10 (29),

N1=(@izam 40) @ j=1,100)-

r=(8iz1m (X 0/ )/,

where

X i=1n aNd %41, j=1,m denotes the wages of those having at least some wage in both waves,

Z; k=1,0 denotes the wages of those who had wages only at the beginning of the period and
Y=(Y t+1, n=1,n) denotes the wages of those who had wages only at the end of the period.

Source: Téth 1997
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Trends in earned market incomes also affected the overal income differentials of households.
Previously, ncome inequalities were more compressed in Hungary than in OECD countries. With the
liberalisation of wage policies, inequdities among different social strata increased. The ratio in mean
incomes of the uppermost decile to that of the lowest decile increased from 3.8 in 1982 to 5.2 by 1991.
(KSH, 1990). From 1991 to 1994, the ratio increased further. In 1996, households in the highest decile (as
measured by per capita incomes), shared well over seven times more than those in the lowest decile
(Kolog, Bedekovics and Sk 1997).

The dispersion of market incomes of households increased by some 10% in the period 1989 to 1995 as
shown by the values of the Gini coefficient. This change was dominated by increased dispersion of
earnings. If al pretransfer incomes (i.e., market incomes and non-public inter-household transfers) are
taken together, the digpersion also increased, from 0.43 to 0.49 in the period 1992 to 1995 (see Table 11
below).

As a summary, it should be concluded that the most important division lines were drawn between
labour markets and those being excluded. These trends had their consequences on earnings and income
position d the various households. Further analysis of these trends will be given in the section below on
poverty and inequdlities.
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3. THE ROLE OF SOCIAL POLICIESIN SHAPING INCOME INEQUALITIES

In addition to market trends, socid policies may aso play an important role in shaping inequalities. Most
of the social welfare benefits of the post-communist countries were inherited from the past. The wide array
of cash programs included pensions, family leave and bonuses, sick and disability pay, some limited needs-
based welfare payments, and, more recently, unemployment insurance. Their scale and scope were based
upon a centrally planned economy, in which most prices were controlled, and substantial subsidies were
granted throughout the economy. In addition to that, heath and education services were financed and
provided for free by state (governmental) agencies, and significant fiscal support was granted to the housing
sector as well.

Three aspects of change in this system will be traced here: macro-economic costs, income composition
of households and the incidence of social transfers.

3.1 Major trends of social spending priorities and institutional changes

Despite the continued (though sometimes hesitant) efforts of the consecutive governments to reduce
and restructure the role of the state in the economy, the share of Hungarian government expenditures in
GDP did not drop below 55% of the GDP. The expenditure share even increased above sixty percent
between 1992-1994 (EBRD 1996:194) However, the transition brought a significant shift in the structure of
expenditures. government expenditures on economic services fell dramaticaly, paralleed by a marked
increase in the relative size of wefare expenditures. Although expenditures on socid protection fal in rea
terms (in most of the cases and in most CEE countries), an increasing share of GDP had to be devoted to
financing socia policies.

There is a growing literature on the socia policy systems in Visegrad countries (see, for example,
Cichon 1995, EBRD 1996, OECD 1993, 1995, 1996, PHARE 1996, World Bank 1995, 1996a). Thereis an
agreement among the various papers that welfare reforms lagged behind economic reforms in each of the
countries. Some countries may have implemented some measures to tackle the chalenges of
marginalisation and impoverishment. However, most of the welfare systems remained to a big part
untouched. Universal rights to services, relatively generous socia policies were going hand in hand with
inadequate targeting. Lack of digibility cuts in the period of growing needs has resulted in erosion of
benefits in most of the cases.

Despite these similarities, there were some dissimilarities also. Part of the expansion of socia
expenditures may be attributed to increased demand for socia policies independent of the economic
trangition: e.g., demographic challenges like the ageing of the society, the increase of dependency burden,
and the change in family patterns. Other factors like the fall of household disposable incomes and the
increase of poverty, were endogenous. As a result of these strong pressures and of the drop of the GDP,
the Hungarian socia expenditure share in GDP climbed to about 1.4 times the OECD average by 1992 .



(Téth 1994; OECD 1995). Polish socia expenditures relative to GDP were in the same range as the
Hungarian onesin 1992, and the Czech and Slovak were somewhat lower (Table 7).
Table7.
Public social expenditure sharesin GDP in Visegrad countries, 1992

health education |pensions family and sociad assistanceand| total

maternity benefits  unemployment
Czech Republic 55 4.8 8.1 3.8 20 24.2
||Hungary 48 5.9 11.0 4.1 29 28.7
Poland 4.9 4.3 14.7 2.0 2.3 28.2
Slovak Republic 6.2 5.8 9.1 3.0 13 254

Source: UNICEF, 1997

A sharp recent decrease in the Hungarian socia expenditure share may be suspected because of the
dight increase of the GDP and also due to the austerity measures introduced in 1995, when promising
growth figures of 1993 and 1994 were accompanied by widening macroeconomic disequilibria. Fiscaland
current account deficits reached a level (7 and 9 percent in 1994, respectively) that was perceived as
unsustainable by the government. A strict stabilisation policy was announced in March 1995, containing
measures like devaluation of the national currency, strengthening the tax base and cutting public sector
wages, employment and socia expenditures. As a result, macroeconomic balances improved by the end of
the year, though many observers perceive the social costs as too high for that. Social expenditures dropped:
family policy expenditures were cut half.

Socia spending priorities are better shown by the relative shares of various cash programmes. In table
8, the expenditures on the elderly, on child rearing families and on the poor/unemployed are presented, as a
share of all cash transfers. Pensions received the largest share in Poland: they make up over three quarters
of social expenditures. Family and maternity benefits seemed to be the highest relative share in the Czech
Republic, while the package of unemployment benefits and social assistance received the biggest share in
Hungary out of the total expenditures.

Table8.
Therdative importance of pensions, family benefits, social assistance and unemployment
benefitsin Visegrad countries, 1992
(relative sharein total social transfers)

pensions family and maternity social assistance + total
benefits unemployment benefits
Czech Republic 58.3 273 144 100.0
Hungary 61.1 228 16.1 100.0
Poland 774 105 121 100.0
Sovak Republic 67.9 24 9.7 100.0

Source: UNICEF 1997, own calculations
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To which extent does public socid spending influence the level of poverty? There are arguments
relating the size of the welfare state to cross-national variations in poverty. Chart 5 shows this relationship:
the size of the welfare state is proxied by the share of socid transfers (non-health socia expenditures) in
GDP, and is traced on the xaxis. The level of poverty as dependent variable is proxied by the relative
poverty rate”. The continuos line in Chart 5 represents the regression line for ‘traditional’ OECD countries
only, and suggests a relaively strong negative corrdation between socid expenditure and poverty levels.
Looking at these countries only, two groups can be digtinguished: "low spenders’ with above-average
poverty rates: the Anglo-Saxon and the Southern European countries. And "high spenders’ with low poverty
rates: the Continental European and Nordic countries.

Putting the four Visegrad countries into this picture diversifies this country grouping (the figures shown
refer to the 50%-poverty ling; but the same findings apply when moving to a higher cut-off, e.g. 60%; see
table 14 below): Hungary and Poland together form a group between the two country groupings designed
above, with medium levels of both spending and poverty. And the Czech and the Slovak Republic are
outliers combining low spending with the lowest relative poverty rates’. The dotted line represents the
regression line for al 21 countries.

Chart 5.
Social transfersand poverty rates
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Source: Forster (1994: 191) and updated cal culations from LIS micro dataand OECD Socia Expenditure data base.

The adequacy of relative versus absolute poverty estimates when comparing Visegrad countries is
discussed below in Chapter 4 and Annex 1.

It should be noted, that the data for social expenditures for the Visegrad countries stem from another data
source (UNICEF 1997), and are therefore not strictly comparable with the remaining figures.
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Notes: Data refer to a year between 1990 and 1992, except countries in italics year around 1986. Poverty rate defined
as percent of persons in households with incomes below 50% of median disposable income; all incomes adjusted for
household size.

3.2. Income composition of households

In generd, the share of socia incomes in the composition of household budgets grew significantly due
to the transition process in the last few years. The proportion of households with no market incomes at al
remains fairly high throughout the period: as many as one fifth of households either relied solely on socid
incomes and socia insurance benefits or, possibly, on help from other households or other household
members (Forster and T6th 1995). The proportion of households receiving earnings related socia insurance
benefits is dmost as high as the ratio of market income recipients, i.e. amost 80%. More than half of such
households received some sort of pension (old age pension, disability-pension, widow's pension) and about
13% of al households received some sort of unemployment benefits (either insurance or assistance
benefits) between 1992 and 1996. The rate of recipients of maternity benefits seems to decrease dowly,
being around ten per cent of al the households. Approximately one-third of al households receive family
alowances for at least one child, whereas only about 10% of the households is receiving socid assistance.

Table 9 shows the composition of total household incomes in Hungary, for the period 1992 to 1996. It
can be seen, that within this four-year period the share of market incomes fell for six percentage points to
57 %, whereas the share of social insurance incomes increased for the same amount, to 36%. The share of
other income components (mainly public socia transfers)6 remained the same. The increase in the share of
socia insurance incomes is primarily accounted for by pensions, while the share of unemployment and
maternity benefits decreased.

Table9.
Compostion of household incomes, Hungary 1991/92-1995/96

INCOME TYPES 1991/92 1992/93 1993/94 | 1994/95 1995/96
1. market incomes total 62.8 55.8 54.3 59.8 57.1
2. socia insurance tota 30.0 34.2 34.8 32.6 35.7
2.apensons 26.0 29.5 30.2 29.2 32.8
2.b unemployment insurance 15 2.1 19 11 0.8
2.c maternity benefits 15 1.4 13 12 12
3. public socia transfers 5.6 6.2 6.0 5.2 5.2
3.asocia assistance 0.6 0.8 0.5 0.5 0.5
3.b family alowances 45 4.5 4.2 3.6 31
4, inter-household transfers 0.5 0.4 0.7 0.5 0.7
5. other household incomes 11 3.4 4.2 19 1.3
total 100.0 100.0 100.0 100.0 100.0

In the following, the term "public socia transfers' refers to non-earnings related social transfers, such as
social assistance or family allowances.
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Note: percentage distributions computed from total incomes of households
Source: own calculations on the basis of the Hungarian Household Panel Study

These findings reflect the shares of different income components for the total population, on average.
The role d market and non-market incomes for various population groups appear in Table 7. As the data
show, market incomes accounted for approximately 23% of the incomes of households where the head is
pensioner. They also accounted for roughly half of the incomes of persons in households with inactive or
unemployed heads, and for approximately 85% of the incomes of households, where the head was
employed. The most vulnerable groups rely more heavily on some sorts of socid transfers, though, even in
their cases, sacid transfers may not be the most important sources of income.

Table 10.
Composition of household incomes by employment status of the household head,
Hungary 1994/95
INCOME TYPES Employed Employed Unem | Pension| Inactive | Average
public sector | private sector | ployed er

1. Market incomes 85.3 84.2 51.4 27 477 59.9
2. Socia insurance 75 7.8 27.1 723 191 325

transfers

2.aPensions 4.1 4.3 5.0 70.8 131 29.1

2.b Unemployment 0.6 0.7 15.9 0.6 4.0 11

2.c Maternity benefits 14 1.8 3.9 0.2 1.9 1.2
3. Public socid transfers 5.6 5.8 194 2.2 259 51

3.a Socia assistance 0.4 0.3 1.0 0.5 5.7 0.5

3.b. Family dlowances 4.1 4.7 134 1.2 9.6 3.6
4. Other income types 17 2.1 2.1 2.7 7.3 25
Tota 100.0 100.0 100.0 100.0 100.0 100.0
Total, thousand Forints per 319.2 325.3 166.1 223.2 135.5 252.4
year

Note: numbersin table show distribution and amount of total equivalent incomes, e=0,73.
Source: authors' calculations on the basis of the 5" wave of the Hungarian Household Panel Study

3.3 Incidence of the social transfers

A great mgjority of households receive social incomes in one form or another. Overal it seems clear
that the wide inequalities of primary earnings (there is a twenty times difference between the earnings in
the top decile and earnings in the bottom decile in Hungary, for instance) are significantly reduced by socia
incomes. This can aso be illustrated by an analysis of Gini coefficients for certain types of incomes. The
overal dispersion of pretransfer incomes in 1992, represented by Ginis between 0.32 (Slovakia) and 0.42
(Hungary) is reduced considerably when socid transfers are accounted for. Table 11 shows Gini
coefficients for pretransfer incomes, and for household incomes when public socid transfers, and socia



insurance transfers are added in’. Firgt, it is noteworthy, that the main effect in decreasing the Gini
coefficient stems from social insurance transfers, rather than from public socid transfers, in al three
Visegrad countries that have data on this distinction available. Second, overdl, transfers reduce the Gini
coefficient by at least one third in Hungary and the two Republics of former Czechodovakia, but much less
%0 in Poland.

Table 11.
Gini coefficientsfor total incomes and befor e accounting for transfersin Visegrad countries

Czech Hungary  Hungary Poland Sovak
Republic 1991/92 1994/95 1992 Republic

1002 1002
pre-transfer incomes 0.3438 0.4283 0.4953 0.3575 0.3189
pre-transfer incomes + public socia 0.3415 0.4203 0.4782 n.a. 0.3082
transfers
pre-transfer incomes + public socia 0.2047 0.2812 0.3188 0.2914 0.1868

transfers + socia insurance transfers
= total household incomes

Notes: pre-transfer incomes = market incomes (labour and capital) +other non public transfers
Gini coefficients show the concentration of non-zero equivalent incomes of personsin households (e=0.55)
Source: own calculations from LIS micro data

As it has been shown elsewhere for Hungary (T6th 1997), the decrease in the share of the households
receiving market incomes was accompanied by an increasing dispersion of market incomes among those
receiving market incomes. However, inequalities of equivaent pre-transfer incomes were at least partly
compensated for by transfers only in the first half of the period. In 1992-1993, the inequalities of totd
household incomes, despite increases in pretransfer inequalities, even decreased as a result of socia
redistribution. The next two years, however, showed a controversial role of redistribution in the narrowing
of income inequalities (Kolos, Bedekovics and Sik, 1997, Téth 1997).

To better understand the role of various socia programmes in shaping income inequdities, illustrations
of possible redigtributive effects of socia programmes are shown in Chart 4a. Five different, hypothetical
distributiona patterns are presented there with the help of Lorenz curves (based on cumulative distribution
of incomes in fixed cumulative population deciles, defined on the basis of total adjusted household equivalent
incomes).

There are five different hypothetical distributional patterns. Should all the deciles receive the same
amount, Lorenz curves will be equal to the diagona. When some of the income types show a somewhat
concentrated distribution, the shape of Lorenz curves will deviate from the diagond, either upwards, or
downwards. A distribution is caled , targeted” when a distribution of certain income types is skewed to the
left (towards the direction of the lower deciles). The line caled ,,unequa” shows a distributional pattern

! It should be noted that results obtained by this method of "adding in" successively income components do

not reflect the 'pure’ contributions of the various income ¥pes to overall income inequality: they are
influenced by the order in which the different components are added in, and by the absol ute magnitude of
components (public social transfers, for example, represent avery small part in total household incomes).
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skewed towards the right (that is, towards the uppermost income deciles). When the income deciles in the
middle receive more than the average, we may cadl it as,,middle class’ distributiond pattern. In principle, a
fifth pattern may aso happen: when the two ends of the income scale receive relatively more of the given
income types. Thiswill be called ,,bikmodal” distributional pattern.



Chart 6a.
Hypothetical distributional patterns as represented by L orenz Curves
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Chart 6c.
Distributional Patterns of Market Incomes and Social | ncomes,
as Represented by Lorenz Curves, 1995/96
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The samples b through d in Chart 6 apply the actua estimates from the Hungarian Hosuehold Panel
for different types of transfers to our model. Chart 6b shows the dstributiona patterns of market incomes
and socid insurance benefits in 1995/96. From this it is clear that unemployment benefits and, to a lesser
extent, maternity benefits show a targeted pattern, despite the fact that they both were earnings and
employment related at the time of the survey. Pensions show a sort of ,middle class’ pattern. Chart 6c is
to show the distributional pattern of socia assistance payments and family allowances. Socid assistance
seem to favour the poor, though seemingly to a lesser extent than maternity or unemployment benefits.
Family alowances were close to the ,equal” digtributiona pattern, that is, most of the deciles received
approximately the same amounts.

It should be noted, however, there were important changes in the distributional patterns of various
socia incomes in the last couple of years in Hungary. A closer observation shows that the , targeting” of
various benefits has been improved during the last five years, despite the fact that strong policy restrictions
were only applied later. There may be two reasons for that. The firgt is the assumption that social benefit
recipients tended to shift down in the income ladder. The second possible explanation can be found in some
of the ingtitutional changes in the various social programs. There is only one exception to this trend:
pensions tended to move towards a more ,middle class’ pattern, most likely as a result of the changed
benefit indexing practices (T6th 1997).

The incidence of social transfers can be compared across the Visegrad countries for the year 1992, on
the basis of the LIS micro data. In addition, a second data point allows to trace some changes for Hungary
(1991/92 through 1994/95). Chart 7a through 7d show the share of the population receiving transfers, by
quintile groups. Four important programmes are examined: social insurance pensions, unemployment
benefits, family alowances and means-tested benefits (mainly socid assistance). Polish data are available
for pensons only.
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The distribution of gnsionsisin al Visegrad countries concentrated rather towards the ‘'middle class:
persons falling into the second to fourth quintile, and in particular the third quintile, are more likely to be
receivers of a socia insurance pension in al four countries. As noted above, this picture has become even
more accentuated in Hungary between 1992 and 1995.

Unemployment benefits, athough insurance based and earnings related show a much more 'targeted'
feature: persons in households in the bottom quintile are twice as likely to receive these benefits than the
average. Thisis particularly marked in the Czech and the Slovak Republic (although on a different level). In
Hungary, between 1992 and 1995, al quintiles except the bottom one reduced dightly their recipient share.

The debate whether family allowances are ‘targeted’ enough and, moreover, whether they should be, is
ongoing. Chart 7c suggests that the share of family alowances is higher on the bottom than on the top of
the income digtribution, especialy so in the Czech and the Slovak Republic. As for means-tested benefitsin
Chart 7d, they appear to be concentrated towards the lower quintiles in all three countries for which data
are available.

As a conclusion regarding these four socia benefit programmes, one might say that pension benefits
appear to be concentrated towards the 'middle class whereas unemployment benefits, family allowances
and means-tested benefits all have their highest share at the bottom of the income distribution. Hungary,
where this picture was less marked in 1992, seemsto approach it in 1995.
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Chart 7a.
Pensions. share of recipients, by quintile
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Chart 7b.
Unemployment benefits. share of recipients, by quintile
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Chart 7c.
Family allowances. share of recipients, by quintile
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Chart 7d.
M eans-tested benefits: share of recipients, by quintile
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4, THE IMPACT OF TRANSITION ON POVERTY AND INEQUALITIES

The impact of transition is going to be analysed here in two steps. First, poverty rates and incidence
will be shown to illudrate the stuation of the most vulnerable groups. Second, long-term trends in
inequdities will be sketched.

4.1 Poverty in Hungary

National studies on poverty al agree that poverty increased and became more visible in Hungary in
recent years. Data from the Hungarian Central Statistical Office (KSH) showed that the absolute number
of people living under the subsistence poverty line in 1992 had risen by approximately 50% from its
relatively stable level of 10% poverty rates in the 1980s. (KSH 1993) According to data from the
Hungarian Household Panel poverty had grown to 22-25% in size by 1993, and further increased to about
30-35 percent by 1995 (Kolos, Bedekovics and Szivés 1995). The World Bank estimates poverty around
half of he total population in 1993, when considering the subsistence minimum as a benchrmark (World
Bank 1996b). The literature on poverty in Hungary is growing fast.® As a summary of these studies, the
following picture on the Hungarian poverty composition arises.

First and foremost, Roma families are very serioudy affected by poverty. Their poverty rate is very
high - when taking the upper bound of the lowest quintile as a threshold, 69% of al Roma households are
poor and some 72% of those living in familiesin which the head-of -family is a Roma are poor (in 1992). A
more refined analysis shows that the more regtrictive the definition of poverty used is, the higher the
percentage of Roma poor will be. Table 12 illugtrates this by using three different relative poverty cut-offs:
50% of the median income, the lowest decile and the lowest quintile. Longitudina anadysis aso proves that
the Roma population has very little chance of escaping from poverty (see chapter 4.3).

Home location and education have a great influence on poverty. People with a lower-level education,
and those living on lower segments of the settlement hierarchy (mostly in rural areas) are especidly
vulnerable to the risks of poverty. Those living in isolated farmhouses, or in homes where the head-of-
family is poorly educated (has finished less than 8 primary school grades) are twice as likely as the average
to be poor.

Labour markets aso play an important role in the determination of poverty risks. Those living in
households with an unemployed head run arisk of being poor at least twice as high as the average.

An account of the composition of absolute poverty based on data from the Hungarian Household Panel
was carried out by Tamas Kolosi (Kolosi, Bedekovics and Szivés, 1995), while the charting of the
composition of relative poverty was initially carried out by Rudolf Andorka (Andorka 1992, Andorka and
Spéder 19933, 1993b). A more recent analysis took a detailed look at the composition of poverty using three
different equivalence scales and four definitions of poverty. (T6th, Andorka, Férster and Spéder, 1994;
Andorka, Spéder and T6th 1995; Andorka 1996) Based on different datasets, the World Bank also published
estimates of the extent and composition of poverty in Hungary (World Bank 1996). Szivés (1995) published
a comprehensive account on the profile of poverty, on the basis of the Hungarian Household Budget
Survey. International comparisons are becoming available more recently (Ferge, Rébert, Sik and Albert 1995;
Torrey, Smeeding and Bailey 1995; Ferge 1996; Andorka, Ferge and Téth 1996; Forster 1997b).
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Finally, demographic determinants of poverty are also very pronounced. Poverty rates are higher
among households with at least three children, or if the head-of-household is under 40 years of age, or if
he/she is raising the children aone. Differences between various household types are smaller for age
categories between 40 and 60 years, but here dso, single-parent families and families with three or more
children were more likely to be poor. Findly, households headed by an older person (above 60 years of age)
are greatly at risk of being impoverished if the elderly person lives aone.

Household specific poverty ratesfor cer-I;ZIbr:ehllg?h risk population groups, Hungary 1993
POVERTY DEFINITION 50% OF LOWEST LOWEST

MFDIAN DFCII F OUINTII F
education of head: less than primary 85 20.8 41.3
education of the head: primary 8.3 13.9 30.2
type of settlement: detached house 99 18.8 42.4
type of settlement: village 79 11.7 23.8
employment status of head: unemployed 16.2 24.8 41.0
household type: lone parent 143 22.5 34.2
household size: 5+ members 8.3 15.3 22.7
number of children: 3+ children 342 51.9 65.2
ethnicity of the head: Roma 389 54.2 69.8
al households 4.8 10.0 20.0

Note: households are ranked on the basis of their equivalent incomes (e=0.73)
Source: T6th, Andorka, Forster and Spéder (1994)

Table 12 has used three different cut-off levels for income poverty: the lowest 20%, the lowest 10%,
and below 50% of the median income. It should be noted, that for al specific population groups, the lower
the leve of income used as the poverty threshold, the more at risk these groups are. Table 13 summarises
the picture of poverty risks in Hungary. This clearly indicates a sort of life cycle effect of poverty, the
nature of which could be easily emphasised with the help of this smple classification.
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Table 13.
Life cycle determinants of poverty

YOUNG MIDDLE AGE ELDERLY
HIGH RISK lone parent, broken up family, single elderly
GROUPS young couple with one child | family with 3+ children
LOW RISK single, two parents with less than three |couples
GROUPS couple with no child children,
working household heads

4.2 Hungarian poverty profile: temporary and long-term

Poverty will be perceived differently depending on whether it is permanent or temporary. From a social
policy point of view, permanent poverty congtitutes a more serious problem than temporary income falls. At
the sametime, temporary financia insecurity of households cannot be neglected in practical socid policies.

Due to the longitudina nature of the Hungarian Household Panel study, it is dso possible to shed some
light on the nature and characteristics of durability of poverty. , Durability” could be defined as the length
and/or number of poverty spells. When analysing turnover among income deciles through 1992 and 1993,
we found that around 41 and 44 per cent of the persons belonging in 1991/92 to the two bottom deciles
(depending on the equivalence scale used) entered in 1992/93 higher deciles, and more than a quarter of
them to the 4-10 deciles, i. e. to the deciles having at least a moderate income level (Table 11). These data
suggest, that at least for part of the poor population the experience of poverty is temporary, and their
relative income level was improved. However, it is dso clear that "improving income level” should be
understood as a relative improvement. It can happen, of course, that a person steps ahead without moving,
if others, on average, step back.

Table 14.
Outflow of poor personsin Hungary from 1992 to 1993

Decile Equivdence Decile in 1993
in 1992 scale eadticity Totd
1-2 3 410

1 e=10 64.7 9.1 26.2 100.0
e=0.73 61.1 10.1 28.8 100.0
e=0.55 62.5 4.2 33.3 100.0

2 e=1.0 53.2 18.9 27.9 100.0
e=0.73 51.2 13.3 355 100.0
e=0.55 51.8 14.8 334 100.0

Source: Téth et al, 1994

Table 15 analyses longer periods and repeated spells of poverty. When "duration” is defined as length
of poverty by the number of poverty spells measured in years, it was found that:



Persons having a lower education have much less chance to leave poverty than persons having higher
education. Persistent poverty was found to be rare among those having tertiary education.

Chances of leaving poverty seem to be lower a both ends of the life cycle: children and the very
elderly have less chance to leave poverty.

75 percent of the Roma population experienced at least one poverty spell though the years between
1992 and 1996. Virtually no members of this group could improve their relative positions.
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Table 15.
Distribution of personsin various categories (as of 1996) by the number- of their poverty spells
between 1992 and 1996 in Hungary

How many times were they were found to be poor between 1992 and 1996?
| Never | once | 2-3times |4—5tim& | total | N=
Cattlamont hina
Village 66,1 16,6 115 58 100 1619
Small town 78,5 124 48 42 100 1135
County capital 70,1 149 14,1 09 100 589
Budapest 86,8 9,7 20 15 100 760
Poninn
Budapest 86,8 9,7 20 15 100 760
NorthrWest 77,0 193 31 05 100 550
South-West 82,1 94 58 26 100 652
South-East 79,0 113 69 28 100 640
North-East 60,0 171 15,0 7,3 100 1501
Tota 739 139 83 39 100 4103
A no

6-14 63,6 16,8 128 6,7 100 477
15-19 66,9 16,8 115 49 100 389
20 -29 713 181 68 38 100 470
30-39 729 16,2 71 38 100 577
40 -49 735 12,7 10,3 35 100 701
50 -59 82,7 79 65 29 100 505
60 -69 83,2 10,1 35 32 100 489
70- 77,0 123 81 26 100 373

Ediiratinn
Less than primary 42,7 130 188 255 100 409
Primary (8 years) 499 185 20,0 116 100 974
Vocationa 57,2 205 16,6 57 100 851
Secondary 734 159 95 12 100 802
Higher 919 6,9 10 02 100 383
Ethnicity
Not Roma 79,0 128 6,2 20 100 3473
Roma 241 198 192 371 100 116
Gender

Mde 76,2 128 78 31 100 1606
Femde 74,6 138 7.7 38 100 1817

Note: definition of poverty: below 50% of median equivalent income
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Source: Andorka and Spéder 1997, on thebasis of HHP
4.4 Comparing income poverty across Visegrad countries

This section puts the Hungarian poverty profile in a comparative context with the other three Visegrad
countries: the Czech Republic, Poland and the Slovak Republic. Basis for the comparison were analyses of
the standardised income micro data sets of the Luxembourg Income Study (LIS)°. It should be noted at the
outset that the reference period for these comparisons is the year 1992, except for Hungary where it is
April 1991 to March 1992. Thisis an early year of the transition process. real GDP in these four countries
till stood at between 78 and 84 percent of the 1989 level (WIIW 1995; EBRD 1997). And GDP continued
to fal for another one to two years, except for Poland where the growth started already in 1992. The
results of the analyses of household incomes below have therefore to be interpreted with due care.

On the other hand, these data sets provide the only available source of harmonised income micro data
for the same time period and therefore alows methodological choices'® that ensure a reasonable
comparability of data. A second data point available for Hungary (April 1994 to March 1995) alows to
trace some changes for this country on a comparative basis. In addition, some summary results for the four
Visegrad countries can be juxtaposed within a greater comparative context with the situation in ‘traditiond’
OECD countries.

Whether defined in absolute or relative terms, income poverty increased during the first years of
trangtion in al four Visegrad countries. Comparisons of levels, however, are heavily affected by the
concept chosen. Following the arguments set out in Annex 1, a relaive poverty concept for the poverty
line will be used, namely a percentage of the disposable adjusted median income for each country. All
incomes will be adjusted for the household size with E2, the 'revised OECD scal€e' (see Annex 2).

A first question is how reform economies in transition compare to other, ‘traditional’ OECD countries.
The results indicate a quite diverse picture. Table 16 shows low income segments (persons in households
below 40%, 50% and 60% of the median income, respectively) for a number of industrialised countries at
the beginning of the 1990s. As for ‘traditiond’ OECD countries, they can be grouped roughly into four
regions: i) the Nordic and Continental European countries (with the exception of France) clearly have the
lowest poverty rates, some 57 % at the 50%-levd; ii) the Southern European countries together with
France show rates around 10%; iii) the Anglo-Saxon countries have higher poverty rates, around 12-15 %;
iv) and the United States have to be seen as a country grouping in its own with the highest poverty rate,
apporaching 20%. The Central and Eastern European countries cannot be classified as a sparate region
with regard to poverty, but fall into different groupings. It can be seen that the Czech and Slovak Republic
record the lowest poverty rates across al countries and country groupings (lower than Scandinavian and
Continental European ones) whereas the Polish and Hungarian poverty rates may be situated at the level
of the Mediterrenean countries. The poverty estimates for Russia yield higher rates than those found for
the United States.

A summary description of LIS and its methodology can befound in Atkinson et al. (1995).

In analysing the data, greatest care was taken to apply the standardised income concepts developped by
the LIS team and to use appropriate observation units and equivalence scales for adjusting household
incomes.
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Table 16.
Per sonsin households with low incomes, per cent of total population:
22 indugtrial countries, early 1990s

PERCENT OF MEDIAN INCOME
40 % 50% 60 %

Nordic countries

Denmark 1992 4.1 7.1 142

Finland 1991 2.6 5.8 11.2

Norway 1991 24 6.1 121

Sweden 1992 3.8 6.3 111
Continental Europe

Austria 1989 2.6 6.7 122

Belgium 1992 2.7 55 114

France 1989 55 94 159

Germany 1989 34 5.8 11.7

Luxembourg 1991 0.8 4.2 121

Netherlands 1991 4.2 6.7 11.8
Southern Europe

Ity 1991 51 10.7 19.2

Spain 1990 5.6 10.5 179
Anglo-Saxon countries

Austraia 1990 6.2 12.0 194

Canada 1991 6.8 114 171

Irdland 1989 45 11.7 199

United Kingdom 1991 6.9 14.6 230

United States 1991 11.8 18.0 24.2
Central and Eastern Europe

Czech Republic 1992 0.8 21 6.0

Hungary 1991/92 5.2 8.6 14.7

Poland 1992 5.0 9.9 16.3

Russia 1992 131 19.7 264

Slovak Republic 1992 0.7 20 5.8

Source: LIS micro data; own calculations
Note:  Income concept used: disposable household income, adjusted for household size with an equivalence
elasticity e=0.55. (see Annex 2)
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But such comparisons should fe treated with care, and can only be illustrative for the diversity of
poverty patterns across transition countries. It can indeed be argued, as it is shown in Annex 1., that some
notion of absolute poverty (reflecting actual living minima) should be taken into account. For the andysisin
table 18 and chart 8 below, a poverty threshold of 60% of the median will therefore be applied. The
reason is that this percentage corresponds more closely to the (‘absolute’) subsistence minima which are
cdculated by various authorities in the four Visegrad countries, and, a the same time, ill dlow
meaningful cross-country comparison of poverty. Sculz (1996) for example estimates bilateral PPPs for
the four Visegrad countries, especially adapted to the population at risk'* and calculates -- on the basis of
the same LIS data source -- absolute poverty thresholds which correspond to the Polish socia minimum
1990. Juxtaposing these absolute thresholds with relative low-income bands in the countries one can see
that they amount to 53% of the average income in the two ‘richer' Visegrad countries (Czech Republic,
Hungary) and to about 62% in the Slovak Republic and in Poland (caculated from Szulc 1996: 4, table 1).
It therefore seems reasonable to draw the threshold for poverty comparisons within the Visegrad country
group at 60% of the median income.

To put our poverty estimates for the Visegrad countries into a context with estimates from aternative
sources, these are shown together as an overview in Table 15. Columns (1) through (4) show relative
poverty rates as defined above. When defined in a relative way, poverty concerns approximately one out
of fifteen persons in the Czech and the Slovak Republics, and between afifth and a sixth of the population
in Hungary and Poland®. Columns (5) through (7) summarise the results for absolute income poverty
estimates. They show no clear picture: the numbers are either lower (in particular in the Czech and Slovak
Republics), or else substantially higher (in particular in Poland), depending which absolute poverty threshold
has been applied.

The PPPs (in Polish zlotys) werein 1992: for 1 Czech crown: 662,15; for one Hungarian Forint: 189,58; and for
one Slowak crown: 650,06.

The estimates in the first two columns are slightly higher than the ones shown in columns (3) and (4)
mainly because -- like in most countries' income distributions -- the average income is higher than the
median income dueto afew very high incomesin the distribution.
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Table17.
Relative and absolute poverty estimates for the Visegrad countries, 1992

relative poverty rates absolute poverty rates
50% 60% 50% 60% comparative country - specific
of medianincome | of average income studies studies

) @ ©) (4) ©) (©) (1
Czech Republic 2.0 6.0 2.1 8.0 2.6 3.5 4.0
Hungary 8.6 147 10.8" 20.0 13.6 14.9 15.0- 26.7
Poland 9.9 16.3 12.0 200( 259 436 | 144-262-
Sovak Republic 2.0 5.8 24 6.2 7.8 4.7 26-14.7

" 1991/92; " 1993

Sources for columns:

(D«2) authors calculations from LIS micro data

(3)4) Szulc (1996), based on LIS micro data

5) Szulc (1996), based on LIS micro data; refers to the Polish social minimum, applied to other countries with the
help of PPPs

(6) Vecernik (1996: 109), based on SOCO survey (social costs of transformation)

(Ma Czech Republic: Vecernik (1993: 61); refersto subsistence minimum

(Mb Hungary: OECD (1995: 31); both numbers refer to the subsistence minimum, the first calculated by the CSO
(microsimul ation model), the second one from the Hungarian household panel.

(7)c Poland: World Bank (1995: 12); the first number refers to the minimum pension, the second one to the
minimum wage, the third one to the social minimum

(7d Slovak Republic: OECD (1996: 117); first number refersto minimum pension, second one to minimum wage

Comparing poverty rates, i.e. the incidence of poverty done may be mideading. To capture further
important dimensions of poverty, additiona indicators have to be analysed. This is done in Table 18 which
presents measures for the intensity of poverty (poverty gap) and its distribution (Gini coefficient of the poor
population). Two composite measures are shown:; a smple poverty index and the Senrindex which takes
into account all three elements of poverty™. It can be seen that not only the incidence of poverty is higher
in Hungary and Poland than in the Czech and Slovak Republics, but aso itsintensity: the average income
of the poor lies about one fourth below the poverty line in the first pair of countries, but less than one sixth
in the latter. In addition, the incomes are distributed more unequaly in Hungary and Poland than in the
Czech and Sovak Republics; this is true for both the tota population and the poor population. Taken
together, this means that the situation of the poor population can be described as more severe: the Sen-
index in these countries amounts to more than one third of the poverty rate, whilst it is less than a quarter
in the two Republics of former Czechoslovakia™.

The availability of a second data set for Hungary alows to undertake an interesting comparison for
this country over three years. the incidence of poverty -- in general used as the sole poverty indicator in

The calculation follows Sen 1976. For a methodological discussion of these measures and an empirical
application to arange of OECD countries, see Forster 1993.

1 The closer the Sen-index gets to the poverty rate in a particular country, the more severe is the situation of

the poor in that country (see Pattanaik and Sengupta 1995).
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public debate -- has remained stable in this period, even dightly decreasing. At the same time, however,
the average income of the poor population has decreased from about three quarters to amost two thirds of
the poverty line. In addition, we observe a clear increase in income inequality: concerning the tota
population up to a value of the Gini coefficient that are typicaly recorded in countries like the United
Kingdom, Ireland, Austrdlia and Switzerland (Smeeding and Gottschalk 1995: 10). Inequality among the
poor population has increased, too. This means that despite a dight decrease in the poverty rate, overal
poverty as measured by the Senrindex is higher in Hungary in 1995 than in 1992, but also higher than in
Poland or the other two Visegrad countriesin 1992.

Table18.
Poverty indicatorsfor Visegrad countries

poverty rate | poverty poverty Gini Giniq Sen-index
gap indicator
Czech Republic 1992 6.0 15.0 0.90 0.2047 0.1081 145
Hungary 1991/92 14.7 26.7 3.93 0.2812 0.1674 5.73
Hungary 1994/95 14.2 311 442 0.3233 0.1824 6.20
Poland 1992 16.3 26.0 4.24 0.2914 0.1496 6.05
Sovak Republic 1992 5.8 154 0.89 0.1868 0.1098 143
Average 1992 10.7 20.8 249 0.2410 0.1337 3.67

Source: LIS micro data basis; own calculations

Poverty rate: number of persons in households with incomes below 60% of median income in percent of total
population; all incomes adjusted for household size (e=0.55).

Poverty gap: difference between average income of the poor and the poverty line, as a percentage of that line
Poverty indicator: poverty rate* poverty gap/ 100.

Ginig = Gini-coefficient of the poor population.

Serrindex = (PR* (PG + (1-PG) * G)

Which are the socio-demographic groups facing the highest risk of poverty in the four Visegrad
countries? Does cross-country comparison identify the same or similar groups, and how does this risk
compare with the tota population? Chart 8 looks at some specific groups. single persons, persons in large
households, persons without children and those living with many, single parents, young and elderly.
Summarising, we could detect the following country-specific patterns:

The same population groups are a risk in the Czech and the Slovak Republics: single persons and
elderly (this concerns to a big part the same group: pensioners), younger persons, and in particular single
parents. those have a poverty rate four times as high as the total population in the Czech Republic and
three times as high in the Slovak. At the same time, personsin large families and those with many children
do not face an above-average poverty risk in these countries. In Poland, on the other hand, it is epecidly
larger households that face the highest risk of poverty: aimost a third of persons living with many children
and more than a fourth living with more than four other persons are poor. Childless persons and the young
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have poverty rates below the country average. Single persons have by far the highest poverty risk in
Hungary 1992: their poverty rate amounts to aimost 40%. Between 1992 and 1995, the poverty rates for
single persons and persons above age 60 declined substantially. Also younger households and households
with no children face a lower poverty risk in 1995, whereas the rate for large households remained the
same.

We can conclude that it are different socio-demographic groups that face poverty risks in the different
countries of the Visegrad group. Only single parents have a poverty rate above the average in al four
countries. between 17% and 25%. This corresponds, grosso modo, to the rates recorded in most of the
Western European countries for this group. To some extent, these differences in poverty patterns across
the Visegrad country group can be traced back to our earlier findings on socia spending priorities in
chapter 3.1: Poland, with the highest relative share of pension spending, shows a relatively low poverty
risk for this population. And the Czech Republic, with the highest relative share of spending on family and
maternity benefits, shows below-average poverty rates for households with many children.

Chart 8.
Poverty ratesfor specific population groups, Visegrad countries 1992
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O Slovak Republic O Czech Republic B Poland EHungary 92 O Hungary 95

Source: LIS micro data; own calculations
Poverty rate: number of persons in households with incomes below 60% of median income; all income adjusted
for household size (e=0.55).



4.5 Hungarian income inequalitiesin a long-term and compar ative per spective

Long-term time series data on income inequalities (sketched roughly by decile shares of the two
outermost income deciles and of the two middle income decilesin Chart 9) highlight some important trends.

The firgt is that inequalities in Hungary started to grow much earlier than the generally perceived date
of the systemic change. This ,ided” date (which certainly was very important in the history of other
Central and Eastern European countries) may not even existed in the case of Hungary. Inequalities started
to increase in the beginning of the eighties, when liberaisation of economic activities (introducing more
market like elements into the operations of the economic system) characterised the economic policies.

The second important feature is that the growth of inequalities certainly accelerated around the turn of
the decade. This was the time when inequality measures indicated the most dramatic changes.

The third important message shown in the chart is the permanent deterioration of the situation of the
middle classes. The relative share of the fifth and sixth decile decreased amost al over the period. The
fourth conclusion concerns the last few years. It seems from these data that the really turbulent changes
are over: most recent movements in inequalities resemble some sort of fine tuning rather than fundamental
changes (Sk and Téth, 1997).

Chart 9.
SHARESOF SELECTED INCOME DECILES, 1962-1995
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Extending the analysis from a national to an international perspective is always a difficult undertaking;
in case of income inequality comparisons the problems are even more exacerbated. Historical traditions,
differences in survey methodology and the data used and many other factors may hinder the relevance and
accuracy of comparisons. However, since an excellent attempt was made most recently to assess the
extent and relative ranks of inequalities between countries (Atkinson, Rainwater and Smeeding 1995), it is
hard to resist the temptation to put Hungary into the data series of OECD countries. This comparison can
even show where Hungary arrives in the family of the OECD countries, when ‘joining the Club'.

Chart 10 juxtaposes results from Atkinson et a. 2095 with those derived from the HHP. It suggests,
that Hungarian income inequalities may have been very similar to those of the welfare states during the
eighties. With the process of the trangition, inequalities had grown and put Hungary into the group of the
less equal countries; in the middle of the nineties the level of Hungarian inequalities is already somewhere
around the UK and French level. However, there is one thing which differentiates Hungary from these
countries, and this is the distance between the highest and lowest social groups. Furthermore, if the distance
between middle classes and of the uppermost five per cent is measured, Hungary belongs to the least equal
countries in the OECD, at least as far as those countries concerned for which we had reliable data.

Chart 10.
Summary measures of inequality in OECD countries:
percentileratios and Gini coefficients, around 1990

6,0 —

3,0
0OpPgo/P10

gini*10

0,0 T

Finland
Sweden
Belgium

Netherlands

Norway

Germany
Luxembourg
Switzerland

France
Hungary
Australia

Canada

Italy
Ireland
United States

United Kingdom

Source: Atkinson, Rainwater and Smeeding, 1995 and HHP, 1V. wave, Note: Ginis and percentile cutpoints are
calculated for person equivalent incomes, e=0.5



When moving to comparisons between Hungary and the other Centrd and Eastern European
countries, it should be underlined that the measurement of inequalities in CEE countries is even more
difficult than it isin Western Europe. The nature of the turbulent changes, the extent of the black economy,
relative shortage of reliable data, different role of money in socid reationships and methodologica
differences in available surveys are dl hindering any serious comparisons. Neverthel ess, most recently two
international organisations (EBRD and IBRD) made some attempts to assess the development in the
transition countries. These reviews aso attempted to show differences in extent and structure of
inequalities.

There is no debate that inequalities increased significantly in the transition economies. It is aso widely
accepted that there has been a dramatic increase in some of the countries, while others produced much
smaler increase in income inequalities. However, as argued above, comparisons of levels of income
inequalities in the Visegrad countries have to be seen in the frame of long-term developments, well beyond
the start of economic transition. The period of the 1970s until the early 1980s was characterised by a steady
decline in income disparities in al four countries™ (Atkinson and Micklewright, 1992; Spéder 1996;
Vecernik, 1996). Income inequalities started to rise in Hungary and in Poland a a modest but significant
path from the early to the mid-1980s, whereas they remained fairly stable at alow level in Czechodovakia
Since the late 1980s, the income distribution widened steeply in al four countries. The sharpest increase
was recorded by Poland and Hungary for the period following 1989. There is some evidence from national
studies (Sik and Téth 1997 for Hungary; OECD 1997 for Poland) that inequality levels may have stabilised
towards the mid 1990s. In the Czech Republic the increase in income dispersion following 1989 was
somewhat less dramatic but continues into the mid 1990s (Vecernik 1996).

A comparison of levels of income inequality across the four Visegrad countries can be attempted for
the years 1992 and 1994. In the following, the harmonised LIS data sets and the SOCO survey (Socid
Conseguences of the Economic Transformation) are analysed for the comparisons. Table 19 summarises
the most important results derived from these data sources. In both parts of the table, various summary
measures of inequality for digposable household incomes adjusted for household size are presented.

B Until 1991, the estimates refer to former Czechoslovakia.

3¢



Table 19.
Variousincomeinequality measuresfor Visegrad countries, 1992 and 1994

P10 P90 P90/P10| GINI MLD SCV ATK
LIS data, 1992
Czech Republic 66 154 231 0.2047 7.19 2301 3.72
Hungary, 1991/92 54 182 3.36 0.2812 14.09 37.84 6.80
Hungary, 1994/95 52 211 4.06 0.3188 17.30 56.81 8.52
Poland 51 191 3.73 0.2914 14.66 36.89 7.02
Sovakia 67 149 222 0.1868 597 1594 3.01
SOCO data, 1994

Czech Republic 60 185 3.10 0.249 n.a n.a n.a
Hungary 57 175 3.05 0.279 n.a n.a n.a
Poland 39 189 4.90 0.352 n.a n.a n.a
Sovakia 61 167 2.73 0.230 n.a n.a n.a

Source: Andorka, Ferge and T6th 1996; Sprout 1995, Table 1 and Figure 1; authors' computations from SOCO survey
and LIS micro data base.

Notes: Income concept used is disposable household income, adjusted for household size. Negative and zero incomes
were excluded.

P10 = Relative income of individualsin the bottom decile as a percent of national median.

P90 = Relative income of individualsin the top decile as a percent of national median.

PO0/P10 = ratio of top to bottom decile, or decileratio.

MLD = mean log deviation * 100

SCV = squared coefficient of variation * 100

ATK = Atkinson index (with a=0.5) * 100

The conclusions were that the rank order of these countries with regard to income inequality is fairly
stable towards different measures and datasets, for 1992 and 1994. It can be described as follows: Poland,
Hungary, Czech Republic, Slovakia, in a decreasing order™®. Only the SCV measure calculated from the
LIS data shows Hungary more unequal than Poland; and the percentile ratio calculated from the SOCO
data shows Hungary more equa than the Czech Republic (due to a very low P90 value). In general, the
values for income dispersion are lowest for the Slovak Republic, and highest for Poland.

Thisis consistent with other findings. Andorka, Ferge and Téth (1996) presented the rank order of five CEE
countries according to their level of income inequality obtained by the different methods and datasets. Out
of ten measurements, Hungary was shown to be the least unequal only in one case. |n the remaining cases,
Hungary appeared less unequal than Poland, but more unequal than Czech Republic, the Eastern part of
Germany and Slovakia.



5. CONCLUSIONS AND FURTHER RESEARCH

We made an attempt to trace similarities and differences in patterns of poverty and inequalities in
Hungary and in other members of the Visegrad group. We put strong emphasis on the two important
determinant factors of income structure and income inequalities: labour markets and socia policies.

An important conclusion was that the drastic fall in employment rates in the first four to five years of
trangition, coupled with growing earning differentials among the population which remained employed, has
lead to a new polarisation: important division lines were drawn between those being able to stay in the
l[abour market and those who were driven out. These trends were aso trandated into weaker income
positions of various household groups. In Hungary, this trend seemed to be more pronounced than in the
other three Visegrad countries, due to a particularly high drop in activity and employment rates.

Both income inequality and income poverty increased significantly in Hungary, as well as in the
countries of the Visegrad group as a whole. But the socio-demographic characteristics of the most
vulnerable groups are not the same across the country group. Only single parents have a poverty rate above
average in all four countries. It was possible to anadyse poverty in Hungary with a dynamic perspective:
persistent poverty in the first haf of the 90s concerned mainly four population groups: persons with low
education; the very young; the very elderly; and foremost, the Roma population. Comparing levels of
relaive poverty and disposable income inequdity, it was found that Hungary and Poland record higher
levels than the Czech and the Slovak Republic.

Another important conclusion was that sociad policies did play an equalising role in each of the
countries observed. However, since the dates of the available comparative datasets are relatively old and al
of them reflect the income effects pre-reform welfare states, we do not know much about the post-reform
effects of socia palicies. Even in the case of Hungary, where post-reform datasets are aready available,
information on the full-fledged effects of the reforms are till to be waited for.

The next task, therefore, would be to collect a second round of datasets that would reflect alater date.
It is important to note here that these datasets should be made fully comparable to make sophidticated
anayses possible. Some comparability problems arise even in the framework of LIS. Among these
problems, the most important is the treatment of taxes. Some of the microdata sets contain information on
gross and net incomes aso, while in other datasets net incomes are available only. This problem can be
overcome through a matching process. TARKI made such type of experiments aready with the Hungarian
data sets. Information from three different data sets (taxes from the tax records, consumption from the
CSO HBS and incomes and demographic information from the HHP) were combined through a statistical
multiple matching procedure. The resulting database (the first version of which was finished in 1995 and the
second version finished in the Fal of 1997) will make micro-smulation of tax and transfers reforms in
Hungary possible. (TARKI 1995a; TARKI 1995b)

Further and more detailed anadlysis of the incidence of social transfers will be a must in the future. Our
cross-country comparisons about the incidence of various transfersis gill very rough. Reasons for making it
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more sophisticated are manifold. Firt, it is clear that the structure of socid policies differs widely in the
observed countries. The relative preferences for macro spending on various programs differ from each
other. This may be due to differing demographic patterns different levels of program generosity or varying
rulesfor digibility.

Another step of the further analysis will be to investigate in more detail the recent trends in income
inequality, and their driving forces, in the countries of the Visegrad group. The changes in income
distribution might have been affected by changing demography (household, age structure) or labour market
structures, or by changes in income components per se. Such an analysis would make use of inequality
index decomposition methods, such as proposed by Jenkins (1995) or Jantti (1996).

Also, there is a more general, methodological reason for making the incidence analysis more
sophisticated. In our analysis (and in most of the literature on the incidence of socia transfers) decile or
quintile digtributions are shown where the ranking of all households is made, on the basis of total household
or equalised incomes. However, this method may not always be appropriate. Different types of transfers
should be analysed in the context of their own aims, and different criteria may be appropriate to be used for
evauating heir digtributional effects. For evaluating the ,targeting” of family alowances, for example,
ranking the active age households based on their incomes net of family alowances may be more
appropriate. Similarly, distributional effects of social assistance payments may better be evaluated on the
bases of a ranking of al households, pre-assistance incomes, while for unemployment benefits a different
procedure would again be appropriate. This agpproach was tried aready for Hungary (Téth, 1996). Applying
this procedure in cross country comparisons will certainly be an interesting and promising exercise.
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ANNEX 1. INTERNATIONAL COMPARISONS OF POVERTY : SOME
CONCEPTUAL ISSUES

Many country-specific analyses of household incomes in trangitional economies find not only an
increase in income inequdities in the last four to five years, but also a growth of poverty rates. These
poverty rates are usudly calculated on the basis of absolute country-specific thresholds, for example:

- World bank (1996) for Hungary: minimum pension and subsistence minimum

- World Bank (1995) for Poland: minimum wage, minimum pension and socid minimum

- Zamfir (1995) for Romania: living minimum and subsistence minimum

- OECD (1996) for the Slovak Republic: socid pension and minimum wage

- Vecernik (1996) for the Czech Republic: living minimum (presenting, however, additiond relative
and subjective poverty indicators)

Some of the results of these poverty analyses are shown in column (7) of table 17 in the text. For
country -specific investigation, the use of such absolute, by experts or social programmes defined poverty
concepts appears useful and reasonable, especialy in periods of overdl decline of real GDP. But how to
compare across countries in an objective way, when the absolute income thresholds are defined on a
national level? Applying for instance legal thresholds such as the minimum pension or the minimum wage
(or a percentage of these) for a poverty line hides the different country-specific political objectives that are
expressed in these thresholds. Chart A1.1 shows the development of the minimum wage in percent of
average gross wage in the past five years in six reform economies. The differences in objectives can
clearly be traced: in one part of the countries (Bulgaria, Hungary and, in particular, Poland) policy aimsto
keep the red value of the minimum wage stable, whilst in the other group (Czech and Slovak Republics
and, in particular, Romania), policy reforms lead to a continuos decline of the minimum wage relative to the
average wage. poverty comparisons on the basis of such legal income thresholds are therefore biased.

The solution to adapt one specific threshold (say, 60% of the Slovak minimum pension) by converting
it to the other countries currencies still remains arbitrary because of a one-country-specific perspective --
let alone the difference in purchasing power. Overdl average weath ndicators like GDP per capita yield
different rank orderings among the Visegrad countries depending on the use of exchange rates or
purchasing power parities (PPPs). Thisis shown in Table A1 which shows GDP per capita indexes with
regard to Austria in 1993: using nomina exchange rates, Hungary ranks before the Czech Republic, and
Poland before the Slovak Republic. Taking into account the differences in purchasing power, the inverse
becomes true.

The dternative to absolute poverty indicators is the use of relative ones: in many cross-country
comparisons (e.g. OECD, Eurostat, ILO, LIS), poverty is defined with the help of the economic distance
concept, defining the population having incomes below a certain fraction (e.g. 50%, 60% or 66% of the
median or average income) of the respective country. This concept takes into account the different levels
of wdl-being within and across societies and is independent of a specific country's (arbitrary) definition of
basic needs.

42






Chart Al

Minimum wagesin six reform countries,
Per centage of gross aver age wage, 1991-1995
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Source: EC (1995), Employment Observatory Central and Eastern Europe No. 8

Table Al.1

GDP per capitaindex 1993 (Austria= 100)

COUNTRY | USINGNOMINAL g NG pPPs
EXCHANGE RATE
Hungary 16 31
Czech Republic 13 4
Poland 10 2
Sovak Republic 9 0

Source: European Comparison Programme, published in World Bank 1996¢



ANNEX 2. COMPARING HOUSEHOL DSOF DIFFERENT SIZES: THE EQUIVALENCE
ISSUE

The poverty comparisons are done on the basis of disposable incomes of households, and, therefore,
adjustments have to be made to correct for economies of scale in more person households. Usudly, thisis
done with the help of equivalence scales and easticities (for a detailed discussion of this issue, see for
example Buhmann et a. 1988, Forster 1993, Atkinson et d. 1995). Table A2.1 ligs three typical
equivalence scales often used by the researcher community as well as examples for scales specifically
being used in Hungary.

TableA2.1
Equivadence scales and corresponding eadticities
assumed need
House- E1’ EX E3® HHPpoll | HHPcon- | Hung. subs.

hold sze data’ sump.data® | minimum®

1 1.00 1.00 1.00 1.00 1.00 1.00

2 1.26 150 1.70 144 175 1.80

3 144 1.88 2.20 2.00 2.27 251

4 158 218 2.70 2.25 2.67 3.16

5 1.70 240 3.20 2.67 2.75 3.76

6 181 263 3.70 431
eladticity 0.33 0.55 0.73 0.59 0.70 0.75

Notes:

dagticity e=In(N)/In(S), where N =economic need
S=household size
O<=e<=1

scales derived through self-assessment via household surveys ('subjective scales).

scales inherent in many Western OECD countries' social assistance programmes (‘programme-based scales'); also
'revised OECD scale' (OECD 1995, Eurostat 1994).

statistical scale: also 'classical OECD scal€', since used in OECD (1982).

estimates derived from the Hungarian household panel (1994); poll data: through opinion; consumption data:
through actual consumption behaviour.

subsistence minimum for active persons (1994).

It should be noted that the international researchers community has been using increasingly ‘flatter’
equivalence scaes: whilst E3 was considered the standard for household income and poverty comparisons
in the 70s and 80s, it is E2 which is more often applied for internationa comparisons in recent years. This
takes into account the reality of social programmes in Western OECD member countries. At the same
time, it can be shown that most socia assistance programmes in transition countries imply substantially



higher equivalence eadticities, for example 0.75 in Hungary (table 2), or 0.81 in Romania (law on income
support, 1995).

For cross-country comparisons of poverty one has to look at the arithmetic effects of different
equivalence scales. Chart A2.2 traces a sensitivity analysis for poverty rates with regard to different
eladticities for the Visegrad countries for the year 1992. The "u-shaped" form found for other OECD
countries (Forster 1993: 19f) also holds in the case of these four countries. Two pairs of countries can
clearly be digtinguished: Hungary and Poland on the one hand, which have higher poverty rates for any
equivalence scale applied; and the Czech and Slovak Republics on the other hand with lower rates. Within
these two pairs, we observe changes in the rank ordering according to the scale used. For our analysis, the
segment between e=0.55 and e=0.73 is of particular interest because most of the poverty studies aready
undertaken for the Visegrad countries chose between one of the two scales'’. For e=0.55, there is
practically no difference in the poverty rates between the Czech and the Slovak Republic (ca. 6% rate),
and relatively little between Hungary and Poland (15-16% rate). When moving to e=0.73, however, the
poverty rete is higher in the Slovak than in the Czech Republic, and significantly higher in Poland thanin
Hungary.

Chart A2.2
Poverty rates for different equivalence scales,Visegrad countries 1992

v OECD (1996, for the Slovak Republic) and Toth et al. (1994, for Hungary), for instance, use e=0.75, whereas

Smeeding and Gottschalk (1995) and Sculz (1996) applie lower elasticities (between 0.5 and 0.6).
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Source: LIS micro data base, own calculations. Poverty rate: Percentage of persons in households with
disposable income below 60% of the median income.



ANNEX 3. DATA SOURCESUSED AND QUOTED

LUXEMBOURG INCOME STUDY (LI1S) DATABASE

The Luxembourg Income Study (LIS) is an ongoing project to produce comparable income distribution
data for a range of over 25 industrial countries. The origind micro data surveys produced in the home
countries may not have been designed to be used for international comparison. However, the LIS staff has
made serious efforts to produce a variable structure for each of the deposited microdata files to improve
their comparability. This data-set contains files also for some of the Central and Eastern European countries
and some preliminary computations have aready been completed. (For the use of LIS data on OECD
countries see Atkinson, Rainwater and Smeeding 1995).

SOCO DATABASE

The data used in this paper stem from one constituent part (Part A) of the database derived from the
project on the Social Consequences of Transition (the so-caled SOCO project) initiated and sponsored by
the Ingtitut fur die Wissenschaften vom Menschen located in Vienna. Part A of the database consists of a
collection of aready available data on social and economic trends in five countries (Czech Republic, former
East Germany, Hungary, Poland and Slovakia). It contains a set of comparative tables including statistical
and sociological data on labour market, household income and expenditure, and poverty in CEE countries.
This database was produced by national experts from the above countries, under the auspices of the
SOCO project. This part of the SOCO project was directed by Jiri Vecernik from the Institute of Sociology
of the Czech Academy of Sciences. In what follows we refer to it as the SOCO Database.

SOCO SURVEY

The SOCO survey is a cross country survey executed also (as Part B) within the framework of the
SOCO project. The survey was planned to be an international comparative exercise. Perfect comparability
is of course almost unachievable, but the national teams designed the survey with this objective in mind. The
survey - referred to hereafter as the SOCO survey - was conducted in early 1995. The questionnaire was
administered to 1000 randomly selected households by country. (The countries were identical with those in
Part A.) The project was directed by Zsuzsa Ferge from the Department of Socia Policy of Etvés Lorand
University, Budapest. A draft internationa report with the title Social Costs of Transition was produced by
Zsuzsa Ferge, Endre Sik, Peter Robert and Fruzsina Albert in (Ferge et d, 1995) and some papers have
been published in Hungarian and English journas. Since the SOCO Survey was not designed to be an
income survey, it has many limitations in this respect to which we return in the text.

HUNGARIAN HOUSEHOL D PANEL
The Hungarian Household Panel Study (HHPS) started at the initiative of Rudolf Andorka, rector of

the Budapest University of Economics and Tamas Kolos, now president of the Socia Research
Informatics Centre (TARKI). The project, headed by Istvan Gyorgy T6th, director of TARKI, started with
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a 2600 households nationally representative sample, with detailed questions on labour market positions,
incomes, housing Stuation and attitudes of the respondent households. This longitudina survey (a joint
exercise of the Budapest University d Economics, department of Sociology and TARKI), follows the
origind sample using year by year the same methodology, similarly to other panel studies in Europe
(GSOEP, BHPS, PSELL and others), and in the US (for instance the PSID). The results derived from the
HHPS are first published in working paper series (Sik-T6th, 1993a,1993b, 1996, T6th, 1994) and later they
are used in agreat number of Hungarian and English publications. Some further information on HHPS can
be found in T6th, 1995.

TARK| REFORM SURVEY

This survey was carried out by TARKI within the framework of the research called "The effects of
public sector reform on the income distribution of households® (later we call it "REFORM" research),
sponsored by the Ministry of Finances. This survey covered a sample of 10000 households, and was
carried out in June, 1995. It was not designed either to serve as an income survey. However, the size of the
sample and the methodology for acquiring income data makes it a good data source for control.



ANNEX 4. GLOSSARY OF METHODOLOGICAL TERMS

TYPES OF INCOMES

The income aggregates described below refer to the definitions applied to the micro data from the
HHPS. Greatest care has been taken to adapt those as close as possible to the definitions used in the LIS
project. These definitions are described at length in Atkinson et a. 1995, and are themselves based on the
UN Guidelines on Statistics of the Distribution of Income, Consumption and Accumulation of Households
(2977), currently under revision.

Total incomes of households include persona incomes of household members on the one hand, and
incomes of the household that cannot be dlocated to individua members on the other. The questionnaire of
the panel asks for net personal incomes. Respondents are asked to tell the amount of various income types
what they "take home in the envelope”. Therefore, taxes do not appear in the raw data file of the HHP.
The net incomes, however, are asked in a very detailed way. Detailed blocks of questions explore the net
persona income by income types for each household members above 16 years of age. Regular monthly
incomes (incomes from the main job, socia security benefits, social aids) are listed for every month of the
past year and respondents are asked to tell whether they received any income of the type concerned for the
given month and, if yes, how much. As for irregular incomes only the frequency and the annua sum is
recorded. The household quegtionnaire (which is filled in by the person most competent in matters
concerning the whole household) examines the incomes received by the household as a whole. The
computed composite income variables aggregate al these types together. Household incomes like revenues
from small scale agriculture are, however gross, but, since there are exceptionally large tax allowances to
these types of incomes, this fact may not cause really significant biases.

Major groups of income types:

mar ket incomes. earnings+cash property incomes

earnings regular and occasional personal incomes from main jobs (wages, overtime, fringe benefits, cost
alowances, etc./, second jobs and household incomes from agricultural small scale production
cash property incomes: profits and dividends

social insurance benefits. earnings related socid benefits

pensions. old age, disahility and other pensions

sick pay

unemployment insurance benefits

maternity benefits: maternity alowance and maternity fee

public social transfers. means tested benefits and demogrants

unemployment assistance

retraining allowance

family allowance

scholarships

social assistance benefits: regular and occasiond socia assistance payments
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privateinter-household transfers
other household incomes
DECILES

Deciles are based on per capita or equivalent household total incomes. This is allocated to each persons.
When persons are in deciles, the ranking is aso based on household adjusted incomes, but the number of
persons in a decile obvioudy depends upon the demographic structure of households in that decile.

INCOME COMPOSITION

Income composition is the share of certain types of incomes in total annual household incomes.
For the computation of the income composition, we used the following method.
Let us suppose we have three households. There are six persons in these three units (1,2,3), (4,5) (6).

Let the weights be the followings:
1% person: 1
2 and others: 0.6.

market socia total
person 1. x1 yl t1=x1+yl
person 2. x1 y2 t2=x2+y2
person 3. x1 y3 t3=x3+y3
person 4. x1 v4 t4=x4+y4
person 5. x1 y5 t5=x5+y5
person 6. x1 y6 t6=x6+y6

The shares of market incomes therefore, will be:

((x1+x2+x3)/2.2)+((x4+x5)/1.6)+x6/1
marketshare =
((t1+t2+t3)/2.2)+((t4+1t5)/1.6)+t6/1

The sum of shares of the mgjor income types adds up to 100.
DECILE SHARES
Decile share is defined as the share of certain types of incomes in the total incomes of that type received

by the different deciles. Cumulative decile shares are decile shares cumulated across deciles up to a certain
population decile.

INCOME RECIPIENT HOUSEHOLDS
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A household is defined as recipient of a certain type of income if in the time period covered somebody in
the household received any amount of that type of income. Since households may receive incomes from
different sources, sub-categories may and do overlap.

GINI

One posshle summary statistical measure for the concentration of incomes is the Gini coefficient. This
coefficient ranges from a value of zero (perfect equality, when each members receive the same amount) to
one (perfect inequality, when all the incomes are concentrated in the hands of the single wealthiest person
in the population). An easy interpretation of the Gini coefficients can be given by the graphica
representation of Lorenz curves. If cumulative population shares and their cumulative income shares are
presented as Lorenz curves, the Ginis are defined as the areas between these curves and the line of perfect
equaity (45°), expressed as a percentage of the whole area of the triangle. Ginis above 0.40.5 signify
relatively high inequalities, while Ginis around 0.2 percent are considered to portray a relatively equalised
income distribution.

PERCENTILE RATIO
The percentile ratio 90/10 is the ratio of the lowest income in the highest decile compared to the highest

income of the lowest decile. This measure is better than the decile ratio (the ratio of the averages of the
two extreme deciles) inasmuch as it leaves out the possible impact of some outliers.
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