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Abstract

This paper examines poverty in transition countiiesCentral and Eastern
Europe, the Balkan and former Soviet Union. Theconie of this research
emphasized that unemployment, inflation and staésedion generally

increased people's vulnerability to poverty, widige regional fluctuations.
Poverty is associated with insufficient food andtlging, poor housing, limited
access to utilities, poorer health and less adoekealthcare, social exclusion,
and psychological suffering. Coping strategies udel household food
production, resource pooling, multiple job holdimggration, dietary and other
consumption changes, as well as household disatiegr alcoholism and

suicide. Especially vulnerable to poverty are hbosgs in remote rural areas,
most ethnic minorities, children, women, and singlderly people. Selected
studies from Russia and Hungary indicate that tlase is a “core” of long-

term poor.
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Introduction

The aim of this paper is to analyze the evidenak Gauses of poverty in the
post-socialist transition countries of Central dbastern Europe as well as
former Soviet Union. This includes the 27 transitimountries in Europe and
north-west Asia; it excludes China, Vietnam, Camapdnd Cuba. The study
includes rates of poverty, poverty trends and tlaises, population groups
vulnerable to poverty and poverty duration. Botlamfitative and qualitative
aspects of poverty are taken into account. Bectheséntention is to consider
each aspect of poverty dimensions, the researchomés to rely on several
sources and data sets from different countriesrieveew study, rather than to
analyze only one set of data.

Poverty, as the Council of Europe carefully dessiht, affects 'persons,
families, or groups of persons whose resourcesefiahit cultural and social)
are limited to the extent that they exclude theamfrithe minimally accepted
lifestyle of the countries where they live' (quoiedRevengaet al, 2002:11).
More concisely, the concept of poverty aims at gapy a lack of well-being,
based on decisions on how to define and measur®dtause of data
availability and consistency concerns, in this pape narrower concepts of
household-level income or consumption poverty anplied when the term
‘poverty' is used (unless otherwise indicated). Trhplicit decision in this
measure is to accept income or consumption asdtai of well-being and to
observe it at the household level, even thoughrttag then be translated to per
capita income levels based on assumptions of hdresehold allocation.
Occasionally we will also refer to alternative wea#ing measures.

In the next section the similarities and differesxda the development of
economic systems in transition countries are ifiedtiIn section 3 quantitative
and qualitative evidence on poverty is presentddlewn section 4 groups are
identified within the transition societies whicheaespecially vulnerable to
poverty. In section 5 we examine some evidenceoafjdterm or chronic
poverty. Section 6 sums up and concludes.



Transition: Countries and Economic Development

‘Transition’ countries are supposed to be in triémsi from socialism to

capitalism. Some of those in Central Europe nowednd resemble Western
European market democracies and are ready totjeikt). Others have rapidly
deteriorated economically and are now effectivedyt pf the former Third

World. Many are currently in limbo between centpdhnning and markets,
between rule of law and mafia, and between cronyésm democracy. The
only uniting element is their common past as s@tigbuntries. They used to
be centrally planned economies. Key features afetsystems included: full
state or collective ownership as means of prodogticegulated prices;
extensive state transfers; full employment andgeburity; large equality and
stable living standards at the level of middle meocountries including free
health care and education; shortages in consumedsgogrey markets;
economic isolation from non-socialist countriesd afficially no poverty. Key

references to socialist economies are Nove (198F )Edman (1979).

‘Transition’ implied the dismantling of this soli&@ system and a move
towardsa market economy. It occurred in 27 countries withirffew years

(1989-1992). The reasons for this rapid and montahechange are still

debated. The process itself was to a large exterilas in all countries. It dealt

with the privatization of enterprises and, some§mkand (through sale or
distribution) and the definition of private properights; abolishment of most
state subsidies and withdrawal of the state fromynmspheres of the economy;
introducing freedom of enterprise, of foreign tradand of currency

convertibility. Some countries, such as the CzeepuRlic in Central Europe,
progressed rapidly on all fronts; others, such @lafis in former Soviet Union,
have barely started. For all, the official goaltnsition is economic growth
and affluence through market mechanisms. For eogbidetails and analyses
of the transition experiences, we refer to Gros Stalnherr (1995), Kolodko
(2000) and Aslund (2002). A brief sketch will beedsas background to
appreciate the differences in their transition eiguees regarding poverty.

Economiesin Central and Eastern Europehave performed best They were
relatively wealthy during the socialist era and redecent history of pre-
socialist mature capitalism; they have a geograplsind cultural proximity to
Western Europe, and look forward to EU accessioarkist reforms were

2 Comprising Estonia, Latvia, Lithuania, Poland,nfer East Germany, the Czech Republic,
Slovakia, Hungary, and Slovenia



understood and rapidly implemented, the transitiveeession was short and
mild, and growth thereafter considerable. But nbteent well: there was a
large heterogeneity within this group of forerursjewith income levels
varying between 9,509 US$ per capita in Slovemd, 2450 US$ in Lithuania,
and unemployment as high as 20 % in Slovakia. Gguaterages also
typically hid substantial regional and ethnic pehbs of unemployment and
poverty.

The Balkan stateSwere much poorer before transition (with the etioepof
parts of former Yugoslavia). Two of them, AlbaniedaRomania, suffered from
extreme isolation, centralization, and economic nmaisagement during
socialist rule. The Balkan states had less cultgabgraphical and historical
ties with the Western European capitalist naticftseir ‘liberal revolutions’
were bloody (in Romania) or delayed (until 1992 Atbania), and the
subsequent political systems leaned more towaimsyism and were captured
by elite or regional interests. The economic repesons were delayed reforms
and severe crisis, such as the 1996 Bulgarian bgné&risis and the 1997
collapse of the Albanian Ponzi economy. Ethnic auditical tensions in
former Yugoslavia erupted into open war twice dgrine 1990s, with refugees
from Kosovo placing a significant burden on the aian economy. The
volatile Balkan states are characterized by widssgrpoverty, organized
crime, political instability and pervasive corruptj entrenched elites and slow,
but ongoing reforms.

The Slav post-Soviet Statédussia, Ukraine and Belarus are not so volatile,
particularly the last two. Russia, the most visiliecessor to the Soviet Union,
has received extensive technical and financiabtsste and has implemented a
number of reforms. Still, state ownership remaiigmificant and rent seeking
endemic, land is not effectively privatized, andwth of new businesses
limited. Russian growth has been volatile and oftegative during the 1990s,
and suffered a severe crisis triggered by an uasusile Rouble rate in 1998,
the fallout of which spilled over into the othergbp®oviet states. Ukraine and
Belarus are possibly among the most stagnant ofratisition countries in
terms of both political changes and economic reforfdl three states share the
problems of the Balkan — low growth, poverty, crima@d rent seeking — but
miss much of its prospects for improvement.

Thepost-Soviet states in the Transcaucasus and Cehsial have suffered the
most from ‘transition’. The Central Asian statesrevepoorest and largely

3 Including Romania, Bulgaria, Albania, and theestaif former Yugoslavia except Slovenia: FYR
of Macedonia, Serbia, and Croatia.
4 Armenia, Georgia, Azerbaijan, Kazakhstan, Turkrsiam, Kyrgyzistan, and Moldova



agrarian prior to socialism. They developed ona faw sectors to export to the
Soviet Union, such as cotton in Kazakhstan and vim&eorgia. Heavily
relying on Soviet linkages, e.g. for energy, expoarkets and income transfers,
these states were most affected by its disintegrafihey were also struck by
natural disaster (the 1988 earthquake in Armerpalitical instability and
ethnic tensions, territorial conflict, and refugmwvs (all in Armenia, Georgia
and Azerbaijan).

During the transition, the level, distribution, asttucture of incomes in the
formerly socialist countries changed substantiallyp understand poverty
impacts, it is useful to distinguish between outfand hence in incomes and
consumption) and changes in distribution (increddaequality), behind which

lies a complex interaction of economic, social, gditical processes. “The
question to answer is not so much whether poveoge rbecause output
collapsed and inequality rose - the answer is aminguous yes - but why did
output collapse so much more in some countries tharthers? And why did

inequality follow such different patterns?” (Woidénk 2000: 111-112).

Average incomes, as proxied by GDP per capitat fasopped, often
dramatically, and then recovered, although verwksloand with occasional
drops in many countries (Graph 1).

Graph 1: Development of GDP in Transition Regions, 1989-2002
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The graph shows that there are marked differencedevelopment between
three transition regions: Central and Eastern Ef@EE), Balkan Countries



(BC), and former Soviet Union (FSU). CEE incomeelevhave now recovered
to above pre-transition values, in contrast to B@ &SU. The reasons for

divergent patterns of falling incomes and inequaiitcluded unemployment,

inflation, wage and pension arrears, the reduatiosocial transfers and a rise
in inequality.

Unemploymenimplies the loss of wage income. Unemployment raidl exist
in socialist economies, where enterprises wereijlyi overstaffed, even at the
relatively low socialist levels of technology. Wagerere subsidized by state
transfers, so that profitable state enterprisearizald the losses, partly caused
by large wage bills, of loss-making state entegmisThe sharp increase in
unemployment at the start of transition was causedhe cessation of most
state subsidies and the disruption of the econegstem, leading to enterprise
bankruptcies and large-scale redundancies in dogienterprises. Official
unemployment in 2001 was 2 % in Turkmenistan anddbl@, 4 % in
Ukraine, 6 % in Kyrgyzistan, 9 % in Romania and fais17 % in Lithuania
and Poland, 20 % in Slovakia and 31 % in FR Yugdéala(EBRD, 2002).
Obviously low unemployment does not imply good emuit performance, as
there is a trade-off between reform and enterpr®ductivity via
underemployment.

Inflation was rampant in all of the FSU and BC, and serinuUSEE at some
time during the transition. It especially reduckd value of wage and pension
incomes. Mean inflation in the BC peaked to 2461%5 % and 2,284 % and
188 annually in 1990-1993. Thereafter it fell twdls between 10 and 80 %,
with the exception of 1997 (258 %) mainly due te Bulgarian banking crisis
producing 1,082 % inflation. High inflation is mgs¢rsistent in Romania and
the FR Yugoslavia (over 35 % annually in 1990-2004)the FSU, where a
bungled attempt at monetary unification in the Reutwmne produced financial
chaos, inflation was very volatile and high (ové&01% in most countries) in
1991-1996, and stayed above 30 % until 2000. IrsRusflation shot up from
(repressed) levels of 6 % in 1990 to 1,526 in 18¥5, % in 1993 and 311 % in
1994. It steadily declined to 28 % in 1998, bipléd to 86 % in 1999 due to
the Rouble and Asian crises. In CEE, inflation abdy000 % annually only
occurred in the post-Soviet Baltic states and dugonal mean fell below 10 %
already in 1996. Poland shows that slowly but steaclining inflation (over
10 % until 1998, down from 70 % in 1991) need netdm impediment to
economic growth (EBRD, 2003).

® We note that these figures are only a rough apmation of the trends in real disposable
household incomes, on which income poverty estimatest be based. Generally, such income
measures have recovered less than GDP due tosirgyeaequality.



Wage and Pension Arreansave been particularly severe in former Soviet
Union and the Balkan countries (especially Romarma) unsustainable fiscal
position, corrupted and dis-functioning bureauasgi inflexible labour
markets, high unemployment and failing financiat gmayment systems are
among the causes.

Social services, public goods and free consumptjonds such as health
services, security, child care facilities, eduaati@and meals in enterprise
canteens used to be widely and freely availablthénsocialist systems; they
effectively constituted in-kind income transferscfss to it was usually linked
to (universal) employment. With the rise of unenyphent and the
retrenchment of the state, the burden of finandhgse outlays fell on
household budgets. This has decreased disposablmés.

These changes leading to falling incomes also inmpbt the structure of
incomeshas changed. Social transfers, informal incomed,ia-kind incomes
have become relatively more important, while waljage become relatively
less important. As Milanovic (1999: 19) documenk® un-weighted average
share of wages in Bulgaria, Hungary, Poland, andediia decreased from 60
% to 47% of total household incomes. The shareeofjpns and other social
transfers increased from 22 % to 29 %.

As toinequality transition has meant a loss of income and wetighéor most
of the population of the countries discussed heut;for a small group it has
been a period of economic improvement. Most citizefi CEE countries,
particularly those of Hungary, Poland, and the @zRepublic, have seen their
incomes rise since 1989. In the BC and FSU statssnall elite of successful
entrepreneurs and the politically well-connectedehalso gained in wealth and
income, sometimes astronomically. Combined with thgeneral
impoverishment, this has resulted in a generallgdancrease of inequality
during transition.

An important reason for rising inequality was tleglistribution of productive

assets and other forms of wealth, and of the incetream connected to it,
during the privatization program implemented inieas forms in all transition

countries. Many of these program were officiallyaktgrian, such as the
voucher privatizations implemented in Russia, theed® Republic, and

Albania. But effective control over enterprisesofremained in, or accrued to,
a small elite in a position to control privatizatidesign and information flows,
and subsequent income streams.

Some other features of the transition have mitijgthough generally not
reversed) rising inequality. In most CEE, BC andfesv FSU countries
household land ownership is widespread. This igslt of the rapid land



reforms implemented during the early 1990s througl@EE, and later in BC
and Armenia, Georgia and Moldova. In most other E8Untries, households
have access to land although land privatizationnoadeen implemented. As a
result, in-kind income from household food prodotis common; Bezemer
(2001) estimates that two thirds of Russian housishare engaged in food
production while four fifths rely on home produdedd to some extent. Since
this income component is typically larger for paoh®usehold, it is income
equalizing.

Another equalizing trend is that, while income levéecreased, unemployment
has caused the share of pensions to increasedhitabme. Since pension
incomes are more equally distributed than wages, thlis has been an income
equalizing development, as Milanovic (1999) demtss. In Poland for
instance, the pension-to-wage ratio rose fromqust 50 % to just under 80 %
between 1988-1989 and 1991-1992. During this tifmish equality remained
quite stable, with a Gini coefficient of .23-.24/e@ though incomes decreased
substantially. In 1992-1993, the pension-to-wagdm rdropped to below 70 %
(due to resumed growth and changed income poljc®s) inequality increased
to Gini values of .29-.30 (Okrasa 1999). Since mntevels tend to be lower
than wages, this was a reduction in inequality wmward income adjustment.

Poverty: The Evidence

Most transition countries are middle-income or lioweme countries, and

falling incomes coupled with larger inequality dwgitransition has resulted in
larger absolute poverty rates. Overviews of povérgnds in the transition

countries include Milanovic (1996, 1998) and WaBdnk (2000). Comparing

poverty pre-transition and post-transition is difft since poverty, like

unemployment, did not officially exist during sdia. Yet the poverty

incidence was plausibly already considerable gitren low growth rates of

socialist economies, the economic stagnation of 11#880s and the start of
systemic disintegration during GorbacheRarestroikaexperiment from 1985

onwards. Quality of life indicators such as motyalilongevity and health

deteriorated rapidly durin@erestroikaand the early transition years; Ellman
(1994) reports that the crude death rate rose t0r in 1987 to 14.6 in 1993.
Commander et al (1999) find that the poverty ratsel on a national

consumption basket in Russia was already over 5 %992. In this paper

only poverty trends during transition itself willebconsidered, i.e. since
1989/1991. Table 1 presents recent poverty estsmfate selected transition

countries.



Table 1: Poverty Ratesin Selected Transition Countries

country % Population % population below $1 per Poverty % population below $1 per Poverty
below the national day gap day gap
poverty line (survey
year)
Central and Eastern Europe
Czech Republic <2 (1996) <0.5 <2 (1996) <05
Estonia 8.9 (1995) <2 (1998) <05 5.2 (1998) 0.8
Hungary 8.6 (1993) <2 (1998) <0.5 7.3(1998) 1.7
Lithuania <2 (1996) <05 7.8 (1996) 2.0
Slovakia <2 (1992) <0.5 <2 (1992) <0.5
Slovenia <2 (1998) <0.5 <2 (1998) <05
Balkan
Albania 23.1 (1994-6) - - - -
Bosnia/Herzegovina - - - - -
Bulgaria - <2(1997) <0.5 21.9 42
Croatia - <2(1998) <0.5 <2 (1998) <0.5
FYR of Macedonia 18.1 (1996) - - - -
Romania 21.5 (1994) 2.8 (1994) 0.8 27.5 (1994) 6.9
Slav Post-Soviet
Belarus 41.9 (2000) <2 (1998) <05 <2 (1998) <05
Russia 30.9 (1994) 7.1(1998) 1.4 25.1 (1998) 8.7
Ukraine 31.7 (1995) 2.9 (1999) 0.6 31.0 (1999) 0.8
Trancaucasus & Central Asia
Armenia - 7.8 (1996) 17 34.0 (1996) 11.3
Azerbaijan 68.1 (1995) <2 (1995) <05 9.6 (1995) 2.3
Georgia 11.1 (1997) <2 (1996) <0.5 9.6 (1996) 23
Kazakhstan 34.6 (1996) <2 (1996) <0.5 15.3 (1996) 3.9
Kyrgyz Republic 51.0 (1997) - - - -
Moldova 23.3 (1997) 11.3 (1997) 3.0 38.4 (1997) 4.0
Tajikistar? 82.6 (1998) 16.9 (1998) 4.4 65.4 (1998) 22.9
Turkmenistan - 12.1 (1998) 2.6 44.0 15.4
Uzbekistan - 3.3(1993) 05 26.5 (1993) 7.3

Source: World Bank ( 2000) unless otherwise indicated

Notes:

a. Avarage of urban (1996) and rural (1994) poverty rates, veeiglyt 2002 population shares (58 % rural, 42 % urbanBBRD, 2003)

b. Source: Mills (2000). Poverty lines of $ 1.075 and$2re used instead of $1 and $2.

c. Source: Scott (2001). The national poverty line i%66f median income.



While table 1 shows that poverty rates are sulisiathis gives little idea of
how poverty affects people in transition countriglsis can be addressed in two
ways: objectively, by employing a broader definitiof poverty, such as the
Human Development concept promoted by the UNDP; sutgectively, by
listening to the 'voices of the poor'. UNDP (199®¢sents an assessment of
human development in transition countries. The repaints a sombre picture
of declining life expectancy, rising infant and evatal mortality, migration,
ageing and contracting populations. It also empgkassocial consequences of
the transition which are not strictly material pdyebut which do contribute to
declining well-being: increasing personal insegurihore gender inequality,
disillusion, a loss of communality, and - paradalic in post-socialist
countries - the lost freedom that economic hardehgpimplied.

Complementing this picture, five dimensions of ptyecan be identified on
the basis of findings from qualitative studies.

Insufficient Food and Clothingespecially in the poorer transition countries,
poverty is often found to be real destitution - ithability to satisfy basic needs.
Extreme poverty, defined as food deficiency, ae23 % of the population in
Kyrgyzistan (Scott, 2001:ii). Nearly 30 % of regspents to a survey in
Albania reported by De Sott al (2002:102) say they do not have enough food
to adequately feed members of their household.

Bad housing quality and limited access to utiliti€he poor live in the worse

housing conditions, with insufficient heating, léttspace, leaks, and other
deficiencies. Access to utilities such as sewerggs, water, and electricity is
also more restricted for the poor. In Kyrgizistet,% of the poor have

preferential access to electricity, compared toltbés6 national average (Scott,
2001)

Health and healthcareHealth indicators have worsened during the years of
economic decline in the late 1908s and 1990s (Eni®94; Zohoori et al,
1998). For instance, Ringold (2002) reports thauigaria, the number of new
tuberculosis cases per 100,000 population increfasad26 to 46 during 1990-
1999 and maternal mortality per 100,000 live birfrem 21 to 24. Both
increases are indicative of many other transitionntries, and are faster than
the increases in the rest of the world during tmes years. In Lithuania, new
tuberculosis cases increased from 40 to 63 in 2900 (LSM, 2001). Access
to health care became more restricted for the gaodwick et al (2003) report
that in Moldova people who were hospitalized hadptovide everything
necessary for their stay: bed linen, blankets, faonddicine, syringes, even
blood for surgery. Patients had to pay doctorsrandes with food or cash just
to look in on them. Dudwick et al (2003:341) repthrat poor families often



could not afford to complete treatment, sometimesaven to start it. Many
diabetics could no longer afford their daily insuliThe physical presence of
healthcare facilities is also generally worse fog poor. In Kyrgyzistan, only
29 % of the poor have access to a hospital, cordpard6 % for the non-poor
(Scott, 2001).

Psychological EffectBecause many households have relatively receatlignf
into poverty and destitution, they are also ineigrered in developing coping
strategies; and neither do they live in an envirenthwhere opportunities for
such coping strategies have become incorporatedtlit fabric of economic
life, as is the case in countries were poverty basn a long-standing
phenomenon. The loss of well-being connected toeaged poverty has also
been especially large because it was too suddegoRi (2002) reports that the
number of Bulgarians classifying themselves (subjely) as poor was 73 %
in 1997, compared to 26 % in 1989. In fact, objectineasures for standard of
living and poverty have actually improved since 998ut it is the growing
awareness of what was lost, and a longing for duent, socialist past that
decreased subjective well-being. Other studies falsnd a large loss of well-
being subjectively measured (Ferrer-i-Carbonell ¥ad Praag, 2001).

In addition, socialist ideology had impressed aati#g image of the poor on
people’s mind. Poverty was typically portrayed las poor’s unique failure to
earn a living, and hence the poor were by definitindeserving. This image is
still relevant to those who grew up under socialidtnalso connects to the
traditional, pre-socialist view in most of the East European and Asian
cultures, which links poverty with shameful failut@ provide for family and
guests. For these reasons, poverty brings a psygibal burden of loss and of
shame towards society in general and towards fsiemeighbours and relatives
in particular (Dudwick et al, 2003).

In response to the material, social and psychoibgeffects of poverty,
households developed a number of coping stratbgiesitting expenses (using
less utilities, changing diet, or combining houddhpand by generating cash
and goods through networks of gift giving, multiglebs, household food
production, and (temporary) migration. Not all agpimechanism improve
household survival prospects. A widespread metHa@l®ving the burden of
poverty is alcoholism, which is particularly rampaamong men. Alcohol
abuse and binge drinking are traditional socialbfmms in the Eastern
European and former Soviet countries, but they lh@emme more acute during
the late 1980s and 1990s (Ellman, 1994; Zohooai,e1998). Another coping
method, also primarily for men, is household disgnation. Dudwick (2003)
reports that its occurrence has dramatically irswdaduring he 1990s mostly
because of men leaving the household. The extreampme of destructive



coping mechanisms is suicide, also primarily by mEach of these three
‘coping mechanisms' typically increased women'gliliwod burdens. The
country with the world's highest suicide rate ithLania, the poorest of the EU
accession countries. In 2000, Lithuania recordedsditides per 100,000
inhabitants, up from 26 in 1990. Nine of the tep snicide worldwide rates are
found in transition countries (Lithuania, Russiagl@us, Latvia, Estonia,
Hungary, Slovenia, Ukraine and Kazakhstan). Inehesuntries suicide rates
per 100,000 inhabitants vary between 29 and 44 peoed to 10 in the USA
(LMS, 2001; Aneki, 2002).

Vulnerable Groups

Ethnic Minorities; the Roma

Many transition countries are ethnically heterogerse There are three causes:
the creation of nation states and empires durirgy 18" century in the
territories of different peoples in the region;ded or otherwise state-induced
resettlements (‘kulaks' in Siberia and Central Astaissians in the Baltic
states); and the historic presence of statelesplggosuch as the Roma (or
gypsies) and the Jews throughout the region, aadRilithenians in Central
Europe. The division of states into smaller suamegs®untries, and partial
remigration of some minorities (Crimean Tatars; $ass; Jews; ethnic
Germans) during the transition period have decrkasénic heterogeneity
somewhat, but it is still considerable. Ethnic nmities do not always have
higher poverty rates. For instance, ethnic Hungariving in northern and
central Romania are known to be better off econallyicthan ethnic
Romanians. But generally, ethnic minority membees more at poverty risk.
The most numerous, best known, and also the onevuaberable to poverty is
the Roma minority.

Roma live in all countries in the region; their rhenin Europe is estimated at
7 to 9 million, with 70 % of them living in tran&h countries. They are most
numerous in Romania, from 1 to 2 million. They aguofor 9 to 11 % of the
population of the FYR of Macedonia, Romania, Bulgaand Slovakia, 5 % in
Hungary, and 3 to 4 % in former Yugoslavia, the €@eRepublic and Albania
(Revengaet al 2002). (Defining as well as observing Roma etityidcs
difficult for a number of reasons, and these figuaee indicative rather than
precise.)

There is abundant anecdotal evidence that Romaeholgs have traditionally
been among the poorest households in most countribe region. Two recent



survey studies complement this picture with quatitie analysis. A 2002
Roma Human Development Report by the UNDP, basethtenviews with
over 5,000 Roma individuals in Bulgaria, the CzeRbpublic, Hungary,
Romania, and the Slovak Republic, assessed thaatisih and needs in the
framework of the human development paradigm. 9@22V\orld Bank Study,
Revenga and others analysed a sample of over &@@holds from Bulgaria,
Hungary, and Romania, which included 1,139 Romasébalds. They
provided a more extensive and thorough analysithafigh diversity in many
household characteristics within the Roma commuistyery large, Roma
households are found to be very different from Rmma in a number of
respects, as shown in table 2.

Table 2: Households characteristics of Roma andRmma

Households characteristics Non-Roma Roma
(means)

Household size (persons) 2.8 4.4
Children (persons) 0.4 1.2
Living in urban area (%) 65 58
Female-headed households (%) 24 12
Household head age (years) 50 40
Working adults (persons) 0.9 0.6
Employed household heads (% ) 43 25
Unemployed household heads (% ) 10 43
QOut-of-labourforce household heads (% ) 47 32
No primary education completed (%) 13 41
Completed primary education (%) 18 36
Some secondary education (%) 55 23
Some higher education (%) 14 0

Many of these specific Roma characteristics are rgmihe causes of, or
correlates with poverty. Revengh al (2002) found that Roma live in worse
conditions. Compared to non-Roma, fewer of themehascess to electricity,
gas and running water, and many live in housesoutthoilets, bathrooms,



connection to sewerage, or telephones. Roma hausebl more often have
leaky roofs, wet walls, earthen floors, and no b&gyond the household level,
there is additionally social exclusion through bdthcrimination by the non-
Roma majority and through geographical isolatioonfrnon-Roma society -
many Roma household live in Roma-only rural setats, or in exclusively
Roma neighborhoods within towns and cities. Agatihist background, it is not
surprising that Roma are extremely vulnerable teepty. Indeed, poverty rates
among Roma in the Revengaal (2002) sample are multiples of poverty rates
among non-Roma (table 3). Much of this is plausilolgg-term poverty, as
confirmed by Braithwaite (2001) for Hungarian Roma.

Table 3: Poverty rates of Roma and non-Roma in &idg Hungary, and
Romania

Expenditure based poverty lines % of householgmirerty

Bulgaria Hungary Romania

Roma others Roma others Roma others

50 % of median, per equivalent adult 36.1 3.8 245 45 39.5 10.9
50 % of median, per capita 37.2 3.4 26.3 3.6 431 111
PPP $ 2.15 per capita per day 41.4 4.1 6.6 0.5 37.67.3
PPP $ 4.30 per capita per day 80.1 36.8 40.3 6.9 68.8 29.5

Note: In the source there are 'PPP $ 2.15 peratapitl 'PPP $ 4.30 per capita’ poverty lines. We
assume this is expenditures per day.

Source: Revenga et al (2002:13)

Women

Women in many socialist countries had high labacdoparticipation rates,
paid wage levels similar to those of men, and fasihad generally access to
free healthcare and childcare. This situation afneenic participation and
relative independence has seriously deteriorateshast countries. Childcare
has been privatized and became unattainable forynfeuseholds. Job
insecurity affects especially pregnant women ois¢hwith children, who are
vulnerable to layoffs. The household has becomeoee mnstable unit, and
break ups often mean that women are left with thebte burden of care and



income generation. The spread of alcoholism, maamhpng men, also meant
that both burdens have landed on women’s shoulelea in intact families.
The collapse of state-provided childcare and heafthinduces households to
rely more on traditional provision within the fagilwhich often imply more
traditional roles for women, with less economic épdndence and social
contacts outside the family. Particularly in Ceh#aian countries where Islam
has grown in importance, this has caused womer&s rto become more
centred around care and provision for other familgmbers. Dudwiclet al
(2003:69) report that women in Tajikistan now cdogt the main workforce in
collective farms and are paid miserable wages,emmién have become hired
laborers on others' land or worked elsewhere in ftrener Soviet Union.
Elderly women have especiallay grown more vulnerabldeprivation.

As an illustration, Dudwicket al (2003:267) reports about Ukrainian Olga
Vadimovna, 31, who has two sons, 11 and 9. Herusbé&nd is an alcoholic
and provides no child support. When her eldestwgas 6, she sent him to an
internat, a government-run boarding school because she auwtlchfford to
raise him. The younger son tells the interviewerttlo, want to go to the
internat There they eat four times a day. My mother hagesd to drink lately.
She washes or repairs things for people, gets soomey, and drinks. There is
not enough money for food."

Single Elderly People

With the decline in the real value of pensionsedidpeople have suffered a
reduction in their main (and often sole) sourcenacbme. Their more limited
capacity for adaptation to the drastic changes el ag their physical frailty,
are often barriers for effectively coping with eoamc hardship. Braithwaite
(2001) found that pensioners are more at risk frohronic poverty.
Interestingly, it is onlysingle elderly people who are found to be more at risk
from poverty. Bezemer and Lerman (2003) find theatihg a pensioner in the
household does not increase, or even reducessthefrpoverty in Armenia, a
finding corroborated by Benerji (1999) and RingqR002) for Moldova,
Russia, Ukraine and Bulgaria. Also in a povertyeasment of Azerbaijan,
O’Keefe and Holson (1997) find that household witbnsioners have the
lowest rates of poverty; lower than those headed morking-age employed.
In such countries, with little alternative incomgtions, pensioners are actually
advantaged. Ringold (2002) reports that transfeepkmany pensioners above
the poverty line in Bulgaria. Banerji (1999) sugdibst pensioners' larger asset
accumulation during Soviet times may be one reasbrtheir decreased



vulnerability. But in all countries, elderly peodlging on their own are more
than averagely vulnerable.

Dudwick et al (2003:123) write that Armenians in rural and uricammunities
insisted they would ‘never let anyone starve’. Néwess, in their fieldwork
they found that elderly pensioners with adult alafdor close relatives in other
towns often received little help from neighbour$onfelt that pensioners were
the moral responsibility of their own children. Seralderly people said they
preferred to die rather than receive help fromffedent relatives.

Children

Like everywhere, large families in transition caied are more at risk from
poverty so children are more often poor; but tleeelarge country differences.
Bradbury et al (2000) found that median expendifarechildren in the mid
1990s was 14 % lower than the average; in Hungagy have 3 % lower
income. O'Keefe and Holson (1997:5) report thaty'ymoor', ‘poor' and 'non-
poor' household in Azerbaijan have on average 2.9, and 1.1 children,
respectively. Bulgarian households with 5 or moembers make up 30 % of
the population, but 60 % of the poor (Ringgold, 2000f all Moldovans, 18 %
are found to be poor in a 1997 survey, but of alldévans living in families
with 3 or more children, 42 % are poor (Banerji,99%v). The relation
between household size and poverty risk dependgliaon the number of
children; as we have seen, the presence of elgerbple in an extended
household may actually decrease that risk. Childrave also suffered from
decreased access to education. Ringold (2002)teeffaat attendance rates in
Bulgarian pre-school and secondary education hiaagpky fallen during 1995-
2000, particularly among minority Turks and Romaec&dary school
attendance of children in households in the 10\28s¥% consumption quintile is
15 %, compared to 50 % for other households. De &bal (2002:60) report
that both attendance and literacy in Albania haglimed; in two surveyed
districts, only 20-30 % of eight grade children @o to secondary education.
Girls are more affected than boys. Reasons forirdegl attendance include
temporary migration, child labor, physical and sbaisecurity, and the cost of
education.



Households at Vulnerable Locations

In many cases, household vulnerability to povestylargely caused by the
location of their residence. Two types of locatimtand out in this respect.
First, remote rural regions are, as elsewhere,céjyi endowed with
infrastructure, social services, and employmenbotppities, while households
living in them are often older, less educated asd mobile than the rest of the
population. Second, and especially for transitionntries, there are settlements
where most households relied for their livelihoodsemployment in one sector
or enterprise, as a result of the tendency towaed®nal specialization and
large-scale production under the socialist sysfEBne extreme example is the
‘one-company town' (or village), where many formanployees of now
unprofitable enterprises such as arms factorieacgutrated e.g. in eastern
Slovakia) or collective farms tend to be concesttat The poverty risk in
eastern Slovakia is 16 %, compared to 11-12 % imtr@eand West Slovakia,
excluding the capital Bratislava (Revenga and Silaaregui, 2001). One third
of Bulgarians live in rural areas, but 60 % of gwor are rural. Rural poverty
rates are four times urban poverty rates (Ringdi)2). Regional differences
are particularly sharp in countries were smallalesor diversified production
was lacking, where private employment opportunitiase hardly developed,
as in most Central Asian countries, or where lamaiflict erupted. Poverty
rates in the O'Keefe and Holson (1997:5) study merBaijan vary between 11-
12 % in three regions in the southwest, north athmvest, to 31 % and 35 %
in two central Azeri regions. The extreme examglbauseholds at vulnerable
locations is refugees — in Kosovo, Azerbaijan, @egrChechnya, and other
transition countries. (Severe) poverty based omrssiemption basket among
Azeri IDPs in 1995 was 50 % and 75 %, respectivaynpared to 20 % and 60
% on average in Azerbaijan (O'Keefe and Holson,7199

Duration of Poverty

There is little data on the duration of povertytiansition countries. For most
countries it is unknown whether many households @oer for a limited
duration or fewer households poor for longer pesiad time. Yet chronic
poverty is known to be generally more difficult teduce, and it typically
requires different policies. The paucity of relaklime series data stems from
volatility in income levels and structures - whigtay invalidate definitions of
poverty used only recently - and from discontiragtin data collection methods



and organizations: many countries switched fronsasrio sampling methods,
and monitoring was often taken over from state &y private organizations.

Where poverty is causally related to a permanenséioold feature (such as
ethnicity), chronic poverty can be reliably infetr@ithout time series data. For
instance, most Roma households are found to be @thenpoorest in different

studies over time, and it is plausible that mosbrpRoma households are
chronically poor. Still, such inferences are on tieup level not on the

household level, and there are large variationfm@ome and wealth within

Roma communities. For some countries there is sienes poverty data. In this
research, two quantitative chronic poverty studiespresented.

Chronic Poverty in Hungary, 1992-1997

A 2001 World Bank report by Braithwaite and othensalyzed long-term

poverty in Hungary during 1992-1997, based on pataia of 20,000

households. Long-term poverty was defined as bigimgpverty for four years

or more. The authors note that poverty and inetyuale low in Hungary

compared to other transition economies. Per capitames fell by a quarter,
the share of earned income in total income felinfrd4 % to 72 %, the Gini

coefficient rose from .28 to .32, and the headcqoterty rate (based on a
poverty line equal to a subsistence minimum incarh@bout half the mean
equivalent income) rose from 9.7 % to 17.3 % durd@92-1997. Absolute

poverty defined by a poverty line equal to the minim pension (which was
less than a third of mean equivalent income) wag Mav, topping at 4.5 % in

1996. Poverty, while lower, seems more entrent¢had in other countries, as
persistent poverty is identified as a particulambarian concern. Poverty is
concentrated among the poorly educated, thoseglivinremote rural areas,
those in a weak labor market position, and Roma.

The long-term poor are identified using a poveityelof 50 % of mean
equivalent income (income is preferred since comdiom appear often over-
reported). So defined, seven and a half percethefHungarian population
were considered long-term poor during 1992-1997s Tigure is based on
household data, and thus omits the homeless anidgtigitionalized. Both of
these groups, while small (there are 20,000 to®D/omeless on Hungary's
10 million inhabitants) are likely to have largergentages of chronically poor.

Chronic poverty risk factors are found to be thensaas those making
households more vulnerable to poverty in generatyTare, specifically, Roma
households, single-parent households, single e¢lderdbmen, households
headed by someone with only primary education, élooisls with disabled



members, those with three or more children, andsébold in small rural
communities. It is because of these factors thatctironically poor stay poor:
three quarters of them are out of the workforceytbften live in low-growth
areas and in places where poverty reduction psliaie access to information
are less effective; a third of them face discrirtiovaand social exclusion.

These inferences are supported by some figures tinenstudy by Braithwaite
(2001). He found that ethnicity is the most impottahronic poverty factor:
one third of the chronically poor are Roma (whoaact for only 4-5 % of the
population), and 53 % of the Roma are long-termrp@mly about 5 % of
Hungarians live in single-parent households, baet/thccounted for 12 % of
long-term poor in the sample. While households p#hsioners are less at risk
of poverty, single elderly people are; women 1%8mmore than men. Among
households headed by someone with higher educ&éwere never poor and
the remaining 4 % were poor only once or twice nigithe period under study.
In contrast, households headed by someone withprithyary education (which
account for 32 of households) have a risk of 19 Pdoag term poverty.
Households without children have a long-term poveate of 4 %; those with
one child have a rate of 9 % and among those Wittetor more children, 21 %
are chronically poor. A quarter of Hungarian houdétave two children, and
14 % have three or more.

To disentangle the effect of the various factodinig to long-term poverty,
Braithwaithe et al (2001) performed a probit regi@s analysis, where
household characteristics were related to the fmittyaof being chronically
poor, controlling for other variables. Table 4 gnets the results.



Table 4: household characteristics and the risk of chronic poverty in
Hungary

Household characteristics Change in the probalufityeing poor (%)
Pensioners +2.6
Unemployed +7.2
Single parents with child(ren) +29
Other household with child(ren) +2.1
Households with 3 or more children -0.7
Single elderly male -05
Single elderly female +1.1
Female household head +1.5
Access to land -1.4
Primary education completed +0.9
Secondary education completed -17
Higher education completed -1.0
Roma ethnicity +12.6

Note: the regression included other variables dfitewh to the ones presented here.
For regression details and statistics, coefficiant$ P values, see source.

Source: Braithwaithe et al (2001:20)

The table shows that unemployment and Roma etfiréei the greatest risk
factors, followed by being pensioners and singleepia. Secondary education
and access to land are most effective in dimingstie risk of chronic poverty.

Chronic Poverty in Russia, 1992-1996

Commander et al (1999) study income and wealth mhjcg&in Russia during
the years 1992-6, using data from the Russian Ltodigial Monitoring Survey.



This consist of seven survey rounds, implementeckgitilar intervals during
1992-1996, and including data on between 4,700 3260 households in
between 21 and 38 regions of the Russian Federg@am Zohooret al, 1998
for details on these data). Defining poverty onoasumption basis, using a
basket of goods defined by the official statistitaireau Goskomstat, and
assuming no economies of household size, the aufimak that roughly half the
population fell below the poverty line by mid-199%1 income-based poverty
line gives the same share. The figures fall to 3t%996 for consumption-
based poverty, or 45 % using an income based poleet

The authors then examine the chronically poor, twvhitbey define as

households who were in poverty during all of thevey rounds over a period.
Because of data consistency problems, they couldarapare households over
the entire 1992-1996 period. In the first four syrvounds during 1992-1993,
10 % of households were chronically poor, 67 % ielb transient poverty

during one period only, and 23 % were never paorsurvey rounds 5 to 7,

during 1994-1996, the respective figures are 9 6% and 45 %. So while

both poverty and transient poverty fell consideyabhronic poverty did not.

Commander et al (1999) also analyzed the probgalufita households being
chronically poor in 1992-1993 using a probit regies. The statistically

significant risk factors (with the change in povetisk in brackets) are divided
into three categories: location, human capital, asdet wealth. Households
with higher dependency ratios are more likely tgber (0.768). Risk reducing
factors include rural residence (-0.171), residéndadustrial areas (-0.089) or
in one of Russia's two largest cities, Moscow ah&&ersburg (-0.143). Also
diminishing the risk of poverty are a white-coltarblue-collar job held by the
head of households (-1.285 and -0.975, respec}iaelgt completed secondary
education (-0.331), as do access to land (-0.16&yachaownership (-1.026).

We noticed that the relatively low risk change oerted to land ownership is
probably due not so much to its small importancstaying out of poverty - an
unlikely interpretation-, but more likely to the alhvariation in the variable:
most Russian households have access to a plotndf (i 1994-6, 69 %
reported to do so in the RLMS). It is also intergstto note that the share of
pensioners among the chronically poor is slighttywdr (24 %) than the
equivalent share in the total population (29 %hhkiat1994-1996), and house
ownership actually higher (34 % compared to 28 &ihough neither of these
differences were statistically significant in irglcing the poverty risk in the
selected specification. For regression details statistics, see Commandetr
al (1999:446).



Conclusion

This paper examined poverty in transition countiiesCentral and Eastern
Europe, the Balkan and former Soviet Union. It sketl the economic
background to the transition, and presented qudivit and qualitative
evidence on the incidence, severity and natureweégy on the basis of a large
body of research on the subject. The main factdeasummarized as follows.

Well-being, measured in various ways, decreasedtantially in the Soviet
Union and in some Balkan countries (Romania, Alapmilready in the late
1980s. Thus, poverty in these countries is notgustansition' phenomenon.

During transition, unemployment, inflation and stafesertion have increased
people's vulnerability to poverty. Consequentlyyverty levels have also in

many countries been high after the collapse ofalisai, despite expectations
of the opposite at the outset of the transition kr&entral and Eastern Europe,
which were relatively wealthy and egalitarian sbstasocieties, inequality and

poverty increased substantially as a result ofesg&t economic change. It is
severe in regional pockets such as Eastern Sloaildaremains a challenge
even in advanced market economies and EU membéish imave benefited

from years of assistance in transforming their ecoies through programs
such as EU PHARE.

Poverty levels differ tremendously across transitamuntries, reflecting the
divergence in economic success. Some Central Eanopeuntries show very
little and relatively mild poverty, while especialin Central Asia, levels of
severe poverty leading to insufficient caloric keaseem high.

Qualitative studies indicate that poverty is asstd with insufficient food and
clothing, poor housing, limited access to utilifipsorer health and less access
to healthcare, social exclusion, and psychologstdfering. Coping strategies
include household food production, resource poolimyltiple job holding,
migration, dietary and other consumption changes,well as household
disintegration, alcoholism and suicide. Particylarulnerable to poverty are
households in remote rural areas, children, worard,single elderly people.

Transition economies have been volatile and mamplpemove in and out of
poverty. While data on long-term poverty is scarselected studies from
Russia and Hungary indicate that there also isra ob long-term poor, for
whom escaping poverty is apparently not possiblees€ deserve separate
policy attention.
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