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I. Introduction

Between 1989 and 1993, Central European countries experienced more rapid economic declines than
at any time since World War II. Real GDP and total employment declined between 11 and 20
percent in the Czech and Slovak Republics, Hungary, and Poland and real wages in all but Hungary
fell by 20 percent in 1990-91 alone. Poland experienced hyperinflation, and consumer prices in the
Czech and Slovak Republics and Hungary doubled from 1989 and 1993 (Table 1). In 1992, real
GDP per capita in these countries had fallen to between 20 percent and 30 percent of comparable
United States levels. !

The unprecedented increases in inflation and declines in GDP and employment between 1989
and 1993 were accompanied by further uncertainties in the legal and social transitions. And some
of the fundamental social securities of the state socialist governments threatened to disappear with
the collapse of these governments. These transformations meant that Central European households
had to navigate between the Scylla of major decline in their national economies, and the Charybdis
of the accompanying legal and social transitions. This paper uses national household income
surveys and other consumption data to address how these economic, legal, and social changes
affected the economic status of households and individuals in Central Europe.

The households examined in detail are in the Czech Republic, Hungary, and Poland.2 The
measure of economic status used is household and individual income supplemented by household
consumption data. National household surveys from each country have been standardized to
facilitate over time and cross country comparisons. This paper briefly describes the household
surveys employed and then addresses the following questions:

* What were the levels of relative poverty in these Central European countries before the
collapse of the communist economies and how did those rates change after the collapse?



* During the first five years of the economic transitions, how did income distribution and
income inequality of the populations change?

* How did the economic status of the most vulnerable populations change? and,

» How did the economic changes affect household consumption?

The answers to these questions are not conclusive, in part because the economic transitions
are still in progress and survey data limitations preclude final answers. Moreover, other measures
of welfare (i.e., subjective views of satisfaction, analysis of time use and health status) would
provide a richer picture of the effects of transition but are beyond the scope of this paper. But the
data are suggestive, and the continuing transitions in these countries will provide the opportunity to

reevaluate the findings in this paper.
. The Data

The main findings of this paper are based on national household survey data collected in Central
European nations from 1987 to 1992 and on individual country analyses of the data by Vecernik
et al,, Sik et al., Gorecki et al., and Bednarik et al.> This section reviews the characteristics of the
data sources and their biases, it also describes the Luxembourg Income Study (LIS) database, which
has standardized these datasets and made them comparable with other OECD nations.
A. Central European Household Surveys

The Central European countries of the Czech Republic, Hungary, and Poland have histories
of national household surveys dating back to the 1950's.# Current household surveys in these
couﬁtries share many of the characteristics of surveys in Western countries. They use national
sampling frames and standardized questionnaires; they also ask detailed questions about household

structure and income. The broad goals of each survey are to measure some form of well-being, but



the specific purposes and designs of each survey differ. Table 2 sumrmarizes some of the details
about the specific surveys used in this study.

The Czech survey is designed to provide information on social stratification, social mobility
and the level of living. Comprehensive data on income differentiation are also collected. The
Hungarian Household Panel is designed to provide statistics on level of living, but it also measures
the role of in -kind benefits. The Hungarian income survey is much larger and targets income
received. The Polish survey collects quarterly data on expenditures and therefore is not entirely
comparable to the other two surveys. But it also collects data quarterly and annually on income
sources and levels. In addition, the Polish survey collects data on the ownership of durables and
housing conditions.

Each of these surveys is sponsored in whole or in part by the central statistical office of the
country. The sample designs employed by the four countries are all drawn from census tracts.
However, the designs differ in terms of complexity. The most complex design is the two-stage, two-
phase rotation sampling design used by Poland. The complete design assumes a four year rotation
period and provides panel data from two-thirds of the sample.

For the Czech Republic a random sample of the population is drawn then stratified by region
and locality. The address list of households is supplemented from data on new urban areas and
newly built apartments. The Hungarian sample is proportionally stratified with households
randomly drawn from census tracts of settlements by address. The sample is drawn from the general
purpose household sample from of the Hungarian Central Statistical Office. The Hungarians weight
their data, but the Czech and Polish surveys assume that the data resulting from the sampling design

are self-weighted.



All three surveys collect data through the use of personal interviews. In addition most of the
Polish data are collected using a budget notebook or diary which is maintained by a member of the
household, usually the female homemaker.
B. Sampling Biases

The sample population of each survey is the national non-institutionalized population. But
each survey has groups that are either underrepresented or excluded, which may bias the results. The
Polish survey before 1992 excluded households headed by the nonfarm self-employed. While this
was not an important exclusion in the past, the exclusion means that the survey is became less useful
in understanding how the small but growing population of self-employed entrepreneurs have
developed. The Czech sample excludes households headed by persons employed in the police and
military service. The Hungarian samples are designed to include all persons living in private
households; however, generally those which include household members in the military are
excluded. Because the police and military are not a large proportion of the population in either
country, their exclusion is not likely to bias estimates presented here.
C. Response Bias and the Informal Economy

Another source of bias is likely to be the non-response rate to the survey. In 1987 Hungarian
non-response in the Household Income Survey was 3 percent, but in the 1992 Household Panel it
had grownto ___ percent. In 1992 the non-response was only 7 percent in Slovakia and 16 percent
in the Czech survey, while it was 31 percent in Poland. While these are not excessive compared with
surveys in democratic countries, they are adding an undetermined bias in the results.

The most important source of bias, however, is likely to be the incomplete capturing of the
income generated in the informal economies that are now increasing in size and importance in all
three countries. Every Central European economy under communism had what was then called a

“second” economy that went uncontrolled by the state and thus was not included in Material Product
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accounts. In Hungary, the size of this second economy was estimated to be about 10 percent of
national income in the 1980's, not much different from that found in Italy. While every income
decile had some unreported income, it went disproportionately toward the upper income classes.’

Since the transition, the new “informal” sector consists of both legal and illegal market
transactions, which are not reported and recorded in national accounts. The size of these activities
as a percentage of GDP in Hungary is now estimated to be from 12 percent to 30 percent of the
formal economy and have a different distribution than the previous second economy.® Recent
estimates from the Hungarian Central Statistical Office indicates that the proportion of this informal
economy that goes to the top decile has increased since the 1980s.” In fact, informal income has
become more concentrated in both the highest and lowest deciles since 1992.8

In order to determine the effects of the informal economy on the income distribution we
simulated its estimated distribution on the Hungarian Household Panel. We made the assumption
that the informal economy is 15 percent and 25 percent of reported disposable income (DPI) which
was the range suggested by Sik.?> Persons were ranked by deciles of equivalent disposable income
as reported officially in the household survey. Hungarian research suggests that persons in the
lowest reported personal DPI quintile in Hungary receive about 20 percent of the unreported
informal economy, the highest quintile receives about 50 percent of the informal income, and the
rest (30 percent) is distributed among the middle three quintiles. Eéch of the incomes of those in the
bottom two deciles was increased proportionately by .20 of the informal economy. For the 15
percent case, this is an increase of 3 percent of current DPI. The top two deciles received .50 of the
informal economy or 7.5 percent of current DPI on the same basis. The remaining 30 percent of the
informal economy, 4.5 percent of the current DPI, was proportionately added to the incomes of the

middle 60 percent of the population.



This exercise was repeated for the case where the informal economy was 25 percent of total
DPI, using the same distribution, but higher values (i.e.. § percent of current DPI went to the bottom
two deciles, 12.5 percent to the top two deciles, and 7.5 percent to the middle eight deciles). Persons
were then re-ranked and the Gini and Atkinson recomputed. We also calculated the percentile points
of the distribution (incomes at the 10th and 90th percentiles as a percent of the median income) and
the decile ratio (ratio of the 90th percentile income to the 10th percentile income).

The results were a bit surprising (Table 3). The Gini falls by only 3 percent (.008) from the
reported official income distribution. While the Atkinsons increased by 13 percent (e=1) to 27
percent (¢=2) when comparing actual incomes to those with a 25 percent unreported economy, the
decile ratio changes by only 9 percent. Clearly the bottom of the distribution did better: the P, ratio
rose 33 percent. But so did the top, where the Pgg increased 22 percent. Thus, both the bottom and
the top of the distribution improved their position compared to the middle income groups, and the
Gini changed hardly at all.

Additional details and alternative assumptions are needed to further amplify these results,
and to test their effect on poverty and other distributional measures, such as “middle class™ status.
However, these rough estimates suggest that the Gini coefficient and other overall measures of
distribution such as the decile ratio may not be much affected by the exclusion of the informal
economy. The exclusion of the informal economy, however, may tend to overestimate the poverty
of people in the lowest quintile. Detailed estimates of unreported income by income decile do not
exist for the other Central European countries. But it will be important to test whether these results
are similar in other countries when data becomes available.

D. Luxembourg Income Study
The Luxembourg Income Study (LIS) has documented and standardized more than 70

nationally representative household surveys in 25 nations so that comparisons among countries can
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be made. Standardization includes forty-two income variables and thirty demographic definitions;
disposable personal income (DPI) is the main income concept used for comparison of the status of
individuals and of households among countries.

Households are characterized not only by the age and gender of the household head, but also
by size. Household income is adjusted for the size of the household using an equivalence scale,
which is similar to the one used by the OECD in its recent reports on income distribution and
poverty. The equivalence scale used for the adjustment is 1.0 for the first adult, .66 for additional
adults, and .33 for each child. Adjusted, or equivalent, income (EI) is defined as personal disposable
income (DPI) divided by family size (S), raised to an exponent (E) to capture economies of scale

(EI = DPIIS ),
An E-value of .6 approximates the equivalence scale used in this paper. This value is similar to
recent OECD studies which have used E-values of .55, and .50." We also use unadjusted household
incomes as a comparison point. The effect of using this scale instead of the more common Central
European tradition of per capita income adjustment has a significant effect on countries that have
families with many children. The effects will be discussed in more detail in the section below on
estimates of the poverty of vulnerable populations.

The major limitation of the harmonized surveys in the LIS is that although they permit
comparisons of individual and household well-being based on cash income; these harmonized
surveys do not include other measures of well-being such as consumption, in-kind benefits, or health
status. This means that the comparisons are always limited; while it is important to understand the
income levels and trends, it is also important to realize that they provide only a partial portrait of
individual and household well-being. This is especially true in economies where income was

relatively less important in the distribution of goods and services.



Despite the limitations of the surveys and of income measures, they can be helpful in
providing clues about how the people and households of Central Europe are managing their
transitions to market economies. Given the issues with the data, major conclusions should not be
drawn on small changes in income. But the trends that are discussed in this paper should be the basis

for further research on the patterns and rhythms of the household transitions in Central Europe.
lll. Trends in Relative Poverty Rates

The recent transitions of the Central European economies had been preceded in the 1980s
by stagnant economies and a slow but steady increase in the percentage of people below the official
“minimumn income” lines. The official minimum income definitions or “poverty” lines varied as a
percent of average income from 42 percent in Czechoslovakia to almost 60 percent in Hungary at
the beginning of the 1980s (Table 4). During the 1980's the “minimum” income gradually eroded
as a percentage of average income in Hungary and Poland. However by 1992, after the transition
and following the real income decline of 1990 and 1991, the “official minimum” rose considerably
in Poland (to 65 percent of average income) and the Czech Republic (to 56 percent). The Hungarian
Central Statistical Office revised its calculation of subsistence minimums in 1991 using more recent
consumption data and a new food basket raising the “minimum” for two person active households
to more than 72 percent of average income in 1992.!!

In Hungary and Poland where the “minimum” income significantly fell relative to the
average income in the 1980s, the percentage of the population below the “minimum” income during
that -period, nonetheless, increased (Table 4). By 1987-88, Poland had twice the percentage of
people below the minimum income as did Hungary, which had almost twice the percentage as did
Czechoslovakia. Poland was the poorest of the three countries, both relatively and absolutely, even

though it defined its minimum income as a lower percentage of average income than did the others
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in 1987. By 1992, although the minimum threshold had risen in all countries relative to average
wages, the percentage of the population below the “minimum” continued to rise to more than 30
percent in Poland, and 16 percent in Hungary. The absolute level of poverty in the Czech Republic
continued to fall to only 5 percent, far below that of most western nations.

The definition of these countries” minimum income levels clearly differed between countries
and over time, even within countries. Any comparison of levels and trends among the countries is
therefore frustrated by a lack of a consistent definition of minimum income. In order to make more
accurate comparisons over time and across nations, this paper uses a consistent definition to measure
both trends within countries and relative levels of poverty among them. The definition we begin
with is the OECD definition of poverty: persons in households with incomes less than 50 percent
of adjusted median income. The same equivalence scale described above is used to adjust incomes
for differences in size. We also report unadjusted household income figures.

In the three Central European countries studied only a small percentage of persons fell below
the 50 percent of median poverty level before 1989, While the percentage of poor persons increased
from the mid-1980s to the early 1990s in all three countries, the percentage was still quite small by
international standards in 1992 (Table 5, col. 1) and very close to similar relative income poverty
rates in the European Community. 12

Many more people have between 50 percent and 75 percent of equivalent median income
than have less than 50 percent (Table 5, col. 2). While the fraction of households with incomes less
than half the median is a sensible relative and absolute poverty measure for rich OECD nations, it
is possibly too low on an absolute level to maintain subsistence in these transition economies. Thus,
75 percent of the median may be a more appropriate poverty measure for transition nations.

Of course, the percentage of people who were below 75 percent of adjusted median income

was higher than below 50 percent, but the change in the percentage of people in all three countries
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below the 75 percent level was very small between the 1980s and the 1990s. There was a modest
increase in Hungary. There was no change in the Czech Republic; and only a slight increase in
Poland from 1987 to 1992 (Table 5, col. 3). The stability of these relative measures was unexpected
given the substantial declines noted in the macro economy.

While the percentage of people who received 50 percent or less of the median equivalent
income increased in each country, the percentage of households, instead of individuals, with
household income at or below 50 percent of median income (unadjusted for family size) decreased
in the Czech Republic, and Poland after the transitions and remained constant in Hungary (Table 5,
col. 1). The percentage of households living below 75 percent of unadjusted median income
remained constant in Hungary, fell in the Czech Republic and in Poland. Across all three nations,
the rate of relative poverty was consistently higher at the household level than at the individual level
because the poor households are disproportionately small and therefore, have fewer people to earn
income. The household units, however, appear to have had smaller changes in their relative poverty
rates than individual poverty rates. In summary, during the first five years of economic transitions
in the three countries, relative poverty increased modestly for individuals below half of adjusted
median income, and below 75 percent. On an unadjusted basis, poverty rates decreased or remained

stable for households over this period.
IV. Trends in Income Inequality

Before the economic transitions in Central Europe, income inequality was generally lower
than in western countries.'’ But like the western countries, measured income inequality among
individuals (based on equivalent income) was consistently lower than was inequality based on
unadjusted household income. This reaction explores the level and trend in inequality in the

transition nations compared to western nations over similar time periods.
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A. Level and Trend in Inequality in the Transition Nations

Income inequality for individuals in Czechoslovakia was the smallest of the three countries
prior to 1989; Hungary and Poland had similar levels of inequality in the late 1980s (Table 6).
Income inequality for persons increased during the economic transitions by 10 percent in the Czech
Republic (1988 to 1992) and by 11 percent in Poland (1987 to 1992) as measured by the Gini
coefficient. These are substantial changes by international standards but the levels of inequality were
still modest and the changes were similar to those found in Sweden, the United Kingdom, and the
United States over this same period." The Gini coefficient increased 26 percent in Hungary between
1989 and 1992, a larger change than that experienced elsewhere, but the magnitude of the increase
may be, in part, the result of comparing two different datasets, even though both are nationally
representative surveys.

Income inequality for households as measured by the Gini coefficient increased by 11 percent
in the Czech Republic, 16 percent in Hungary and remained stable in Poland between 1987 and
1992. In Poland the household Gini coefficient jumped in 1990, the year when the real GDP
declined 12 percent, but two years later had returned nearly to the pre-transition level.

The Atkinson measure allows societal preferences of income distribution to be considered.
In this measure, the parameter (e) represents the weight attached by society to inequality in the
income distribution. This (e) parameter ranges from zero, or indifference, to infinity, where society
is concerned only with the position of the lowest income group.!® The value of the Atkinson
measure can be interpreted as the proportion of total income that would be required to achieve the
current level of social welfare if all incomes were equally distributed. The lower the Atkinson value,
the less weight is given to the lowest income groups. We have selected Atkinson measures with
e=1.0 and 2.0, the latter giving greater weight to changes in the income distribution among those

with the lowest incomes. Because the Atkinson measure is more responsive to changes in the lower
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tail of the distribution than is the Gini, disproportionate increases in this measure would mean that
the poor have suffered the largest changes in inequality. But changes in the Atkinson measure for
the Czech Republic and for Poland mirrors the changes noted above in the Gini coefficient, thus
assuring us that changes in the income of lower income groups are similar to those observed in the
rest of the population.

The increase in income inequality during the transition was accompanied by a decrease in
the percentage of people in the middle income classes (75-150 percent of median equivalent income)
(Table 5, col. 7). The decrease was largest in the Czech Republic from 1988 to 1992 followed by
Hungary. The change in the percentage of persons in this middle income in Poland was lowest of
all. Interestingly, the large decline in the middle income group in the Czech Repubiic was entirely
offset by increases in upper income groups (Table 5, cols. 8 and 9). In Hungary and in Poland, there
was increased polarization in the distribution. That is, in Hungary, both higher and lower groups
shared in the 7 percent decline of persons in the middle class. In Poland both the top and the bottom
shared in the small (3 percent) decline in the middle between 1987 and 1992.

While persons moved up and down the distribution, the total household, in contrast to
individual, income distribution did not move very much. The change in the fraction of households
in the 75 percent to 150 percent range was negligible in the Czech Republic and Poland and very
small in Hungary.

B. Comparable Levels of Inequality: OECD and Transition Countries

Estimates for the most recent year available in LIS suggest that the level of adjusted income
inequality for persons in the Czech and Slovak Republics is most similar to that found in the
Scandinavian economies while Hungary and Poland are similar to France, Canada, Australia, and
the United Kingdom (Table 7).'° Interestingly, Russia had the most unequal income distribution in

1992 of all countries for which we have LIS data in the 1980s and 1990s. When we impose a top
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code of ten times the median adjusted income in each country, the Russian Gini changes by a large
fraction while estimates in other countries change little, if at all.
C. Summary

It appears that there is a wider range of disposable income inequality in the five transition
countries, including Russia, than in the major and much richer OECD nations based on these
preliminary results. But it also appears that the trend toward greater inequality in these nations s,
so far, no greater than in the West. One final comparison can be drawn between East and West on
the topic of polarization. There is independent evidence in both the United States and the United
Kingdom suggesting that polarization has increased in these nations during the 1980s.!7 Similar
evidence was found here for Hungary and to a lesser extent in Poland. To the best of our knowledge,
no other Western nations have experienced similar changes in incomes during the 1980s and early

1990s.
V.  The Vulnerable Populations

A. The Old versus the Young

Vulnerable populations during severe economic changes tend to be those who have fewer
labor market skills or mobility such as children, the old, women, and those in single parent families.
Before the economic transitions, pensioners were relatively poorer than other groups in the three
countries studied. While children in all three countries lived in households that had approximately
the median income of the country, the elderly had only about 72 to 77 percent of the median
(Table 8). When the income status of these two groups (as measured by the ratio between median
income of the groups, regardless of living arrangements, and total median income) is compared
during the early years of the transition the economic status of children improved in Hungary, and

stayed about the same in Poland and the Czech Republic. Additionally, the income status of the
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elderly improved relative to the median in both Poland and the Czech Republic where pensions were
explicitly adjusted to protect them from the hyperinflation in the first years after the transition. This
resulted in the improvement of the incomes of the pensioners relative to other groups, including
children who generally lived in households where real incomes fell with the real wages of household
adults (Table 8).

The measurement of the vulnerable populations is particularly sensitive to the equivalence
scales used to adjust for family size. The former communist countries used a per capita equivalence
scale which ignores the economies of scale of the household as an economic unit. The per capita
equivalence scale tended to over adjust for children in the family and to make households with
children appear poorer than they might have been if they had used an equivalence séale such as one
used here. While the Central European countries that continue to use per capita income scales
estimate large rates of poverty, especially among children, those using equivalence scales, such as
the ones used here, estimate lower poverty rates, in particular lower rates of poverty among
children.'8

The one vulnerable household type is one parent families living on their own. These
households are relatively poorer than almost every household type, except perhaps single women
living alone in Western nations.!® But, unlike Western countries, these households only make up
only 3 to 4 percent of all households in the countries examined. Very few single parent families live
in separate households in Central Europe. They are much more likely to be found in extended
families that are counted as “Other households with children,” particularly in rural areas. These
“other” households make up 13 percent of all households in the Czech Republic and Poland, and 20
percent in Hungary. These “other” households with children had incomes that were quite close to
the median income before and after the transitions for both the Czech Republic and Hungary. In

Poland, these households had 92 percent of the median income in 1992,
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The income status of “other™ household types relative to the national median income changed
very little in the Czech Republic (Table 8). In Hungary relative income of households without
children declined; in Poland they improved. No obvious pattern of vﬁlnerability among different
household types is obvious across the countries. It suggests that the more disaggregated the data
become, the more unique the household transitions look in each country.

Children may have suffered in other terms however. Cornia argues that negative trends in
child welfare are apparent in preschool and secondary education, morbidity, low birth weight,
juvenile crime rates, and teenage pregnancy in Central European countries.?® Of course, negative
trends in many of these areas can also be found in Western nations during the 1980s and 1990s.
And, the decline in health status and mortality among the transition country populatibns was already
underway when the transitions began. However, we agree that one can argue that these are more
important indicators of children’s well-being than is income alone.

B. Urban versus Rural Populations

It is now clear that the urban populations have held a relative income advantage during the
Central European economic transitions. The household surveys used in this paper suggest that in
most cases the income status of the median young person and median elder person was better in the
capital city and region than outside the capital region in all three countries in the most recent survey
data. The variance in adjusted median income between the capital and the most rural regions was
least in the Czech Republic (no difference for children and 11 percent higher median income in the
capital for the elderly); and was the largest between Budapest and Eastern Hungary (36 percent
larger in Budapest for children and 26 percent larger for the elderly). Similar findings for Hungary
are reported by Toth and Férster.?' The regional differences in Poland were less severe than in
Hungary (26 percent higher for children and 17 percent higher for the elderly in Warsaw compared

to the South Eastern Region). Recent unemployment rates are consistently lower in the capital city
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than the country average as well (7 percent in Warsaw versus 15.5 in Poland as a whole; 0.2 in
Prague versus 3.5 in Czech Republic; 2.6 versus 8.5 in Hungary).22
C. Women versus Men

Because women earn lower wages than men in both Western and Central Europe, they are
also considered more vulnerable to economic transitions than male workers. The registered
unemployment rates are higher for women in the Czech Republic and Poland than men’s but they
are lower in Hungary.?* The labor force participation rates of both men and women have fallen in
all three countries, and in all three it has fallen more for women than for men.

Female headed households also do more poorly than their male headed counterparts. Female
headed single parent households and one person households both consistently have lower median
incomes. The most striking differences are in Poland where nearly 40 percent of single mothers have
less than 75 percent of the median income while single fathers have rates half as high. Elderly
women in one person households are perhaps the most vulnerable group having only about two-
thirds the income of their male peers. But single elderly women households are only about 4 percent
of the households in the three countries examined here.

D. Human Capital

One of the outcomes of the economic transition to a market economy is the decline of
demographic factors (age and household size) as explanatory variables in income distribution and
the increasing importance of human capital and occupation.?? Under the communist economies,
household income had been strongly correlated with age and household size (due to wages structure
based on seniority and very high labor force participation rates of women) and only weakly related
to education. But with the break down of the command economy, a much higher premium has been
placed on education and occupation in the Czech Republic. In Poland, education has a strongly

positive effect on the level of private sector income 25
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Low educational attainment is also correlated with persistent poverty in Hungary. Hungarian
households in which the head has less than a primary education constitute between 20-37 percent

of the poor but only 17 percent of the total population.2
VI. Household Consumption and Expenditure Trends

A. Durables Ownership

With substantial decreases in wages and employment since 1989, real decreases in
consumption were also expected. Since the beginning of the transition, however, consumer
consumption of durable goods has increased in every country and some of these changes have been
substantial (Table 9). In Poland, the percentage of households that own cars have increased by more
than one-third. While many of the cars are second hand, they still represent a substantial purchase.
The number of Polish worker households with video cassette recorders has increased substantially
from almost nothing in 1989 to more than 50 percent of the households headed by nonfarm workers
in 1992. Similar increases can be noted among Polish mixed (farmer-worker) households, and to
a lesser extent, among farmer households.

Central European consurmners were also increasing their purchases of other luxury durables
during the transition, with a marked increase in color televisions and a corresponding decrease in the
consumption of black and white televisions. Similar patterns of increased ownership of automobiles
and televisions were observed in Slovakia with most of the changes there occurring between 1991
and 1994. Smaller changes in ownership of most consumer durables were observed in the Czech
Republic and Hungary between 1989 and 1991.

These increases of nonessential durables tend to support the hypothesis that households have
mitigated some of the increases in individual poverty, inequality, and hardships. It also suggests that

households may be responding to high inflation rates by consuming durables and financing pent-up

-17-



demand from previous savings. Whether these patterns represent one-time purchases of previously
unavailable goods (such as color TVS, cars, and VCRs) or continuing patterns of sustainable
increased consumption must await additional data.

One strategy for coping with hardship during the transition is the liquidation of nonessential
assets.?” Thus, it is particularly interesting to note that in Hungary the number of consumer durables
in households without members in the labor force-—particularly including pensioners—increased
over this period. Polish and Slovak pensioners, with their real increases in pensions, also increased
substantially their consumption of cars, washing machines, and freezers. Czech consumption data,
when disaggregated by income, shows that while the lowest income population clearly consumes
less than the average in the country, especially families with children, pensioner hoﬁseholds tended
to increase their consumption of some non-necessities such as leisure goods.2?

Thus, many of the most vulnerable populations have been able to find the means to take
advantage of the increases in the availability of consumer goods since the transition. This
consumption data suggests that while real measured incomes may be declining for many people in
Central Europe, other adjustments may be happening at the household level that permit a real
increase in consumption of nonessential durables.

B. Housing

We also expected that the transition might lead to reduced consumption of housing. Rising
housing prices and falling incomes could have forced families to move in with one another,
producing rapid growth in “other” household types. But household crowding has not yet emerged
in the nations which we have studied. Living together continues due to both tradition (rural areas)
and necessity (single mothers, older women), but it is not rapidly increasing. Due to slow
deregulation of utility prices and abandonment of rights to flats by previous “state” owners, housing

costs remain reasonable in these nations, not rising above 15 percent to 20 percent of total
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expenses.?? For instance, in 1990 in the Czech Republic, most state (or local government) owned
apartments were restituted for free to the legal owners of 1947 or their successors. In fact, some of
the crowding found in central cities in Central Europe may be due to persons who voluntarily move
in with their families and split the cash rent paid on the dwelling of the mover.3 The fact that there
is a shortage of empty units is also noted by Gamer who reports that divorcees in the Czech Republic
often continue to live together until one partner finds a new partner and moves out.’! Thus, while
Central European housing is not always plentiful or luxurious, neither are increasing rents forcing

widespread evacuation of people from their homes.

VIl. Conclusion

The analysis above suggests that while the macro economies of Central Europe were
declining quite dramatically, the poverty rate of individuals increased only slightly; income
inequality of individuals using adjusted incomes increased more than the inequality among
households using unadjusted incomes; and children and the aged did not generally lose ground in
terms of reported incomes. In fact, the elderly increased their relative income positions in Poland
and in the Czech Republic. Moreover, consumption of nonessential durables actually increased on
average, while housing posts remained a modest share of income.,

Overall income inequality in the Czech and Slovak Republics in 1992 is still at or below that
found in the most equal societies in the West, i.e. those in Scandinavia. In Poland and Hungary,
income inequality is at the same level as is found in Australia, Canada, France, and the United
Kingdom. Only in Russia does one find very high levels of income inequality in the 1990s.

Several hypotheses about how Central European households are weathering the economic
storms in the last five years are hinted at in both the data and analyses made at LIS and by our

Central European colleagues:
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e All of the former state socialist countries had developed “second” economies to
compensate for the distribution problems and supply shortages under the centrally
planned economies. The organization of these informal economies did not disappear
when state socialism collapsed; they became the basis for the larger and now more
extensive informal economies of the nascent market economies. If the simulation of the
distribution of this newer informal economy in Hungary is correct, then it is in part
minimizing the effects of poverty in the lowest deciles at the same time as it is modestly
increasing overall income inequality.3?

*  Under state socialism the social and familial networks were very strong. This is reflected
in part in the different structure of households in central Europe compared with the
OECD countries. There are many more “other households™ which represent mainly
multi-generational extended families, a phenomenon common in Asia, but much rarer
in Western European and North American countries. Single parent households and
single elders living alone are rare in Central Europe because they live within larger
household units. Private transfers among the social and familial networks may be
helping to redistribute resources to minimize the economic poverty.3 |
*  The social safety net that was one of the foundations of the socialist political systems did
not disappear in 1989. In fact, the remnants of the system were explicitly used in the
Czech Republic and Poland to protect pensioners.* This is why their relative economic
status actually improved during the beginning of the transition. Sustainability of these
pensions is, however, in doubt.35.36
Other changes will tend to help mitigate the macro economic impacts at the household level
such as changing household structures and declining fertility rates. Also, the level of human capital
is high in Central Europe with educational attainment levels similar to the levels in Westemn Europe.
Human capital is becoming increasingly important relative to demographic variables in explaining
income levels in the Czech Republic, while other analyses suggest that similar situations exist in
other Central European nations. As rates of return to education increase in their economies in
transition, the substantial amount of human capital may help distribute broadly the rewards of
economic development.

The households of Central Europe are employing a number of strategies to minimize the

effects of the income decline in the macro economy. The economic transitions in Central Europe,
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however, are not yet over. One question will be whether the adaptations used in the short term for

acute problems are still successful if the problems of the transition become chronic.
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Table 1

Macro Economic Characteristics of the Transition Period

Czech
Republic Hungary Poland Slovakia
Growth of Real GDP (percent)’
1990 -1.2 -4.0 -11.6 -2.5
1991 -14.2 -10.7 «7.0 -11.2
1992 -6.4 -4.5 +2.6 -7.0
1993 -0.9 -0.9 +3.8 -4.1
Growth 1989-1993 -21.1 -19.8 -11.5 -24.8
1994 +2.6 +2.0 +5.0 +4.8
Real GDP Per Capita in 1992 U.S. Dollar Value $£7,700 $6,260 $5,010 $£6,450
As percent of the United States? 31.1 253 20.2 26.1
Annual Consumer Price Inflation (percent)’
1989 1.4 17.1 251.1° 1.3
1990 9.7 289 585.8 104
1991 56.6 35.0 70.3 61.2
1992 1.1 23.0 43.0 10.0
1993 20.8 225 353 23.2
1994 10.0 18.8 29.5 13.4
Growth of Total Employment (percent)!
1990 -1.0 -3.6 -4.2 -0.9
1991 -5.5 -7.8 -6.4 -7.9
1992 -2.6 -5.5 -4.2 -5.2
1993 -1.5 -6.6 -0.6 -2.8
Growth 1989-1993 -10.2 -21.5 -14.7 -15.8
1994 +1.2 -2.0 -1.6 0.0
Growth in Real Wages (percent)’
1989 0.8 0.8 11.6 14
1990 -5.5 -0.2 -27.4 «6.1
1991 -26.3 -3.7 0.2 «25.2
1992 10.3 1.7 -2.9 8.7
1993 3.6 0.4 -1.1 4.3
Growth 1989-1993 _ -19.1 -1.9 -22.0 «25.5
1994 6.5 50 1.9 2.6

Sources: 'Employment Observatory, Central and Eastern Europe #6, European Commission October 1994.
IWorld Bank, 1994.
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Table 3

Simulated Effects of the Informal
Economy on Hungarian Incomes" in 1992

Atkinson Decile Points?
Decile
Estimate Gini e=1 e=2 P, Py Ratio®
Actual Person Adjusted DPI' 282 433 272 54.4 182.6 3.37
Simulated Person Adjusted DPI
Informal Economy=15 percent® 276 118 210 65.8 207.5 3.15
Simulated Person Adjusted DP]
informal Economy=25 percent’ 274 115 .196 72.5 222.0 3.06

'All income measures use 1.00, .67, .33 equivalence scale and person weights.

2The decile points are the ratio of the 10th percentile person’s income to the median (P,o) multiplied by 100,
and the 90th percentile person’s income (Py,) to the median multiplied by 100.

3The decile ratio is the ratio of Py, 10 P,

4Assumes informal economy is 15 percent of disposable. See text for simulation details,

SAssumes informal economy is 25 percent of disposable. See text for simulation details.
Source: Authors’ simulation from Luxembourg Income Study.




Table 4

“Minimum™ Income in Central and Eastern European Countries

“Minimum” Income as a

Percent of Population Below

Country Year Percent of “Average” Income “Minimum® Income
Czechoslovakia 1980 42 8
1988 42 7
Czech Republic 1992 56 3
Hungary 1982 59 10
1987 53 13
1992 72 16
Poland 1982 44 20
1987 40 26
1992 64 30

Source: See Endnotes 3 and 13.




Table &

Distribution of All Households and Persons into Brackets

Defined by Percentage of Median income

(in percents)

From..Until Under..of 0-50 56-75 0-75 75-100 100-125 125-150 75-150 156-200 2?:’0::" All
Median Income m ) (3=1+2) 4 ) (6) (7=4+5+6)  (8) 0)) (10)
Czechoslovakia 1980, 1988, 19912 and The Czech Republic 1988, 1992 .
All Households, Unadjusted Income
Czechoslovakia 1980 21.2 13.2 344 15.7 19.9 15.2 50.8 1.7 31 100
1988 190.8 14.6 344 15.7 19.8 15.3 50.8 11.9 3.0 100
1991 12.3 14.2 26.5 274 15.8 9.3 52.5 9.8 11.1 100
Czech Republic 19838 19.7 15.0 347 15.3 194 155 50.2 12.3 28 100
1992 16.7 13.8 30.5 19.5 16.5 13.6 49.6 13.4 6.4 100
All Persons, Equivalent Income®
Czechosiovakia 1980 54 134 18.8 311 311 13.0 752 54 0.6 100
1988 35 14.3 17.8 322 312 13.1 76.5 5.2 0.5 100
1991 57 17.5 23.2 299 17.3 10.3 57.5 9.7 9.6 100
Czech Republic 1988 3.1 13.3 16.4 299 319 14.8 76.6 6.3 0.7 100
' 1692 6.9 9.5 16.4 17.7 19.3 17.9 549 19.1 2.7 100
Hungary 1987, 19927 —
All Households, Unadjusted Income
1987 17.7 15.9 336 16.4 15.2 113 429 12.9 10.6 100
1992 17.9 14.5 324 16.7 13.9 104 41.0 133 124 100
All Persons, Equivalent Income'
1987 36 18.4 22.0 28.0 203 113 59.6 10.9 7.5 100
1992 7.8 19.8 27.6 22.4 19.1 11.2 52.7 11.0 8.6 100
Poland 1987, 1990, 1992 T
Al Households, Unadjusted Income
1987 17.5 16.3 33.8 16.2 16.4 13.7 46.3 14.2 58 100
1990 17.3 16.7 340 © 159 14.8 12.0 42.7 14.1 9.1 100
1992 15.2 16.3 315 18.5 16.2 11.8 46.5 14.2 79 100
All Persons, Equivalent Income’
1987 43 202 24.5 255 218 13.9 61.2 11.2 31 100
1990 5.9 202 26.1 239 19.8 134 571 11.6 5.2 100
1992 6.3 19.0 25.3 24.7 20.2 13.4 58.3 11.3 5.2 100 |

'Uses 1.00, .66, .33 equivalence scale and petson weights,
*The Czechoslovakia 1991 and Hungary 1987 surveys differ from the 1980, 1988 Czechostovakian and 1992 Hungarian surveys. Thus, trends |

should be interpreted with caution.

Sources: Luxembourg Income Study and Endnote 3.




Table 6

Comparisons of Gini and Atkinson Measures of Income Inequality

for Households (Unadjusted Income) and for Persons (Adjusted Income)*

Gini Coefficient

Atkinson Measure

Household Person' Household Person'
_ e=1 e=2 e=1 e=2
Czechoslovakia 1980 278 .168 .145 314 .048 102
1988 290 .158 134 284 041 .086
Czech Republic 1988 .291 192 150 310 061 131
1992 320 210 .161 312 .078 .140
Slovak Repubtic 1992 .283 173 132 262 054 103
Hungary 1989 312 237 na na na na
1962 361 295 na na na na
Poland - 1987 .294 217 144 290 074 145
1990 325 .248 170 327 101 .186
1992 299 243 147 284 095 177

'Uses 1.00, .66, .33 equivalence scale and person weights.
Sources: Luxembourg Income Study and Endnote 3.




Table 7

Measures of Inequality in OECD Countries and in Transition Economies

Country Year Gini (1) Gini (2)

A. OECD Countries

Finland 1991 223 223
Austria 1982 228 227
Sweden 1992 229 229
Belgium 1992 230 230
Norway 1991 233 232
Luxembourg 1985 238 238
Germany (West) 1984 250 248
Netherlands 1991 254 . .254
Italy 1961 255 255
Denmark ' 1987 257 256
Canada 1991 286 284
France 1934 296 291
Spain 1990 308 306
Australia 1989 301 304
United Kingdom 1986 304 302
Switzerland 1982 323 302
Ireland 1987 330 326
United States 1991 343 342
B. Transition Countries

Czech Republic 1992 .189 .188
Stovak Republic 1992 208 204
Hungary 1991 289 286
Poland 1992 291 289
Russia 1992 437 383

Gini (1)=Gini coefficient for equivalent disposabie income (EI) where EI=DPU/SE. §

person weighted.

Gini (2)=Gini (1) top coded at 10 times median disposable income,

Sources: Luxembourg Income Study and Endnote 10.

=family size, E=.5,




€ djoupuqy pue Apnjg swWodu| Jinoquisxn~ :32In0S

9dwes ur maj oo, 1=,

"J3A0 10 (9 33E pedy © tpim spjoyasnoy uosiad om) J0 aUO 10§ are Sajewiliss puejod,
0661 Pue £86] u! puejag ul J3pun pue 9| Se pauiap alam upIy,
"aW0dul jusfeAinba ueipaw jeuoneu o) dnosd jo swosul JuajeAinba ueipaw jo oney,

Ll v6'0 sLo LLo L pL'0 18°0 tl $8°0 o 09 1340 AlIapjq
b- r6'0 660 36°0 ]| 31’1 00°| £ 1071 860 §1 13pun uaIpiy
Sjenplagpug
s- 680 v6'0 6L0 9 $8°0 6L°0 ¢- 860 €01 B0
211 $L°0 eu L L80 080 pioyssnoy uosiad om |,
N 880 L0 L0 - 090 Lo Ll SLO 80 Pioyasnoy uosiad sug
09 33y 4240 PEIH YA SpjOyasnoy
9- Gl 91°1 L1y Li- 160 80°1 - (AN 911 UIP{IY2 noynm spjoyasnoy 1ayiQ
eu 60 BU eu [4 001 86'0 s £0'l 80§ UIPIIY2 Yiim spjoyasnoy 30
$ $80 080 L0 . . . z 380 980 safjiuey Jwared auQ
¢ il 96°0 660 6l ST 90°1 4 ol 10°1 UIPHYD i sajdno)
Ll (4N sl a4 ve- v6'0 g1l 6- £l <l UIPIYD 1n0tpim S3jdno)
44 L $6'0 960 I1t- L8380 80°1 L- 860 §0l Ployasnoy uosiad 2uQ
09 33y 1apuy) pEIH Yii# sployasnoy
T661-L861 oGl 0661 L861] 7661-L861 266 L861 661-8861  T661 8861 2dA 1 poyasnopy
oney joney awoou) oney L0NEY 2wodu| opey joNnEY Iwodu)
ug 23ury)) w J3uey) u 23uey)
puejoyg Aseduny nqaday yaaz)

ue|pal jeuonieN o} awoodu| yJusjeainb3 ueipajy dnous jo oney

g 3lqe]




£ S10upuy 225 :$32IN0g
s12up-uids sapnjouy,
JIZ3 \PIM Jojesddiyay,
'S1IZ32) SIpRjou],
"pafojduraun pa13)51321 oy pue saakopdiud sapnpau I

139 it 6¢ Fa) Ll ] ¥9 € 0 LE 6T 6T £T OF T 0L (39 9l 6l ir 0§ »381 o4 Jysem sIGI0D
snewony
8 1§11 #l | € S v i€ 8l (42A)
191039y oapip
89 Le SE 627 Sl L ¥ 6 81 9 f£f (5 yf 9l 6 £ ot 8¢ 1T L' B 4 4 az3e13-daq
L8 114 9] 98 9 L Y LA | 101 10§ 66 9 96 ¥6 ool joI 66 66 t0l  +01 071 ol Jojesadujay
6 8 14 6F ¥9 L9 99 iy 69 L9 66 €L b6 8¢ ve 6t 8L 9 9 Ly L9 FEl 1€t YA @ Yoelg
s8 €S LE 139 8¢ £l I8 £ 8C €9 1T e 0T £S 1T 16 is It 9 19 10100
LLl ]| gol ool 76 o8 Ll ¥6 LOL ZEl 01 T PEL MK Sl oLl 6Tl o1 Lol €1 82l UoISIANa ]
19 1§ 15 6l Ll 6 [49 v r o 8 T of Si & b4 1€ 14 T4 ¢ ¥ 19 a9 "3
b661 1661 8861 P66l 1661 8861 P66l 1661 8861 661 G861 661 GBGI 661  O8GI 2661 686) 1661 o6B61 [66] 6861 1660 686l
PIOyIsno] plogasnog Ployasnopy PIOYISAO)] ploqasnol Ployasnof] ployasnol]  udnE)ndog  wope(ndog uopERdog
PIpPEIl JIwte PAPEIL JAU0ISUIY Papeag] 43xya044 Ao papeay papeay Papeay AAdBU| MNPy 0]
~auae ey JIUOISUDJ NE) STLYTY
ayqnday NeAGlS puejog Auduny Adjgnday Yz

SP|OYasnoy g0} Jad SPooY a|qeIn( JBWNSUOY JO ¥I0IS

6 a|qel






