EC330

UNIVERSITY OF ESSEX

DEPARTMENT OF ECONOMICS

Session 2004-2005
Spring Term

Alastair McAuley & Alexander Mihailov

EC330  Economics of Transition in Eastern Europe  

Lecture 14  Poverty and Welfare in Transition:  Russia and the CIS

1. Introduction
1.1. Preamble:  A decade or more of economic reform has substantially transformed social relations in the countries that emerged from the former Soviet Union:

a. There have been more or less radical changes in the labour market:

i. The structure of employment has changed: 

1.  there has been a decline in employment in industry—and in heavy industry in particular;

2. There has been an increase in employment in the services sector.

ii. There has been a decline in employment overall—and a sharp increase in unemployment.

b. There have been significant changes in the level and distribution of welfare enjoyed by the population:

i. Poverty has increased;

ii. So has inequality.

c. The old (socialist) welfare state has collapsed and, although some progress has been made, the government has not yet succeeded in providing a social safety net designed to protect the population from the range of new risks to which it is now exposed.

1.2. It is possible to distinguish three phases to the welfare policies pursued in Russia—and in most of the so-called successor states of the USSR:

a. In the first two or three years after 1991, separation was not complete; 

i.  In particular, the CIS was characterised by a single currency and twelve central banks.

ii. This is a recipe for disaster—high and possibly accelerating rates of inflation, escalating budget deficits and so on.

iii. Against this macro-economic and institutional background, the government failed to deliver any effective social protection.  Both social insurance and health care systems collapsed.  Poverty mushroomed.

iv. In many states, the situation was made worse by civil (or inter-state) war.

b. By about 1994 or 1995, the initial confusion of the extent of institutional separation had been resolved.

i. Each state had its own central bank and most had introduced separate currencies.  Most had established a full range of financial and fiscal institutions—although there were doubts about the way in which many of these operated.

ii. Governments in most states not disrupted by military action had made a start on introducing a reformed and market-oriented welfare state—with advice and assistance from a variety of international agencies.

iii. As a result, in many states the process of economic decline was halted—or at least was slowed down.  In some, growth even resumed.

c. In Russia, stabilisation and adjustment was interrupted by the financial crisis of 1998.  By contagion, the Russian financial crisis of 1998 had adverse effects on the performance of many other CIS states.

i. In Russia, the last quarter of 1998 was characterised by a further sharp fall in real incomes;

ii. Household suffered a further erosion in the value of their savings;

iii. There was a recurrence of high inflation;  prices rose by 138 percent between August and September 1998—and by 184 percent for the year as a whole (December 1998:  December 1997)

iv. But the substantial devaluation in the ruble provided a degree of protection for domestic manufacturing and in 1999 and subsequently, we observe growth in output, employment and incomes.

1.3. The experience of most CIS countries is similar.  As a consequence, I shall concentrate on Russia and Russia’s experience of transition in this lecture.  Formally, today’s lecture is organised as follows:

a. Section 2 describes the structure of earnings and incomes;

b. Section 3 deals with inequality and poverty.

c. Section 4, finally deals with social transfers and how the Soviet welfare state was transformed.

2. The Structure, Level and Differentiation of Personal Income
2.1. Changes in the level of earnings and incomes in Russia since the collapse of the planned economy are reported in Table 1:

a. As far as real earnings are concerned:

i. Between 1991 and 1995, they declined by about two thirds;

ii. Between 1995 and 1997, they increased by about a fifth;

iii. In 1998, the declined by about a third;

iv. Since 1998, they have increased by about three quarters.

v. As a result, in 2002 they were less than half of what they had been in 1991.

b. The situation as far as per capita real income is concerned was not quite as disastrous:

i. Between 1991 and 1995, real incomes declined by somewhat more than a half;

ii. Between 1995 and 1997 they increased by a third;

iii. In 1998, real incomes declined by a third;

iv. Between 1998 and 2002, they increased by approximately a third.

v. As a result, in 2002, real per capita money income was between half and three fifths of what it had been in 1991.

2.2. In Table 2, I record changes in the structure of personal income between 1991 and 2001:

a. Again the table records the decline in the importance of wages as a source of incomes;

b. Note, also the emergence of income from property and entrepreneurial activity.

c. Finally, note the collapse of the welfare state—that is the fall in the real value of social transfers.

3. Inequality and Poverty in Russia
3.1. Table 3 describes changes in the distribution of money income over the decade or so since the collapse of socialism in Russia:

a. Notice that almost immediately, the share of income accruing to the lowest quintile declined by about a half—and has remained approximately the same ever since;

b. Similarly the share of income accruing to the second quintile declined by about a third in 1992; it has declined further—if only marginally—in the following decade.

c. The third quintile experienced a small decline in its share in 1992;  by 2002 it had experienced a further fifteen percent or so decline.

d. The fourth quintile initially gained; but by 2002 enjoyed the same share of total income that it had had in 1991;

e. Finally, the richest fifth of the population has seen its share of total income increase by about a half!

f. As a result, there has been a sharp increase in inequality as measured by the Gini coefficient:  it has risen from 26 percent to as much as 39.8 percent.

3.2. These figures indicate that 

a. The working classes—the bottom three quintiles—have experienced a deterioration in their position—the deterioration has been worst for the unskilled—those with the lowest incomes.

b. The middle class—the fourth quintile—has preserved its relative position;  or, alternatively, one could say that it has improved its position vis-à-vis the working classes but  lost out relative to the rich.

c. It is the rich—upper bourgeoisie and property owners—that have been the real beneficiaries of transition.

3.3. The incidence of poverty is reported in Table 4.

a. The measurement of poverty is surrounded with difficulty—and confusion.  This explains the range of different estimates givwen in the table.

b. Simplifying, we suggest:

i. Poverty increased sharply in 1992—and continued to increase until 1995;

ii. Between 1995 and 1998, it declined—but remained relatively high.

iii. There was a sharp increase in poverty in 1998-99;

iv. It has declined only slowly in recent years

v. Throughout the decade some 20-33 percent of the population was classified as poor;  in the crisis years of 1998-99 it may have risen to affect between a third and a half of the population!

4. Social Transfers
4.1. The Soviet welfare state involved

a. The provision of a range of services either free of charge or at subsidised prices.  These included education, healthcare and housing. 

b. It also included a range of social insurance payments.

c. Many of these were provided through the recipient’s place of work.

4.2. With transition the state was forced to:

a. Reconsider how far it was prepared to continue to provide such services free of charge—or subsidised.  Or whether it was not more appropriate to allow such services to be provided through the market:

i. Under pressure of budgetary stringency, in Russia as in many other CIS countries, the market has come to play an ever-greater role in both housing and healthcare.  It also plays some part in the provision of educational services.

ii. These trends have been encouraged by IFIs.

b. For those services that it was prepared to continue to supply free of charge it had to decide how they should be delivered—and in particular how to replace the enterprise as the channel of delivery

4.3. For social insurance payments:

a. The authorities had to decide whether to extend the range of risks covered—and, specifically, whether to introduce unemployment compensation;

b. To decide whether to modify the terms on which social assistance was provided

c. To adjust the amounts provided in the face of rapid inflation and the constraints imposed by the budget.

4.4. Table 5 Reports the value of social transfers over the decade of the 1990s.

a. Note that the share of socials transfers in GDP increased by about four fifths in the period covered by the table.

b. The increase as a percent of aggregate money income was much more modest—indicating a significant monetisation of GDP over the decade.

c. Despite the increase, however, transfers amounted to less than 10 percent of GDP in 2001 (and little mope than 15 percent of aggregate money income.)

4.5. I do not have figures on state expenditure on such services as health care, education or housing.

4.6. In 2004, the government decided to commute/convert a range of l’goty, privileges, (like free urban transport for the elderly) to additional cash payments.  This caused substantial social protest as their beneficiaries believed that they were being short-changed—the value of the privileges was, in their opinion, far greater that the cash equivalent that they were offered.

Table 1 Changes in Real and Nominal Earnings and Money Incomes

Russian Federation, 1992-2002, (December)*
	
	1991 
	1992 
	1993


	1994


	1995 
	1996I
	1997 
	1998 

	1999


	2000


	2001


	2002

	1.Average Earnings in current prices (rubles)
	1200
	16070
	141200
	354200
	735500
	1017000
	1215000
	1482
	2283
	33025
	3511
	5868

	Dec 1991=1
	1
	13,39
	117,67
	295,8
	612,9
	847,5
	1012,5
	1235
	1902,5
	2521
	3578
	44648

	2. Real Earnings (1991 prices) rubles
	1200
	617
	577
	453
	408
	436
	494
	327
	370
	407
	488
	551

	As % of 1991
	100
	  51,4
	  48
	  37,7
	  34
	 36,4
	 41,2
	 27,3
	  30,8
	33,9
	40,6
	45,8

	3.Average per capita money income (current prices) rubles
	870 
	9870 
	119700
	195100
	716500
	1036900
	1270000
	1676
	2524
	3118
	4025
	5381

	Dec 1991=1
	1
	11,3
	137,6
	454,1
	823,6
	1192
	1460
	1926
	2901
	3584
	4626
	5727

	4. Real money Income (1991 prices)

rubles
	870
	380 
	489
	504
	397
	472 
	516,5
	370
	407,8
	419
	456
	491

	As % of 1991
	100
	43,7
	56,1
	57,9
	45,7
	54,3
	59,4
	42,5
	46,9
	48,3
	52,4
	56,4

	5.Consumer Price Index (CPI) (1991=1)
	1,0
	26,05
	244,9
	784
	1803
	2196
	2459
	4534
	6189
	7440
	8824
	10156

	5.1.CPI  adjusted for redenomination of the ruble in 1998
	1,0
	
	
	
	
	
	
	4,53
	6,19
	7,44
	8,82
	10,16

	5.2.CPI as percent of previous period
	100
	2604
	941
	320
	230
	122
	112
	184
	137
	120
	119
	115,1


· Calculated from Sotsial’no-ekonomicheskoe polozhenie Rossii December issues 1991-2000 and November 2001;  section Tseny i Uroven’ Zhizni

Table 2 Basic Forms of Personal Income

  (in real terms)

	
	1991
	1996
	1997
	1998
	1999
	2000
	2001

	
	As a percent of the preceding year 

	Wages including hidden (officially uncounted) earnings 
	

94,7
	

106,6
	

106,2
	

81,7
	

88,2
	

103,5
	119,1

	Income from Entrepreneurial Activity 
	
128,1
	
80,6
	
101,0
	
97,0
	
75,5
	
139,2
	95,0

	Social Transfers 
	128,7
	107,4
	112,8
	75,8
	86,5
	119,6
	127,4

	Income from Property 
	596,8
	82,9
	113,8
	80,6
	114,9
	108,3
	97,8

	
	As a percent of 1991 

	Wages including hidden (officially uncounted) earnings
	

100
	

61,1
	

64,8
	

53,0
	

46,7
	

48,4
	55,7

	Income from Entrepreneurial Activity
	
100
	
182,9
	
184,7
	
179,1
	
135,3
	
188,3
	128,5

	Social Transfers
	100
	49,1
	55,4
	42,0
	36,3
	43,4
	46,2

	Income from Property
	100
	23,9
	27,3
	22,0
	25,2
	27,3
	24,6


Source:  Sotsial’no-ekonomicheskoe polozhenie I uroven’ zhizni naselenia Rossii  Goskomstat Rossii ;  Moscow, 2001 ;  p. 105

Table 3  The Distribution of Total Money Income, Coefficients of Differentiation and Concentration of Income, 1991-2002
 

(percent)

	
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999


	2000
	2001
	2002

	Total Money Income
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100

	First Quintile (with lowest incomes)
	11.9
	6.0
	5.8
	5.3
	5.5
	6.2
	5.9
	6.0
	6.1
	6.0
	5,9
	5,6

	Second
	15.8
	11.6
	11.1
	10.2
	10.2
	10.7
	10.2
	10.4
	10.4
	10.4
	10,4
	10,4

	Third
	18.8
	17.6
	16.7
	15.2
	15.0
	15.1
	14.8
	14.8
	14,7
	14.8
	15,0
	15,4

	Fourth
	22.8
	26.5
	24.8
	23.0
	22.4
	21.6
	21.6
	21.2
	20.9
	21.2
	21,7
	22,8

	Fifth (with highest incomes)
	30.7
	38.3
	41.6
	46.3
	46.9
	46.4
	47.5
	47.6
	47.9
	47.6
	47,0
	45,8

	Decile Coefficient of Differentiation
	4.5
	8.0
	11.2
	15.1
	13.5
	13.0
	13.5
	13.8
	14.0
	13.8
	13,8
	14,0

	Gini Coefficient
	0.260
	0.289
	0.398
	0.409
	0.381
	0.387
	0.401
	0.399
	0.400
	0.399
	0,396
	0,398


Source:  Rossiiskii statisticheskii ezhegodnik  Goskomstat Rossii, Moscow, 2000;  p. 187

Sotsial’no-ekonomicheskoe polozhenie I uroven’ zhizni naselenia Rossii  Goskomstat Rossii ;  Moscow, 2002 ;  p. 130.

Rossia v tsifrakh, 2003:  kratkii statisticheskii sbornik.  Goskomstat Rossii, Moscow, 2003;  p. 99, 106..
Table 4.1 

Table 4 Share of the Population with Incomes less than the Subsistence Level  (percent,  average numbers per month):

Comparison of Various Sources 

	
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001



	According to Goskomstat RF—based on the balance of money income and expenditure(average, per year)
	-
	-
	22.4
	24.7
	22.0
	20.3
	23.3
	28.4
	29.1
	27.6

	According to household budget survey, using money income (average per year)

Of which:

Urban residents

Rural residents
	33.5
	31.5
	
	42.0
	34.5
	35.9
	47.9 

41.7

65.0 
	59.3

54.3

73.1
	49.3

43.5

65.1
	-

	According to household budget survey, using  disposable resources

Of which:

Urban residents

Rural residents
	
	
	
	
	
	32.1
	37.8

34.6 

46.7
	50.2

47.7

56.8
	40.0

37.0

48.1
	-

	  According to RLMS data
	
	  11.1 Sept.
	 13.1  Nov.       
	 17.2 Dec.
	29.5 

Oct. 
	  36.3 

Oct.
	  39.0

Oct.
	
	28.8

Oct.
	18.9

Oct.


Sources:  Uroven’ zhizni naselenia Rossii  Goskomstat Rossii., Moscow, 1996;  Osnovnye pokazateli sotsial’no ekonomicheskoe polozhenia za ianvar’-avgust 1999  Moscow, 1999.  Rossia v tsifrakh  Moscow 1999.  Monitoring sotsial’noekonomicheskogo potentsiala semei  Ministerstvo sotsial’noi zashchity naselenia RF and Goskomstat RF,  Moscow, 1996.  Rossia 2000  Goskomstat RF, 2000;  p. 51

Table 5 Social Transfers

	
	1992
	1995
	1996
	1997
	1998
	1999
	2000
	2001

	Social Transfers—Total

Trillion Rubles (1998—billion)
	1.0
	119.5
	189.6
	245.5
	237.7
	381.4
	551.1
	808.3

	Share of Social Transfers in GDP (%)
	5.3
	7.5
	8.8
	9.9
	8.7
	8.0
	7.5
	8,9

	In aggregate money income
	14.3
	13.1
	14.0
	14.8
	13.5
	13.4
	13.9
	15,3

	Change in Social Transfers
, as % of previous year


	45.8
	81.3
	107.4
	112.8
	75.8
	86.4
	119.6
	120,7


Sources:  .Sotsial’noe polozhenie i uroven’ zhizni naselenia Rossii Goskomstat Rossii, Moscow;  p. 154, 214.

3).Sotsial’no-ekonomicheskoe polozhenie I uroven’ zhizni naselenia Rossii  Goskomstat Rossii ;  Moscow, 2002 ;  p. 159

�In this year the ruble was reformed:  1 new ruble = 1000 old rubles.


� For 1996-99 the estimates were adjusted in 2000 as a result of changes to the methodology used to derive the estimates.


� Includes pensions, allowances, stipends, payments on insurance claims and other payments in cash.


� Corrected for changes in consumers’ prices.
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