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1. Introduction
1.1. Preamble:  in the last lecture I described the impact of transition on the living standards and, more generally, the economic welfare of the population of Russia and the so-called CIS.  In today’s lecture I attempt to do the same for those living in Central and Eastern Europe.

a. In general, the experience of East Europeans has not been as distressing as that of those who live in the CIS:

i. With some exceptions, income has not fallen as far and inequality has not increased as much.  In consequence, poverty rates have not been as high;

ii. Economic growth has resumed sooner—and in some countries, GDP per capita is now greater that it was in 1989—although no country has yet regained the level of welfare that it would have done had it remained on the pre-transition growth path.  (But this is a false comparison.  All the evidence suggests that the pre-collapse growth path was not sustainable.)

b. There has been a difference between the experience of the populations of the (mainly) Central European countries that will join the European Union in May 2004 and those of the rest of Eastern Europe:

i. The Central European accession countries in general enjoyed higher per capita GDP under socialism.  They experienced a smaller transition recession, characterised by lower inflation.

ii. The East European—and particularly the Balkan—states had a lower per capita GDP before transition; they experienced a more troubled transition—characterised by greater political instability, higher inflation and often more or less extended periods of military conflict.

c. The social situation in Central European and pre-accession states does have its dark side however.:

i. In Hungary, Slovakia and the Czech Republic, there have always been significant Roma minorities.  Under communism, they were subject to policies of more or less forced assimilation.  While this certainly infringed their human rights, it did lead to improved levels of social inclusion.  Since the collapse of socialist central planning, there has been a recrudescence of social discrimination, resulting in increased levels of poverty and social exclusion.

ii. In the Baltic States, there is a different problem.  Under Soviet control these regions experienced substantial in-migration, particularly of Russians, who now constitute a substantial minority of the population in Latvia and Estonia.  (In Lithuania the problem is much less acute.)  The titular nationalities in these states fear that their cultural identity will be eroded if not destroyed.  Successive governments have adopted more or less blatant forms of social discrimination against this Russian minority.  Such polices continue to give rise to social friction and political tension.

1.2. It is clearly not possible to provide a detailed account of changes in the social policies of thirteen separate states and to assess their impact upon the economic welfare of the population in a single lecture.  So what I propose to do in this lecture is:

a. To provide a brief overview of the impact of transition on health, education and welfare in Central and Eastern Europe.  This will be based primarily on EBRD Transition Report 1999:  ten years of transition;
b. To consider in more detail the experience of Poland—the largest of the pre-accession countries and one where the process of transition has been most successful.  This will be based on S Golinowska “Poverty in Poland:  causes, measures, studies” in Miriam Beblo et al. Poverty Dynamics in Poland:  selected quantitative analyses, CASE, Warsaw, 2002.  [This can be downloaded either from the CASE website or from that of ZEW, Mannheim.]  I also make use of the Joint Memorandum on Social Inclusion of Poland  agreed by the Polish Government and the EU Commissioner for Labour and Social Affairs in December 2003—which can be found on the website of that DG.  Those interested may consult the Joint Inclusion Memoranda of other Pre-accession countries, which may be found at the same place.

2. Social Development in Transition
2.1. In this section of the paper, I consider the impact of transition on the health, the education and the welfare of the populations of the countries of Central and Eastern Europe.

2.2. Health in Transition:  perhaps the most basic and synthetic indicator of the health of a population is life expectancy at birth.  This is the indicator on which I will focus:

a. Before the collapse of socialism, life expectancy in the region compared favourably with that in market economies at similar income levels.

b. Since 1989, there have been divergent trends in this indicator in countries in the region

i. In five Central European states (the Czech Republic, Hungary, Poland, Slovakia and Slovenia)—all pre-accession countries—life expectancy increased after 1989 and, in 1999 was on average equal to 73 years.

ii. In other East European (or, rather, Balkan) states, life expectancy remained more or less unchanged in the ten years after the collapse of the communist system.

iii. In the three Baltic states, however, as in Russia, life expectancy declined precipitously in the first four years after transition.  It has recovered partially since then.

c. A major factor in explaining these divergent trends is changes in adult male mortality rates:

i. These appear to have been due to a rising incidence cardiovascular diseases, accidents and violence.

ii. The concentration of so-called excess deaths in these categories, suggests that increased male mortality is better explained by psychological stress than by changes in dietary habits or reduced calorie intake by the poor.

iii. It also appears that increased alcohol consumption has played a role—particularly in western areas of the CIS.

d. None of the existing studies finds that the declining quality of health services has had a significant impact on mortality rates—although its effects on the well-being of those in need of medical treatment may have been substantial.

2.3. Education in Transition:  Education of children is vital for individual well-being and economic performance.  This is particularly true in post-industrial societies where the emphasis is on the development of knowledge-based economies.

a. Centrally planned economies provided:

i. An extensive and broadly based educational system—but one which may not have prepared its graduates for the more demanding and skilled jobs in post-industrial and market economies.

ii. An extensive system of crèches and kindergartens.  The objective of these was probably more to free women to take jobs in industry rather than to develop the cognitive skills of children.  But they also probably contributed to this as well.

b. Transition has increased disparities in access to quality education

i. Universal provision of basic education has been eroded in some countries;

ii. Greater selectivity and competition for access to facilities has favoured talented children—and those of more affluent parents—at the expense of children of the poor.

c. Figures (given in Transition Report 1999, p. 15) show that:

i. In Central Europe, enrolments among children aged 7-15 years have increased;

ii. In both the Baltic states and in South-eastern Europe, they declined between 1989 and 1993 or 1994;  since then they have increased—but, by 1999 had not yet regained the levels of 1989.

2.4. Poverty and Inequality in Transition
a. Transition has been accompanied by an increase in the numbers in poverty in almost every country in Central and Eastern Europe—although increases have not been as great as in countries of the CIS.

b. Parallel to the rise in poverty, there has been a rise in inequality:

i. This increase has been marked in the Balkan states and in much of the CIS;

ii. It has been more moderate in Central Europe.

c. The poor are disproportionately to be found among households with many children, those headed by single parents and those dependent on state benefits; although it should be pointed out that state benefits in the Czech and Slovak republics have generally been uprated sufficiently frequently to keep most pensioners out of poverty—and to contain the rise in income inequality more generally.

3. Poverty in Poland
3.1. As a result of transition, the Polish economy has become much more open.  It has thus become subject to some of the same shocks as the economies of Western Europe.

a. Globalisation has resulted in the shifting of many jobs—particularly those in manufacturing—to countries in the third world; this process has been intensified by the effects of technical change, particularly the absorption of IT.

b. Structural change in the economy—the decline of manufacturing, the growth of services and the impoverishment of self-employed farmers—has had an impact on the labour market:

i. There has been a decline in the proportion of the labour force, who are employed.  This has particularly affected women; now the female participation rate is only 46 percent!

ii. The growth in the services sector has resulted from:

1. the emergence of demand for skilled professionals—lawyers, accountants, marketing specialists and so on;

2. the growth of demand for those willing to undertake what are called Macjobs!

iii. In the unskilled services sector particularly, there has been a growth in employment insecurity:  jobs last for a limited time; they may not guarantee superannuation payments—or other features of a regular labour contract.

c. These changes have happened more rapidly in transition economies like Poland than in the countries of Western Europe.  They are therefore more socially disruptive.

3.2. These developments have taken place in a formerly planned economy with a certain legacy.

a. Golinowska identifies three features of that legacy that, she argues have contributed to the growth of poverty in post-transition Poland:

i. Disparities in living standards between rural and urban areas;

ii. Strong regional disparities;

iii. Low educational level of the workforce—and low adaptability of segments of it.

b. Rural-Urban Disparities:  Communists were always biased against the peasantry—and hence tended to under-rate improvements in agriculture.  This was reinforced in Poland’s case by the failure of the regime’s collectivisation programme after 1956.

i. For a time, output per man in Polish agriculture was higher than elsewhere in the region, but by about 1970, agricultural productivity in Poland began to fall behind that in countries like Hungary;

ii. This was due to the common features of a peasant agriculture:  small holdings and lack of capital—modern machinery.

iii. In the immediate post transition period, favourable movements in relative prices meant that Polish farmers enjoyed a period of relative affluence, but underlying structural weaknesses have reasserted themselves and farm incomes are now only 70 percent of those of urban employees.

c. Regional Disparities:  are due to Poland’s complex geo-political history:  at the end of the Second World War, Stalin annexed a part of eastern Poland and compensated her with areas of East Prussia.  In these areas the level of development was significantly higher than in so-called Congress Poland.)  Communist planning never adequately corrected the disparities.

d. Educational Achievement:  Poland’s educational system under the communists was designed to produce manpower for its still basically Fordist manufacturing industry.

i. By the 1970s, however, in much of Western Europe Fordist manufacturing was being transferred to the third world.  Education systems were set a new task:  preparation of the labour force for a post-industrial (knowledge-based) economy.

ii. This change has occurred in Poland only in the 1990s; the educational system has still not adjusted to its new role.  It is till preparing children for an economic role that is in ther process of disappearing.  This is particularly true of vocational schools where up to a third of children are educated.

3.3. The failure of the social system—or of social policy—to adapt to structural change in the economy and the labour market has implications for the growth of poverty:

a. Since about 1994, the number of people engaged in agriculture has increased—as those squeezed out of employment in manufacturing have returned to their family’s holdings.  That is, the farms have acted as “storerooms for people who could not find jobs outside agriculture.” (Golinowska, p. 15.)

i. Increased competition from a more productive European agriculture has led to declining prices for foodstuffs.  This has contributed to an increase in rural poverty in Poland;

ii. The impact of declining prices has been reinforced by the growth in the labour force mentioned above.

b. Restructuring and technological change

i. Has led to increases in labour productivity in manufacturing and hence to growth in output accompanied by a decline in employment;

1. Those squeezed out have been women, the less well-educated and those over the age of 45;

2. For those who remain, terms and conditions of employment have deteriorated.

3. Those who retrain their jobs have shown a reluctance to move—with the result that unemployment among the young reaches 40 percent and more!

ii. A growth in insecure so-called macjobs in the services sector;

iii. A growth in upper professional jobs for those with appropriate skills—and education.  This is brought out in Table 1 (taken from Golinowska Table 1.4).

c. Chart 1 (taken from Golinowska p.31) shows how the incidence of poverty according to various indicators/concepts has evolved over the last decade or so.  Crudely speaking, most measures show little change since 1994.

d. Table 2 (Golinowska Table 1.9) shows how the incidence of poverty in Poland compared with that in other Central European countries in 1993-1996;

i. Relative poverty was far higher in Poland than in either the Czech republic or Slovakia and somewhat higher than in Hungary.

ii. But it was significantly lower in Poland than Romania, the Baltic Republics or the western parts of the CIS.

e. Finally, Table 3 (Golinowska Table 1.13) shows that those most at risk of poverty in Poland as in much of the rest of the region are families with several children, those on state benefits and those in unskilled jobs.
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