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1. Introduction
1.1. Preamble:  In May 2004, eight former planned economies will join the European Union.  Since one of the Copenhagen criteria for accession was that new members should have a market economy, it might be asked whether there is now anything special or different about the transition economies?  Or has the process of transition been completed?

a. This is a question asked by Gros and Suhrcke [D Gros and M Suhrcke Ten Years After:  what is special about transition countries (Working Paper 56) European Bank for Reconstruction and Development, London, August 2000]

b. They argue that many features of market economies are related to their level of development.  But, if transition economies are different—in that they continue to show traces of their past as planned economies—there should be a significant coefficient on a “dummy variable”.

c. They suggest that there are (at least) three ways in which former socialist planned economies might differ from ordinary market economies:

i. Hypertrophy of industry;

ii. Over-commitment to investment—in both physical and human capital;

iii. Underdevelopment of financial system

d. They test their hypotheses by regressing proxy variables for industrial structure, the development of the financial system and past levels of investment on GDP (and GDP-squared because they suggest that the relationship might be non-linear) and a series of dummies:

i. They include three dummies for Central Europe, South East Europe (the Balkans) and the CIS;

ii. They also include a dummy for ASEAN countries.

iii. They use data for some 140 countries relating to the mid 1990s.

e. The results tend to confirm their hypotheses:

i. In terms of employment if not in value added, all three groups of transition economies reveal a significantly higher share of employment in industry than might be expected given their levels of GDP per capita.

ii. In terms of both hard-covered roads and the extent/density of the rail network (long-lived capital investment) all three groups of transition countries reveal a significantly higher level of past investment than would be expected given their level of income.  [But this may be because their level of GDP per capita is seriously depressed as a result of the so-called transitional recession!]

iii. A similar result also pertains to both gross secondary school and tertiary enrolments.  [This conflicts with the EBRD’s estimates of primary school enrolments in rural areas of the CIS.]

iv. There is evidence that the financial system in the CIS is under-developed.

f. Thus, we may conclude that, at least in the second half of the 1990s

i. Transition economies still differed from market economies at similar levels of development;

ii. Those in the CIS were more different than those in Central and Eastern Europe.

1.2. Lecture Outline  In the rest of today’s lecture I would like to do three things:

a. Section 2 will attempt to situate the countries of the CIS relative to other LDCs—using a crude classification taken from the World Bank.

b. Section 3 will provide evidence of poverty, inequality and the quality of life in different CIS countries.

c. Sections 4 & 5 will attempt to answer the question:  how far does the situation  in CIS states reflect their Soviet inheritance and how far is it a consequence of post-Soviet policies.  (Here I will focus on Central Asia.)

2. The CIS and the World
2.1. The World Bank classifies countries into three groups:

a. Low income countries

b. Middle income countries:  these are further subdivided into:

i. Lower middle income countries;

ii. Upper middle income countries

c. High income countries:  these are also subdivided into 

i. Members of OECD

ii. Non-members of OECD.

2.2. Table 1 reports how the World Bank classifies all twenty-seven transition economies in Central and Eastern Europe and the CIS.

a. Only Slovenia qualifies as a high-income country;

b. No CIS country qualifies even as a upper middle-income country

c. Even Latvia and Lithuania—imminent members of the EU are classified as lower middle-income countries!

d. All the low income transition economies are members of the CIS;

e. only Belarus, Kazakhstan and the Russian Federation among CIS countries qualify as lower middle-income countries.

2.3. Thus, from a comparative development perspective, at least in the second half of the 1990s, the CIS should be considered as relatively poor.

3. The CIS:  poverty, inequality and quality of life
3.1. The most recent  data available to me on the countries of the CIS are given in Table 2.  Once again, I should enter a caveat:  the quality of this data is questionable.  But, accepting the figures at face value:

a. They show how poor the populations of many new states were in the mid 1990s:

i. In Azerbaijan in 1995, for example some two thirds of the population were below the national poverty line.

1. it is impossible to say whether this was because there was extraordinary poverty in the country

2. or an inappropriate poverty line—since this is the only figure I have been able to find!

ii. In Georgia, the aggregate level of poverty was quite modest in 1997—but there was more poverty in Urban than rural areas—implying that the distribution mechanism was not working;

iii. For those C Asian states for which we have figures, poverty rates are higher than for states in the western part of the former USSR.

b. Figures in the last two columns are supposedly comparable:  they indicate the proportion of the population in the given year that was subsisting on less than $2 a day:

i. In C Asia, this may have been between a third and a half of the population;

ii. In the Russian Federation it was possibly a quarter—in the crisis year of 1998;  it was approximately the same in Ukraine in 1996.

iii. In the Baltic States it was substantially less.

3.2. Table 3 reports two sorts of statistics on inequality—Gini coefficients and income shares:

a. With the exception of Belarus, all Gini coefficients are in excess of 0.32 and for Kyrgyzia, Turkmenistan and the Russian Federation they exceed 0.4!

b. Again with the exception of Belarus, the share of the bottom 20 percent of the population is only some 4.4-8.6 percent of total income or consumption.

c. This distribution of income appears to have emerged very early in transition—see Moldova and Ukraine.

3.3. Table 4 reports two measures of development:

a. The Human Development Index (HDI) which depends on life expectancy, literacy/education and GDP per capita and is intended to give a broader measure of development achievement than GDP alone;

b. The Gender-related Development Index (GDI) which depends on differences in life expectancy, educational achievement and earnings between men and women.

c. The Table shows that  all CIS countries are of middle rank in terms of HDI—ranging from Belarus at 53 in 1999 to Tajikistan at 103.

d. Only Lithuania and Estonia fall into the High HDI group—at 44th and 47th  out of 49!

e. For those countries for which we have HDI values for 1990 as well as 1999, only Uzbekistan does not report a decline.

f. Transition countries do not do particularly well in terms of GDI.

4. Income and Poverty in Central Asia
4.1. The Soviet Legacy:  Both geography and their inheritance from the Soviet period meant that the newly emerging states of Central Asia would find it difficult to adjust to independence and the global economy.
4.2. Geography:

a. The region is substantially landlocked.  Hence all countries experience difficulties in exporting both raw materials and manufactures
i. For Kazakhstan, viable trade routes involve transit of Russian territory; this gives Russia a degree of control over the country’s major exports—particularly energy.
ii. In principle, Uzbekistan and Turkmenistan have more choice:  routes through Iran and/or Turkey might be feasible.  But the underdevelopment of Iranian transport infrastructure (and US policy) mean that these options are of limited value.
iii. The options facing both Kyrgyzia and Tajikistan are very limited.  Their markets are largely limited to Russia, China and the rest of Central Asia.
b. At the same time, many of the Central Asian states possess substantial deposits of unexploited raw materials:
i. Kazakhstan, Turkmenistan and, to a lesser extent, Uzbekistan are rich in energy resources—coal, petroleum and gas.
ii. Uzbekistan possesses gold; Kazakhstan possesses both coal and ferrous ores;
iii. There are a variety of non-ferrous metal ores (including uranium) in Kyrgyzstan.
iv. The Soviets built a number of hydroelectric power stations in both Kyrgyzia and Tajikistan.
c. Rainfall is deficient throughout the region—meaning that only irrigated agriculture is commercially viable although there is some rain-fed arable farming in the mountains and both transhumant and nomadic pastoralism.
d. It is not clear whether the borders of particular states—particularly Tajikistan—are rational.
4.3. The Economic Legacy

a. All states in the region inherited from the period of central planning a hypertrophied manufacturing industry:
i. Too focused on the so-called military industrial complex—particularly true of Kazakhstan and Kyrgyzia;
ii. Plant size was often too large; this also resulted in the so-called company town phenomenon.
iii. Plants were too dependent on inputs from the rest of the Soviet Union—little attention had been paid to the real costs of transport.
b. Agriculture was often inefficient—wasteful in its use of water—and too focused on the production of poor-quality cotton.  In principle, Kazakh wheat might compete with that of Canada—but capital intensity, quality control and location cause problems.
c. All of the Central Asian states were in receipt of budgetary assistance from Moscow.  With independence this ceased.  As a result, there was a sharp reduction in the volume of resources available for social programmes.
4.4. The Political Legacy:  the USSR was an extremely centralised state.  When it broke up, the governments of the former union republics had little or no experience of organising a whole range of state functions—from the management of international trade to curriculum development.  Inevitably, becoming a sovereign state involved learning how to fulfil these functions—and it involved making mistakes along the way.

4.5. The Social Legacy
a. Central Asia was also characterised by hypertrophied social development:

i. Levels of education—and literacy for women—were substantially higher than anywhere else in the Middle East and particularly in Afghanistan.

ii. The healthcare system was more extensive and hence life expectancy was higher;

iii. Women were much more emancipated than in most of the other Islamic states in the region.

b. Much of this development was a result of central planning—and was substantially financed by Moscow.  With independence, it became questionable whether the new states could—or even wanted to—maintain these “European” priorities.

c. To the extent that such priorities have been abandoned, however, the resultant change in the allocation of resources will result in a decline in measured standards of living—or quality of life.

5. An Anthropometric Approach to Poverty Measurement
5.1. Figures produced earlier in the lecture have demonstrated how extensive was poverty in Central Asia during the 1990s.  But such figures were—and are—of very dubious quality.  There is an alternative approach to the measurement of poverty that relies on malnutrition that usually (or inevitably) accompanies poverty.  This approach makes use of anthropometric measurements:

a. John Micklewright and I made use of this anthropometric approach in our study of household incomes in Uzbekistan.  It has also been used by the World Bank in its study of the Aral Sea Basin.

b. So far as children are concerned, anthropometry makes use of two ratios:

i. If children are short for their weight and age, they are said to be stunted.  Stunting in children under the age of seven years implies that the long bones in their legs have not grown;  this is taken as evidence of long-term malnutrition.

ii. If children are light for their height and age they are said to suffer from wasting.  Wasting in children under the age of seven years implies that they have suffered from a period of malnutrition in the recent past; this is usually taken to imply that they live in families that are poor now.

c. The various studies that have been carried out in Central Asia in the mid-1990s suggest:

i. That as much as a sixth of the children tested showed signs of stunting;

ii. A much lower number—only 5-6 percent showed signs of wasting;

iii. The incidence of stunting was higher in rural areas than in towns.

d. These results suggest that some 15-20 percent of households in Central Asia (or rather, in Uzbekistan and the Aral Sea basin) may be suffering from long-term poverty—or have experienced an extended period of poverty in the previous 5-7 years.

e. These households are to be found disproportionately in rural areas and are thus most likely to be among the so-called titular nationalities.

f. The figures on wasting imply that less than a tenth of households were experiencing significant poverty in 1995-96.

5.2. The investigators also remarked:

a. The prevalence of stunting in Uzbekistasn is “…typical of a number of the more developed countries in Latin America.”

b. The study revealed “…no differences in the anthropometric status of boys and girls in the EESU[  Essex-European University Study of Uzbekistan] data.”

Table 1

Classification of Transition Countries by Income

	Low Income
	Middle
	Income
	High Income

	
	Lower
	Higher
	

	Armenia
	Albania
	Croatia
	Slovenia

	Azerbaijan
	Belarus
	Czech Republic
	

	Georgia
	Bosnia-Herzegovina
	Estonia
	

	Kyrgyz Republic
	Bulgaria
	Hungary
	

	Moldova
	Kazakhstan
	Poland 
	

	Tajikistan
	Latvia
	Slovak Republic
	

	Turkmenistan
	Lithuania
	
	

	Ukraine
	FYR Macedonia
	
	

	Uzbekistan
	Romania
	
	

	
	Russian Federation
	
	

	
	Republic of Yugoslavia
	
	


Source World Bank World Development Report 2000/2001:  attacking poverty  Oxford University Press, 2000;  pp. 334-5.

Table 2

Extent of Poverty:  CIS, 1990s (percent of relevant population)

	
	National 
	Poverty
	Line
	
	International 
	Poverty
	Line

	
	Year
	Rural 
	Urban
	Total
	Year
	<$2/day
	Gap%

	Armenia
	
	
	
	
	
	
	

	Azerbaijan
	1995
	
	
	68.1
	
	
	

	Georgia
	1997
	9.9
	12.1
	11.1
	
	
	

	Kyrgyzia
	1993
	53.0
	24.0
	46.1
	
	
	

	Moldova
	1997
	26.7
	
	23.3
	1992
	31.9
	10.2

	Tajikistan
	
	
	
	
	
	
	

	Turkmenistan
	
	
	
	
	1993
	59.0
	23.3

	Ukraine
	1995
	
	
	31.7
	1996
	23.7
	4.4

	Uzbekistan
	
	
	
	
	1996
	36.4
	15.7

	Belarus
	1995
	
	
	22.5
	
	
	

	Kazakhstan
	1996
	39.0
	30.0
	34.6
	1996
	15.5
	3.9

	Russian Federation
	1994
	
	
	30.9
	1998
	25.1
	8.7

	
	
	
	
	
	
	
	

	Latvia
	
	
	
	
	1998
	8.3
	2.0

	Lithuania
	
	
	
	
	1996
	7.8
	2.0

	Estonia
	1995
	14.7
	6.8
	8.9
	1995
	17.7
	6.0


Source:  World Bank World Development Report 2000/2001:  attacking poverty, Oxford University Press, 2000;  pp. 280-1.

Table 3

CIS:  inequality of income or consumption

	
	Year
	Gini Coefficient %
	Share of lowest 10%
	Share of lowest 20%
	Share of highest 20%
	Share of highest 10%

	Armenia
	
	
	
	
	
	

	Azerbaijan
	
	
	
	
	
	

	Georgia
	
	
	
	
	
	

	Kyrgyzia
	1997
	40.5
	2.7
	6.3
	47.4
	31.7

	Moldova
	1992
	34.4
	2.7
	6.9
	41.5
	25.8

	Tajikistan
	
	
	
	
	
	

	Turkmenistan
	1998
	40.8
	2.6
	6.1
	47.5
	31.7

	Ukraine
	1996
	32.5
	3.9
	8.6
	41.2
	26.4

	Uzbekistan
	1993
	33.3
	3.1
	7.4
	40.9
	25.2

	Belarus
	1998
	21.7
	5.1
	11.4
	33.3
	20.0

	Kazakhstan
	1996
	35.4
	2.7
	6.7
	42.3
	26.3

	Russian Federation
	1998
	48.7
	1.7
	4.4
	53.7
	38.7

	
	
	
	
	
	
	

	Latvia
	1998
	32.4
	2.9
	7.6
	40.3
	25.9

	Lithuania
	1996
	32.4
	3.1
	7.8
	40.3
	25.6

	Estonia
	1995
	35.4
	2.2
	6.2
	41.8
	26.2


Source: World Bank World Development Report 2000/2001:  attacking poverty  Oxford University Press, 2000;  pp. 282-3.

Table 4

Human Development Index:  CIS, 1990-1999

	
	
	HDI
	
	
	

	
	1990
	1999
	Rank in 1999
	Status
	Gender Development Index (Rank)

	Armenia
	
	0.745
	72
	M
	65

	Azerbaijan
	
	0.758
	79
	M
	n.a.

	Georgia
	
	0.742
	76
	M
	n.a.

	Kyrgyzia
	
	0.707
	92
	M
	n.a

	Moldova
	0.758
	0.699
	98
	M
	82

	Tajikistan
	
	0.660
	103
	M
	n.a.

	Turkmenistan
	
	0.730
	83
	M
	n.a.

	Ukraine
	0.793
	0.742
	74
	M
	67

	Uzbekistan
	0.693
	0.698
	99
	M
	86

	Belarus
	0.808
	0.782
	53
	M
	51

	Kazakhstan
	
	0.742
	75
	M
	n.a.

	Russian Federation
	0.823
	0.775
	55
	M
	52

	
	
	
	
	
	

	Latvia
	0.803
	0.791
	50
	M
	46

	Lithuania
	0.814
	0.803
	47
	H
	43

	Estonia
	
	0.812
	44
	H
	n.a.


Source:  UNDP  Human Development Report, 2001:  making new technologies work for human development  Oxford University Press, Oxford, 2001;  pp. 141-8, 210-3.
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