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Abstract

This paper looks at the well-being of children ranisition economies in the
light of greater economic integration. The differstages of integration of the
transition economies into the world economy are kexdrby substantial

variations in trade and capital flows. Internatiofzoour mobility remains

limited, and unemployment has been high since #wnining of transition.

Because employment is the main determinant of lmldancome, this has
had a negative effect on the well-being of childrabthe national level, a

high degree of variation in regional unemploymeates has emerged which
Is symptomatic of the lack of integration of labauarkets. High regional

unemployment rates are further associated witleaszs in non-participation,
while adjustments via wages and migration have Heegely absent, or

insufficient. Indicators of child well-being — suas infant mortality rates —
are positively correlated with unemployment ratesggesting that public
service provision is, in general, not sufficientaffset the negative effect of
unemployment on child well-being. A closer lookustemployment benefit

schemes reveals not only large differences betweeantries but also scope
for broader coverage and better targeting of prognas in order to reduce
the risk of families falling into poverty when pate become unemployed.

Introduction

Emerging from communism, the CEE/CIS countries haxex the last decade
radically changed the composition of the goodssartlices they produce and
the way they interact with the rest of the world. particular, they have
moved from excessive specialisation to being irginggy integrated into the
world economy. Yet greater integration has occureedn as significant
shares of these countries’ populations have beeghtan poverty. The costs
associated with restructuring the economies ofGe&/CIS have not been
trivial. Workers have lost employment while pubBpending programmes
designed to mitigate risk and provide some meagtinecome security have
come under stress. And with unemployment the ristalting into poverty
has grown. Further, it appears that children hawteed disproportionately.
In a number of CEE countries the risk of fallingoinchild poverty has
increased substantially while in the CIS countrielsildren face a higher
relative risk of poverty. More generally, the relatrisk of poverty has been
found, for a variety of reasons — including by reidg the ability of females
to work - to increase with the number of childrarthe family. This tends to
have adverse longer term consequences, including &ducational
attainment, nutritional status and emotional wellkly (World Bank, 2000).
In short, many of the substantive benefits thatehflowed from greater
integration into the world economy have not neaggspercolated down
through society. The challenge remains to realwsd benefits for larger
constituencies in the CEE/CIS countries.



The first part of this chapter considers the extenwhich these countries
have become more integrated through trade, asasdihrough cross-border
movements of capital and labour. It does not eipticonsider the political
dimensions of integration. The chapter then extéhesnalysis to look at the
impediments to integration in the CEE/CIS countng®ther through explicit
measures that, for example, limit trade or throbglriers originating from
the organisation and structure of key marketsushiolg that for labour. The
consequences for the well-being of children in ¢heduntries is then
addressed, particularly through the lens of empkrymand income
generating opportunities. It is argued that podulyctioning national labour
markets have a strong and adverse impact on teedéemployment. This in
turn has adverse consequences for child well-beimigh tends to be largely
dependent on the income earning abilities of pareflthough in principle
such differences ought to be offset by the prowisid public services and
transfer programmes, the analysis then shows tileahais not generally been
the case.

The main mechanisms by which the CEE/CIS countréa® become more
integrated into the world economy have been throggiater trade and
mobility of capital, as also — but to a far lessgtent, through the mobility of
labour. For example, in the eight CEE/CIS counttiegt acceded to the
European Union in May 2004, total trade — measa®the sum of exports
and imports — then exceeded 50 per cent of th@ssgdomestic product.
Indeed, total trade for these countries had almosbled between 1995-2002
alone. This increased interaction with the reghefworld has been a feature
of all the former planned economies, albeit withjonavariation across
countries. Yet in contrast to the European Uniogession countries, in most
of the CIS not only has a very significant shardratle remained with their
former trading partners but there remain major lsrdo changing the
direction of trade and to greater integration witie rest of the world
economy in general. Many countries are landlocketiichv raises
transportation costs significantly, while non-tab#rriers to trade also remain
far from negligible. In short, the picture with pest to trade is a mixed one.

Turning to another prime mover of integration —ssrorder flows of
capital, and in particular of foreign direct inv@sint — a similarly mixed
picture emerges. While some countries — mainly @mnt€al Europe — have
attracted substantial inward investment, the migjoniave attracted little
foreign direct investment. Further, the availabMidence suggests that
foreign direct investment has tended to be healycentrated in particular
sectors and regions of countries. Experience stgtjest when investment is
concentrated in this way, the wider benefits togbenomy — to productivity
and employment — will tend to be curtailed.



While much attention has rightly been paid to theeysvin which greater
integration in the world economy can be achievebksa well understood —
but essential — component of integration has reathmelatively neglected.
This concerns the extent to which the absencetefration in key markets at
a national level can not only impede wider inteigraton an international
plane, but also have important and adverse coneegsédor individuals and
for children at a national level. Employment frononk constitutes the
principal source of well-being for the vast majprdaf households. Further,
child well-being depends mostly on parental emplegtrand when lack of
employment is combined with inadequate programniesooial assistance
and public transfers — as in many CIS countrieshis tan have severe
consequences for affected households.

A cursory glance at the employment data suggest rifast transition
economies remain characterised by very substantifierences in
employment within their national borders (see,dgample, the discussion in
World Bank, 2000). Previous MONEE reports have $eclion differences in
poverty and inequality between countries but haseemamined sub-regional
differences within countries. This chapter extetim#sanalysis to sub-national
level. The better integration of national labourrkeds should permit the
widening of employment opportunities and the beitetching of skills to
jobs, not least through enhanced mobility of labddiore generally, the freer
movement of capital and labour across borders, edsag within countries,
should enhance specialization and consequentlyribateé positively to
employment.

Growth, Trade and Investment in the CEE/CIS Countries

This section considers in some detail the ways iciv the CEE/CIS
countries have become more integrated with the dvatonomy. In
particular, it focuses on the role of trade andstment.

Growth in incomes

The performance of the regions’ economies has daubstantially, as has
the extent of integration in the world economy tigb trade and investment.
Table 1summarizes several indicators of performance atefration for all
countries and the sub-regions. The most widely usehicator of the
economic standing of a country is the sum of gaous services produced in
a country (GDP) divided by the number of inhabisangéxpressed in a
common currency, here in US$. A look at the firah@ inTable 1reveals
that the region is marked by substantial differsnoeper capita income. The
richest country, Slovenia, has a GDP per capithishamost 60 times higher
than that of Tajikistan, the poorest country in gample. Looking at the
countries by sub-regions, the differences narrotwshill remain high. With



an average per capita inconod 5,598 USS$, the countries in Central Europe
are the richest, followed by the Baltic States.dfieois an exception in the
poorer region of South Eastern Europe, with a @gita income of over
5,000 US$, which is more than double the regionsrage of 2,391 USS$.
Bulgaria and Romania follow with an average incahg,062 US$. With the
exception of the two oil producing countries Rusara Kazakhstan, the
remaining CEE/CIS countries have very low levelsGIDP per capita, at
around 700 USS$.

The differences in per capita income are partly udifferent conditions
at the start of transition. However, performancesithe early 1990s has also
varied substantially as indicated by the figurethm second panel dfable 1
The numbers compare the level of real GDP in 1988 tle figure in 2002.
The only region that has experienced growth dutmg period is Central
Europe. All other countries, with the exceptionAdbania and Uzbekistan,
remain below their levels of GDP at the start afnsition and some —
particularly in the CIS — report incomes over 60 pgent lower. These
numbers suggest that for all the regions thereilisaslong way to go if
convergence to the income levels existing in WestEurope is to be
achieved.

Rising trade with the rest of theworld

The integration of the transition economies int@ tivorld economy
through the trade of goods and services has des@lopore rapidly. One
commonly used measure of the extent to which amarog trades is the
share of exports plus imports to GDP; a measuteade openness. The third
panel inTable 1reports the extent of trade openness for the cesnof the
region and, in addition, the change in opennessdemet 1995 and 2002. The
relatively small Baltic States are by far the mmsen economies in the region
with an average share of trade to GDP in exce& gfer cent. It is also the
area that has experienced the largest increaspenness. Central Europe,
with an average openness of 38 per cent followsetyoand has also
increased its share of trade in GDP by 12 percenpaints since 1995. All
other countries have remained relatively closedknethough most have
experienced a slight increase in openness. For @eamm Central Asia and
the Caucasus the openness share averages just t&npeWhile such low
levels of openness might have been expected frogeraountries such as
Russia and Ukraine, smaller countries ought to fitesabstantially from
further opening their economy. Indeed, when pua wider perspective, the
whole region remains relatively closed as compasaly, to either the

' The figures for the sub-regions are averages wegighy the population in each sub region.



European Union or the ASEANountries (see EBRD, 2003, page 75 Chart
4.1), where the trade openness share now rangesdet5-75 per cent.

Table 1:Integration indicators at the macro level

GDP per Openness
capitain Estimated of the . Cumulative
2002in level of real | economy %hgggg FDI inflows
uss, GDPin (import + |(02002 _ per capita
current 2002 export) / 1095) 1989 -
exchange | (1989=100) GDP 2002, US$
rate (PPP), 2002
CENTRAL EUROPE 5598 121 0.38 0.12 1675
Czech Republic 6,742 105 0.53 0.21 3,554
Hungary 6,581 112 0.55 0.26 2,253
Poland 4,924 130 0.27 0.07 1,007
Slovakia 4,403 109 0.51 0.11 1,791
Slovenia 11,026 118 0.61 -0.08 1,702
BALTIC STATES 4023 80 0.50 0.19 1273
Estonia 4,795 93 0.80 0.35 1,846
Latvia 3,605 77 0.40 0.16 1,304
Lithuania 3,988 77 0.45 0.14 1,024
BULGARIA AND
ROMANIA 2062 85 0.22 0.07 454
Bulgaria 1,984 80 0.26 0.03 560
Romania 2,091 87 0.20 0.08 415
OTHER SOUTH-
EASTERN EUROPE 2391 71 0.23 0.06 490
Albania 1,565 121 0.14 0.05 303
Bosnia-Herzegovina 1,376 54 0.20 0.03 198
Croatia 5,053 87 0.43 -0.01 1,419
FYR Macedonia 1,866 76 0.37 0.02 467
Serbia and Montenegr 1,879 50 0.13 0.12 206
WESTERN CIS 1947 66 0.14 0.00 70
Belarus 1,437 93 0.21 0.02 181
Moldova 381 39 0.19 0.03 199
Russia 2,400 71 0.12 0.00 48
Ukraine 851 47 0.17 -0.01 99
CAUCASUS 750 59 0.12 0.03 429
Armenia 789 78 0.10 -0.05 243
Azerbaijan 743 64 0.14 0.05 625
Georgia 736 38 0.11 0.05 210
CENTRAL ASIA 687 91 0.12 -0.03 289
Kazakhstan 1,688 86 0.18 0.04 938
Kyrgyzstan 334 70 0.08 -0.01 85
Tajikistan 187 57 0.17 -0.08 30
Turkmenistan 648 91 0.14 -0.07 210
Uzbekistan 308 106 0.07 -0.05 33

Note: Sub regional averages are weighted by population.

Source:Transition Report 2003, EBRD (2003). Trade data:

PPP: CHELEM-CEPII database (2003).

2 Association of South East Asian Nations.
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Flows of capital and labour

While trade is one obvious measure of integratilomys of capital and labour
are other relevant indicators of the extent of graéion. According to the
EBRD (2003) between 1996 and 2002 the transitioon@wmies received
cumulative gross inflows of Foreign Direct Investinef around US$ 177.2
billion. The fourth panel ofable 1reports, for each country of the region, the
cumulative inflow of FDI between 1989 and 2002, papita in US$. It is
readily apparent that there are large differen@gesa countries. More than
60 per cent of these inflows were received by aoesin Central Europe and
the Baltic states, with the Czech Republic, Hungargt Poland being by far
the biggest countries of destination. Most of thigestment has come from
the EU and this is likely to increase further withcession. In the CIS, the
natural resource rich countries - principally Kdzstlan and Russia - have
attracting the bulk of FDI. In short, FDI inflowsmain quite concentrated in
a limited number of countries in the region. Moregun those countries that
have attracted relatively limited inflows, this Hasded to be concentrated in
a small number of sectors, mostly natural resour8esh concentration has
limited the wider benefits that FDI could promote.

With respect to the mobility of labour, the pictiinat emerges is generally
one of relatively limited flows of labour from th€ EE/CIS countries to
Western Europe and other higher income areas. Henvéhwere have been
some striking exceptions, not least in the Balkahgre civil strife, among
other factors, has led to substantial out-migratitims has been reflected in
increased flows of remittances from migrant workeffer example, in
Albania and Bosnia remittances in recent years la@eeunted for between
10-15 per cent of GDP (World Bank, 2003; IMF Baknof Payments
Yearbooks). Despite these instances, however, veealb impression that
should be drawn from the available statistics &t ttross-border migration
has remained quite low throughout the last decddeaile this is in some
respects quite surprising — given the size of ttoeme differentials between
many transition and market economies — a combinaifdfactors, including
immigration controls, the costs of moving and laéknformation about job
opportunities lie behind this low level of cross-ter mobility. Moreover, the
absence of significant mobility within the CEE/Qi8untries is likely to have
had consequences for the extent of mobility betvwoeemtries.

The relatively limited extent of mobility in the nhestic labour markets of
the CEE/CIS countries is itself an important factdnen considering the
evolution of employment in these countries. Sinlge start of transition,
average unemployment has risen — often substanttalin all countries.
While it could have been expected that unemploymentld have to rise as
part of the necessary structural transformatioa,simbsequent persistence of
high unemployment rates — and their inverse - lompleyment rates - has
been somewhat surprising.



Figure 1 provides three year average unemployment ratesighted by
population - for the different sub-regions for heriod from 1995-2002. Not
only has unemployment generally failed to declimg, in a number of sub-
regions — including in Central Europe — it has altyjucontinued to rise. This
has tended to have negative consequences for ladsetnd individuals who
have lost their work and whose chances of returnmngmployment have
remained rather limited. While households with upkryed heads do not
generally comprise the majority of the pothey are nevertheless at
relatively high risk of being in poverty. Furthermpsuch consequences have
also had repercussions for child well-being. In @EE children account for
around a third of the poor and a significant mityoaf these children live in
households where the household head lacks empldymen

Figure 1 Unemployment trends, 1995-2003 (per cent)

unemployment (per cent)

307 ®1995-1997 m1998-2000 M 2001-2002

CENTRAL EUROPE  BALTIC STATES BULGARIA AND OTHER SOUTH- WESTERN CIS CAUCASUS CENTRAL ASIA
ROMANIA EASTERN EUROPE

Note: Regional averages weighted by population.

Source:EBRD 2003.

Patterns of Regional Unemployment: Comparative
Experience

This section looks at what has occurred in thedalnearkets of the CEE/CIS
countries and, in particular, at the wide differemidn employment and
unemployment rates that have emerged at sub-natexs. It then begins to
explain why these differences have arisen and wdrate done about them.

3 Poverty is mostly found among households of warkaige where at least one member of the
household has work.



Aggregate unemployment has remained high in massition economies
and this has also gone alongside large variatiamemployment rates across
regions. For example, in Poland, the unemploymate for the city of
Warsaw has remained at around 4-5 per cent thraighe 1990s. Yet, in the
same period and only several hours away in Olzstgriargely rural region -
the unemployment rate has been stuck at over 20gmeér Such disparities are
widely replicated throughout the CEE/CIS countriart of the reason for
this disparity is that movement away from full eoyrhent associated with
changes in relative prices and other reforms rexkedifferent employment
levels that could be sustained in the face of thelsenges or shocks.
However, the persistence of these differences tde ttraced not simply to
the imbalance between the rates at which jobs hmeen destroyed and
created but also to the barriers to labour mobditg the effective functioning
of national labour markets.

To put this regional variation in context, it isalthe case that advanced
industrialised countries suffer from the same sbrvariation. The ways in
which such economies adapt turns out to be verfgréiit. In some, capital
and labour tend to be more mobile, while in othcbility — particularly of
labour — tends to be largely absent. A common eshis drawn between the
USA and Europe (See for Blanchard and Katz (199%) Becressin and
Fatas, 1995). In Europe, the evidence suggestswihidéé wages in regions
that have suffered shocks are responsive to ungmelot — and hence
changes to wages and unemployment move in oppdisgetions — mobility
across regions remains quite limited. By contriaisthe USA the response at
the level of a region or state to a negative stiockmployment has not only
been for wages and unemployment to move in oppasreetions but for
workers in adversely affected regions to start tiwento other regions. This
very mobility of labour in turn affects the incardgs for new employment to
be created, so that net employment growth in aoregiill depend on the
speed at which workers leave and new jobs areezmtekirms will then move
into the depressed region, attracted by the loative labour costs and the
large pool of unemployed. If workers move out fagtean firms move in,
aggregate employment will not return to its origitevel in the region, and
output in the depressed region will be permanelatiyer. Labour mobility
reduces the extent to which unemployment persista iregion after an
adverse shock. Hence, unemployment rates tendtaonréo the national
average more rapidly than in countries where setatien exists in the
labour market and where the mechanisms for adjusgtrtee shocks are
correspondingly attenuated.

The differences between the USA and Europe carabed to a variety of
factors, of which the presence of transfer paymemsluding social
assistance, has been widely argued to be an inmp@xplanatory factor. Put
simply, in much of Western Europe relatively gemnmsréransfer payments to



the unemployed have reduced the incentives to mupasticularly when an

important component of transfers has been paymenthbusing. These

impediments are likely to be magnified in cases r&@hkouseholds with

unemployed members also have children. Relocagamsins and costs will

be materially affected by additional factors, sasheducation, childcare and
other considerations.

Regional unemployment: high variation

The extent of the differences in regional unemplegtrates can be seen in
Table 2 which mostly provides information for 1991 and QD01 for
selected CEE/CIS countries.

Table 2:Regional unemployment

Country (Ilq\legllf) g)si Year | Average Sb? cv? Min M ax
Bulgaria 28 (1) 1991 7.4 1.7 23.0 4.9 11.6
2001 19.9 9.3 46.9 4.2 43.0
Czech Republic| 14 ()| 1991 4.3 1.5 35.1 1.2 6.2
2001 8.0 3.5 44.0 3.0 14.6
Hungary 20 () | 1991 4.1 2.6 63.2 1.2 10.7
2001 8.5 5.1 60.4 2.6 19.0
Kazakhstan 16 2001 10.8 1.8 16.4 7.3 13.9
(oblast3

Latvia 5(1) 1998 145 7.7 53.2 8.5 31.1
2001 13.1 7.3 554 7.5 28.6
Poland 44 (Il 1998 9.9 4.1 41.6 1.7 22.6
2001 184 5.4 29.6 6.2 30.7
Romania 42 (1) 1991 3.0 1.3 44.5 1.2 6.2
2001 8.8 2.9 33.1 3.1 15.3
Russia 74 1992 4.8 1.0 20.8 2.6 9.1
(oblasty | 2000 125 3.8 30.5 4.3 24.4

Comparator countries:
Francé 96 (111) 1991 9.0 2.2 24.8 4.3 13.6
2001 9.5 3.0 32.1 3.9 18.2
Spain 52() | 1991 |  16.0 5.7 35.4 6.3 381
2001 14.2 5.9 41.4 4.7 29.8

Notes:1 NUTS is the French acronym for Nomenclature of Territdats for
Statistics. 2 Standard Deviation. 3 Coefficient of Variatemmputed as the standard
deviation divided by the mean multiplied by 100. 4 Continental Framt&arsica.

SourcesAccesslab (2003), NewCronos Database and MONEE Project Databas
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For those countries that have implemented the REatrodNUTS
classification systemmthe level chosen is NUTS 3. For some countries thi
also dictates the choice of initial year: for ex#&an@998 for Poland. For
Kazakhstan and Russia, where this has not happdredata are reported at
theoblastlevel. Aside from providing the national unemplaym rate at both
points in time,Table 2also reports the standard deviation, the coefftoo#
variation and the minimum and maximum levels of unemploynaenbss the
regions for each country and for several Westemofi@gan comparators.

What is immediately evident is that the dispersiamn regional
unemployment rates is large and, depending on #sune chosen, has also
tended to grow over this period. In the case ofstedard deviation, there is
an increase in all cases. The picture is more radhmehen reporting the
coefficient of variation. Although in Bulgaria, tleeefficient of variation rose
from 23 to 47 while the gap between the highest kwdest regional
unemployment rates rose from 7 to over 30 percenpaints, in other CEE
countries the rise was either smaller or there actisally a decline. In Russia
not only did national unemployment more than douhlé there was a very
substantial increase in the measures of dispersibite the gap between the
region with the lowest and highest unemploymenesaalso expanded
significantly. In short, there is little evidence Table 2that there has been
any major reduction in regional unemployment déferes. Further, to put
this in context, most CEE/CIS countries reportedehdisplay a degree of
variation that is generally higher than most Westéuropean countries, let
alone the USA. Towards the end of the period, ewvespain where the
maximum unemployment rate was comparable to thaBuwlgaria, the
dispersion measures were clearly lower than in @E/CIS countries.
Furthermore, the ranking of regions according teraployment rates in the
CEE/CIS has remained virtually unchanged throughiogitiast decade. This
shows the high degree of persistence in regiongpadities over time.
Regions that saw a rapid increase in unemploymenhe beginning of
transition are still the ones exhibiting high unémyment now (see Bornhorst
and Commander, 2003). As to the characteristicsegions experiencing
relatively high unemployment, evidence from a numifecountries suggests
that the pre-transition composition of output hasreed a powerful effect.
Unemployment rates have tended to be higher ironsgthat were heavily
industrialised or agricultural. Lack of initial disification in the mix of
output has been a major handicap (Scarpetta, 1995).

The persistence in unemployment has obviously galomgside the
emergence of long term — greater than one year employment. For

4 NUTS is the French acronym for Nomenclature ofrit@nial Units for Statistics.

> The coefficient of variation, defined as the stmdddeviation divided by the mean, is a measure
of variation that is independent from the levetlod series. The higher the coefficient of variation
the higher the variation of the underlying data.
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example, in the ten CEE Accession countries, logigntunemployment
accounted for nearly 7 per cent of the labour fdrge2002 or over half of
total unemployment. This in turn has been assatiaith changes in labour
force participation. Workers have become discoudabg long spells in
unemployment and lack of local job opportunitiesl drave left the labour
force. Indeed,Table 3 shows that by 2000 non-participation rates were
generally high in the CEE/CIS countriedVhile the dispersion of non-
participation rates across regions in most counigesignificantly lower than
for unemployment, non-participation rates by regveere highly correlated
with the level of unemployment in that region in ebuntries reported in
Table 3with the exception of Romania. In Russia, where data ardaiia
for earlier in the transition, this correlation Wween unemployment and non-
participation rose substantially between 1992 a@@DZrom 0.39 to 0.66. Put
differently, high unemployment rates have been @atd with declining
labour forces. As a consequence, high unemploynaaw the overall
employment rate in a region have tended to movepposite directions.
While part of this may be explained by discrete nges in labour force
participation rates — for example, by females wighio work less than under
communism — this is unlikely to explain the peesnse over time. The
principal mechanism appears to be through persisteremployment
discouraging workers from searching for jobs.

Table 3:Non participation rates

Country (E%g.'rosgsl Year | Average | SD? | CV? | Min | Max ur?e?;gle:)?/tg);\t,vrlgtles
Bulgaria 28 (1) | 2000| 39.6 | 4.7 11/931.9| 40.9 0.59
gé‘;ﬁg”c 140 | 2000 | 284 | 23 81 237319 0.72
Hungary 20(1) | 1999| 409 | 45 11|m3.3|46.7 0.87
Latvia 5() | 1999 | 292 | 3.7 12.526.4| 35.9 0.72
Poland 16 (I) | 2000, 348| 92 26®1.0|52.8 0.47
Romania 42 (1) | 2000| 37.2| 55 14244389 -0.04
Aussia 74 1992 | 114 | 6.7 58.4 25 | 34.3 0.39
(oblasty | 2001 18.1 | 3.8 20.810.2| 32.9 0.66

Notes:1 NUTS is the French acronym for Nomenclature of Territdiats for Statistics
2 Standard Deviation. 3 Coefficient of Variation

SourcesAccesslab (2003), OECD (2000), NewCronos Database and MONEEtProje
Database.

® For Poland, non participation data is only avddadi the NUTS 2 level.
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Adjusting to unemployment

Experience from market economies — as already atelicabove — suggests
that following a negative shock to a regional labawarket, a number of
adjustment mechanisms come into play. For exantple,to the excess in
labour supply, wages in depressed regions will tente lower over time
than in regions with higher employment. This fact@ombined with a large
pool of unemployed workers — should attract firmstart operations in such
a region. Are such adjustment mechanisms at wottkarCEE/CIS countries?
Empirical evidence from the early 1990s suggestet tn both Central
Europe and Russia, relative wages were only weaklgponsive to
unemployment. However, this appears to have chargent time. The
available evidence suggests that there is now angtrand negative
association between a region’s relative unemploymate and the average
rate at which that region’s wage increased in isgdaterms in all countries,
with the important exception of Russia. This cansken inTable 4which
reports the correlation of the average relative evelgange in a country and
the average relative unemployment rat€his shows unequivocally that
regions that have experienced larger adverse shoamployment have been
characterised by lower rates of wage increase. Mewen Russia this
relationship has remained absent or very weak girout the transition.

Table 4:Unemployment rates, wage growth and change in employment

Country Regions (NUTS) ' | relativewage change | employment growth
Bulgaria 28 (1) -0.42 -0.62
Czech Republic 14 (111) -0.78 -0.61
Hungary 20 (1) -0.30 -0.67
Poland 16 (1) na 0.10
Romania 42 (1) -0.37 -0.16
Russia 74 (oblasty -0.04 -0.22

Notes:Table reports correlation of average unemployment ratésthdgtaverage of the
respective indicator. Sample years vary from country to couhfJTS is the French
acronym for Nomenclature of Territorial Units for Statistic

Source:Accesslab (2003).

Changes to relative wages will have to be an ingmbripart of any
adjustment. This is the case because without ggtagent the incentives for
employers to create jobs in relatively high unemplient regions will be

" The relative unemployment rate is the unemploynrate in each region minus the national
average and divided by the standard deviation. ¢Jsaative unemployment rates corrects for
overall macro trends and allows intertemporal caispas.
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largely absent. To get a sense of whether regioith high relative
unemployment rates have indeed experienced laggetdeases in
employment, Table 4 now reports the correlation between changes in
employment and the unemployment rate over the gpeti®90-2001. What is
evident is that there is a clear negative associabetween a region’s
unemployment rate and the change in employmensubh, regions that have
experienced relatively large unemployment over tpmriod have not
experienced relatively greater increases in empémym Indeed, the
correlation between the change in the employmedtusr@mployment rate is
significantly negative in all cases except Polahd.short, jobs have not
tended to move to regions that have earlier expee@ relatively large
increases in unemployment, despite the fact thajewa- as documented
above - have responded conventionally to unemplayme

L abour mability: the missing dimension

An additional factor of adjustment that has beecudwented — particularly in
the USA - is that of labour mobility. If nationaldour markets are integrated,
workers will tend to move to regions where jobs banfound. Yet, a closer
look at the internal migration data for the CEE/@&untries suggests that
labour mobility has indeed been a small part ofawerall picture and that the
movement of labour across regions in responsedoagaic signals has been
very limited. In this respect — and as mentionedvab—- the CEE/CIS
countries look far more like Western Europe tharrtfNAmerica in their
limited degree of mobility. As such, migration mte a measure of the
amount of people that move across regions witlgoumtry — have remained
low in the CEE/CIS countries (see Bornhorst and amder, 2003
However, there are some indications that despiteifbernal migration, the
motivation for mobility can be traced to standamtddur market signals. For
instance, regions with relatively low unemploymeates and/or regions with
relatively high income levels have experienced &igiet inflows of migrants
than regions with high unemployment and relatidely incomes. A recent
analysis for Russia has found that while internajration is indeed low,
when it does occur it seems to be motivated byeifices in income,
employment rates and other social indicators, ssctine incidence of poverty
(Andrienko and Guriev, 2004). However, people ledain relatively poor
regions lack adequate income and other resourcésatioce their migration
and this group may account for up to a third of Bessian population.
Indeed, the more general point to be made is thamynof the people
potentially most likely to benefit from migratiorilstend to be those that
face serious problems in financing their mobiliBurther — although clear
evidence on this point is lacking — it seems likisslgt people without children
will find it easier to move relative to those withhildren. The costs of
immobility may, as such, fall harder on househatit children.



14

Why has internal migration been so limited in tleed of such large
differences in employment across regions? The aissie in a variety of
causes. Not only was there a limited history ofumtdry migration in the
Former Soviet Union but there was also little togional support for those
wishing to move, such as information about vacandre other regions.
Furthermore, in a deliberate attempt to retain wskfirms throughout the
region in the communist era tended to provide nametary components of
compensation, such as housing and other benefits,wdrkers (see
Commander and Schankerman, 1997). Although marlyeske benefits have
been whittled away over time, access to housingréamined an important
factor. Further, in Russia, Ukraine and other CHtintries, initially firms
tried to limit the amount of employment reductiogy hdjusting wages,
including through wage arrears and involuntary éavhis had the
consequence of actually raising the share of nonetamy compensation,
such as housing benefits, in total compensationowllary of this was that
the incentives for individuals and households torenbecame even weaker
(Commander, Lee and Tolstopiatenko, 1996). In nafdBentral and Eastern
Europe, the prevalence of owner-occupied housiny mmave been an
additional factor limiting mobility. Even where oemoccupation has been
less widespread — as in Russia — lack of claritgrgwoperty rights and
mechanisms for handling common expenditures fotiroatupancy housing
have also lowered mobility. The absence of longntdrousing finance
throughout the region has been a further contguiactor.

To conclude this section: not only has unemployntentled to stay high
but this has been associated with declining labbotge participation rates.
Further, the variation in unemployment across megidias also been
persistent. Despite evidence that changes to waggsinemployment have
begun to move in opposite directions, there iselitif any, evidence that
regions with high relative unemployment have ultehabeen able to attract
in new jobs and employers. Further, there is |etle@ence of migration from
hard hit to better off regions being a major péarthe story. One consequence
has been that households and individuals in batfcted regions have
tended to suffer major and negative consequencatdo incomes and their
employability. Low income levels can then easilycdime associated with
households being locked into poverty through latkaequate resources or
liquidity to finance mobility and which can meanchision from work and
income opportunities. One recent estimate suggleatsas much as a third of
the Russian population may be so affected (seeiémkty and Guriev, 2003).
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The Labour Market and the Well-Being of Children

This section looks at the links from the labour kearstatus of adults to the
well-being of children. Not only does unemploymeend to be associated
with high relative incidence of poverty but theqgpaars also to be a strong
association between the number of children in asélbold and poverty.

Labour market outcomes — such as unemployment mpadicipation -
are one set of indicators that can provide a sehsew a population is faring
economically. For example, unemployment generahds to be associated
with loss of income and, depending on the extentwioich public
programmes offset such loss, it can be associatgdhigher incidences of
poverty and income deprivation. For example, hookkdata indicate that
the incidence of poverty is high among the unemgdiofWorld Bank, 2000).
In Albania, for example, every third unemployedsoer in 2002 was poor
(World Bank, 2003). Further, in Bosnia-Herzegovipeaverty rates have
recently been found to increase very sharply whi iumber of children in
the household, while households without work orhwanly a single earner
tend to have high incidences of poverty (World Ba2®03a). However, the
extent of this link varies across countries, nastédecause of the variation in
the existence and generosity of welfare programa®sch as unemployment
insurance and social assistance — that are desigmedeal with such
contingencies. Moreover, in countries, such as iBugbe incidence of
poverty may actually be higher among the employeuoh tthe unemployed,
given the widespread phenomenon of low pay andticpkarly in the 1990s
— the associated phenomenon of arrears in wagegrdagm

Labour market status and income

As already noted, child well-being will substarlatiepend on how their
parents are faring in the labour market. A very @anindicator of the
possible scale of the problem can be gauged biattighat, for example, in
the Czech Republic and Poland between 40-55 pet otrthe child
population is located in regions with unemploymeittove the national
mean® While there is robust evidence at a national l¢ekat unemployment
exerts a predictably negative effect on incomesnast CEE/CIS countries,
there are insufficient data that can allow a peeciederstanding at regional
level of the relationship between employment status income. However, it
is clear that in both CEE and CIS the relative mdkbeing in poverty is
relatively high for households where the head isnyoloyed. For Poland,
where some data are available, the correlatiomodme per capita at the
regional level and unemployment rates is -0.51 #991 confirming the
negative association between income and lack oflegm@nt. Moreover,

8 Share of 0-14 year olds living in regions (NUT88)ere unemployment is higher than national
average.
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regional poverty indicators are positively correthtwith unemployment. In
Poland, the proportion of children living in expénde poverty is positively

correlated (0.63) with regional unemployment ratds expected, the
correlation of the share of people living in poyer as measured by
expenditure — and regional per capita income isatnag (-0.64). These
relationships are hardly surprising but they dgldrive home the point that
the persistence of high unemployment in many region the CEE/CIS

countries will have been associated with significamcome loss and,

possibly, poverty. This is likely to have been artaated in countries where
income support programmes have been very restjctostly the countries
of the Former Soviet Union.

Turning directly to the issue of child well-bein@e circumstances under
which children are brought up in each householtlwaity and are beyond the
reach of this article. However, the obvious prestionp must be that
measures of child well-being — such as poverty iafaht mortality rates -
will co-vary with income measures. Indeed, relaiimignt mortality rates at a
regional level to measures of regional income &es CEE/CIS countries, it
is clear — with the exception of Poland — that ¢hex a robust negative
relationship over the 1990sThis means that regions with relatively low
incomes tend to have relatively high infant motyalrates. Given the
discussion of the relationship between income abdur market conditions,
the next step is to see how labour market outcoatea regional level
correlate with indicators of child well-being. Obusly, the indicators will be
influenced by a variety of factors. While the ecomosituation of the parents
will generally be the main determinant, the prammsof services and existing
transfer schemes by public institutions will alefiuence the outcome.

Infant mortality, schooling and the labour mar ket

The first indicator that is used is infant mortalfates. Although it is not
immediately evident that there should be a strasspeation between infant
mortality and unemployment, some research in thasttion context has
found that differences in infant mortality can beced to differences in socio-
economic conditions (Koupilova, 1998). For thoserddes where regional
information on infant mortality is availablelable 5 provides the basic
information. Average infant mortality rates havearly decreased over time,
although regional variation remains substantial basl actually increased in
almost all countries. For example, in Poland theonal average dropped
from 19.4 to 7.7 between 1990 and 2001. Howeves, \hriation across
region, as measured by the coefficient of variatjomped from 9.7 to 13.1.
Similarly in Russia the coefficient of variationseofrom 17.2 to 19.1 in only

% This was done for Bulgaria, Czech Republic, Hupghatvia, Poland and Romania using NUTS
3 regional data for average incomes (1995-200Q)ein capita Purchasing Power Parity values
against infant mortality rates. For Russia, thedatre for oblasts and real incomes.
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three years, 1998-2001. Infant mortality rateshe worst affected regions
were over three times higher than in the leastcadteregion. These numbers
suggest that while there has been progress in irggludant mortality — and
mortality rates remain relatively low in the CEEBCtountries compared to
other countries with similar levels of incothe there is much more progress
to be made in reducing existing regional dispagitie

Table 5 Regional infant mortality rates

Regions > 3 . Correlation with
Country (NUTS) * Y ear Average | SD Cv Min | Max unemployment rate’
. 1995 148 | 39| 264 91 248
Bulgaria 28 (1) 1999 146 | 39| 266 74 274 0.49
Czech 1993 8.5 15| 1794 57 116
Republic 14 (1 2001 4.0 12| 20d 22 74 0.70
1992 141 | 20| 140 101 18f7
Hungary 20 (1 2001 8.1 18| 2258 41 120 053
Kazakhstan | 6régiong | 1990-2000 54.9 149 27 27)]8 772 0.56
. 1999 113 | 15| 133 82 126
Latvia 5(1 2001 110 | 1.8| 165 91 139 0.78
1995 136 | 19| 143 85 176
Poland 44 (I 2001 7.7 16| 207 48 12D 0.12
. 1997 220 | 51| 234 13.9 342
Romania 42 (I 2001 184 | 42| 228 111 295 0.66
Russia 74 1998 16.0 | 28| 172 99 289 043
(oblast3 2001 144 | 28| 191 81 28D '

Notes:1 NUTS is the French acronym for Nomenclature of Territdiats for Statistics.
2 Standard Deviation. 3 Coefficient of Variation. Computed astdredard deviation
divided by the mean multiplied by 100. 4 Correlation of average unemplayrate with
average infant mortality rates.

Source:MONEE Project Database.

What is the association between infant mortalityd dabour market
conditions at regional level? The last column Béble 5 reports the
correlation of average regional unemployment ratgh the corresponding
average of infant mortality rates. There is a claad positive association
between unemployment and infant mortality. In someuntries the
correlation is higher than 0.70.

A second — and widely applied — indicator of chidll-being concerns
educational enrolment. Here, an indicator of seaond@gchool enrolment is
used. Empirical studies have widely documentedythes to lifetime income
for people who attend secondary school relativehtse with only primary
education. However, secondary school attendanceesah a cost for the

10 However, there are some measurement problemsresysoased infant mortality rates often
exceed officially published figures, see chaptef BNICEF (2003).
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household. Children that go to school cannot cbute to household income
— be it through domestic activities or through farnlabour income. In
addition, even if education itself is free — a teatthat is increasingly more
notional than real — school attendance is oftenaated with additional costs
for transportation and school materials, such askfolet alone additional,
unregulated charges. In the trade off between déutind current income poor
households are often forced to decide against secgrschool attendance for
their children. Again making the assumption thatome and employment
status are highly correlated, it appears that rediocsecondary school
enrolment ratios are indeed negatively correlatedth wregional
unemployment rates in all the five countries forickhthere is information.
While in Latvia and Kazakhstan, the correlation \wale different from zero,
in the Czech Republic and Hungary it was -0.5 d@nh# respectively and in
Romania it was as high as -0.9

In conclusion, the disparities in employment caod$ across regions that
have been documented in this article appear to dsecated with clear
outcomes in terms of well-being indicators, suchirdant mortality and
secondary school enrolment. While these are no itiname raw correlations,
they do suggest that labour market outcomes plagugh to welfare
outcomes and that, perhaps predictably, regionls higgher unemployment
tend to do poorly in terms of these indicators. SEhean have long term
adverse consequences: falling enrolment rates ato@ngcome groups will
tend to perpetuate poverty over generations.

Public Provision of Benefits and Social Programmes

This section examines the available evidence omstea programmes and
their consequences. It suggests that there arertampcefficiency gains that
can be made through better targeting. In additoany benefit programmes
suffer from inadequate funding.

The income and distributional outcomes associateth ioss of
employment and the duration of unemployment showifd,course, be
materially affected by the presence of publichaficed and provided transfer
programmes. Yet evidence, for example, from Rufgsighe first half of the
1990s found that not only did the size of averagasfers decline but so did
the effectiveness of targeting such transfers tdweaedy groups. In fact,
transfers began to contribute positively to ineguglCommander and Lee,
2000). Indeed, the share of social spending tlaathes the poorest quintile of
the population in a range of CEE/CIS countrieshie tid-1990s was under
30 per cent (Milanovic, 1998).

H calculated using gross enrolment rates at NUT&v@ll
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Unemployment insurance

In the context of this article with its emphasisamployment outcomes, the
most obvious example is that of unemployment instgabut other spending
items, such as unemployment or social assistart@rgrammes targeted at
specific groups — including children — can havendigant consequences for
the well-being of households or individuals. In @ida, this section examines
the question of whether such benefits help compgendar regional
differences.

Unemployment insurance benefits are payments nmadeet unemployed
under a range of qualifying criteria that seek toosth the income loss
associated with unemployment without providing adeeincentives for the
unemployed. The aim is generally to provide a b&slback income without
reducing the incentives for the unemployed to de&wc work again. Yet, as
Table 6 clearly illustrates such benefits vary widely iarrmhs of their
generosity — as measured by the replacement ramd-by their coverage —
the share of the unemployed eligible or in receipsuch paymentslable 6
shows that in most of the Accession countries afta¢ Europe replacement
rates are lower than the European Union averagadiuty a very substantial
margin. Further, on expiry of benefits workers gemerally entitled to social
assistance. This has effectively placed a floothenincome drop associated
with loss of employment. By contrast, in most of @IS, replacement rates
have been very low. In the cases of Estonia andiRuhey do not exceed 10
per cent of the average wage while social assistdras been yet more
limited. Moreover, coverage has been poor, eversdme of the more
advanced CEE reformers. In Hungary, for exampleguredt half the
unemployed were not in receipt of either unemplaymesurance or social
assistance. In sum, publicly provided income suipfaorjob losers has been
very varied and, in some cases — particularly é@hS — minimal. Aggregate
spending on both passive (for example, unemployrbengfits) and active
(for example, training or employment subsidiesplabmarket programmes —
with the exception of Poland — remains very suligty below the EU
average and has been particularly small in the dor®oviet countries.
Although the evidence indicates that transferhiéounemployed have not on
average been particularly generous, it is the thaefor some low wage
groups — as in Hungary — that benefits have exextadgative effect on the
willingness to search for work and hence have dwutied to lengthening the
duration of unemployment (Kollo, 2001). This, howevis not the case in
most countries, particularly in the CIS. As to tledfectiveness of
unemployment benefits in reaching poor househatdsirdividuals, a World
Bank study found that where comparable data ethisttargeting efficiency
of such transfers was actually quite high but tiegt overall impact was
ultimately quite small given the generally sma#lesof such transfers (World
Bank, 2000).
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Table 6 Characteristics of Unemployment Insurance Systems

Benefit Benefit Coverage Spending on Spending on
Country  |Replacement| Duration’ | Rate® (%) | Passive Policies’ | Active Policies’

Rate' (%) | (Months) (1998) (% of GDP) (% of GDP)
Czech Republi¢ 50 6 49 0.31 0.19
Estonia 10 3-6 55 0.08 0.08
Hungary 64 12 74 0.56 0.4
Poland 40 12-24 23 1.71 0.49
Russia 8 12 na na na
Slovakia 60 6-12 28 0.54 0.56
Slovenia 63 3-24 33 0.89 0.83
Europe Union 60 - - 1.73 1.16
(average

Notes 1 Benefit Replacement Rate: initial level of unemploymentefies divided b
previously earned income. 2 Benefit Duration: maximum durationmionths ¢
unemployment benefit. 3 Coverage: percentage of unemployedingcenemploymer
benefits. 4 Spending on Passive and Active Labour Market Polietegeeén 1997 -
1999: Passive Labour Market spending includes unemployment insurandésk
Active Labour Market spending includes, job assistance, trainingicpwblks, wag
subsidies and other items.

Source Riboud et al (2001).

What options exist to improve the way unemploymensurance
programmes work in the CEE/CIS countries? Here,dpions ultimately
depend on the ability to finance and the tradedoétween providing
payments to job losers without seriously diminighitineir willingness to
work. Simple prescriptions, such as raising begetit some consumption
minimum, generally make little sense in either mioee or implementation
terms. However, it is clear that in many of the Ck&ntries there is some
fiscal latitude — notably in Russia — to incredslevel of such payments and
the effectiveness with which they reach desiredprets. Realistically, in
many of the high unemployment regions large sharfeshe previously
unemployed have shifted onto social assistanceteomion-participation.

In most CEE/CIS countries financing and adminigtrabf unemployment
insurance and social assistance are differentatiicplar, the former tends to
be nationally administered and financed throughomgnation of payroll
taxes and contributions while the latter tends ¢odevolved to local level.
Thus, in Hungary, unemployment or social assistaisceun by local
governments with only half of total expendituresngereclaimable from
central government. As such, in those cases whmagnts at the local level
are drawn from local taxation — rather than trarssfeom the national budget
— the financing problem looms large. For exampieK@azakhstan, there is no
national unemployment benefit system; everything lbeen devolved to local
government in a completely discretionary way. Yegions worst affected by
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unemployment are those likely to be the worst fistepe. The variation in
payments and coverage that then arises threatengriticiple of equity. In
Russia, experience over the last decade suggestsatiempts to equalise
regional fiscal resources and programmes — sudorasocial assistance —
have failed. The variation in the level of benebtsered by regions has as a
result varied enormously. The unemployed in pooegions have been
severely disadvantaged.

One way of dealing with this variation in coveraged generosity of
unemployment assistance would be to move away fsgatems of local
finance and decision making towards more nationattgndated and
supervised systems. This could, in principle, he§zure greater equity.
Certainly, in the low income countries such trarsfean best be financed
from general revenues. A possible format might e Hungarian system,
which although locally administered and part fund@do has national
guidelines and financing and has worked reasonetictively. Further, in
large — and diverse — countries, such as Russia l#adine, a social
assistance programme with a larger federal or makitunding and direction
could undoubtedly help limit the variation thatdarrently observed. This
would not be inconsistent with having differentééss of support, given the
very different price levels existing across theil@ag of a country like Russia.
Indeed, if one objective is to help spur greatebitity in the labour market,
such differences could help provide appropriateemiges for workers to
move to higher employment, higher wage areas. A bmunof further
possibilities exist for stimulating mobility. Fox@mple, one option would be
to offer unemployed people in high unemploymentasarpart of their social
assistance payment in lump-sum form or as a goafddilitate movement to
another, low unemployment region. This would bedieyet more effective
if the national employment service was also ablédlp match workers to
jobs once they moved. (See the discussion in Klugnwicklewright and
Redmond, 2001).

Shifting towards the use of more targeted trangsfegrammes — including
social assistance — has to be a central part ofréeponse, although in
contexts of institutional weakness, this is diffido achieve and often costly.
For example, experimental social protection schens#sy means-testing in
three Russian oblasts in the late 1990s registatgdinistration costs of
between 6-13 per cent of the total value of diskdirbenefits (Klugman,
Micklewright and Redmond, 2001). Even so, the miovgreater targeting is
likely to be desirable over the longer run.
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Child allowances

With particular regard to the well-being of childrggovernments have used a
variety of instruments — including child allowance$or trying to ensure that
children do not become disadvantaged. Yet, these been considerable
variation in both the type of instrument and th&atree efficiency of the
selected instruments across the CEE/CIS countsit emerges, however,
is that while child allowance programmes have aadeeasonable coverage
they have not necessarily achieved efficiency igeang. Moreover, the
effectiveness of child allowances remains predigtaleak given the small
size of such transfers on average. For instancRussia the system of child
allowances that was introduced in 1991 has not Ipeeperly funded while
many families that should have been in receiptesfdiits have not. Regional
variations have been large, not least because ftdraehces in financing
abilities. Yet, moving towards a nationally fundedahiversal scheme in
Russia aimed at reducing regional disparities aatching more eligible
households should not be prohibitively expensivehwielatively small
increments to marginal income tax rates. There evbela positive impact on
the income of poor households as well as reduciaguality-

In principle, the provision of public services shibaim to offset regional
disparities or at the least try and offer the sajuality of service across all
regions. However, deterioration in the level andligqy of public services has
been quite widespread in the CEE/CIS countriesthEur there have been
large variations in the level and quality of seedacprovided at a regional
level. For example, in Bosnia-Herzegovina the \temmacross cantons in the
provision of social assistance and other publigises has been very marked
and poorly targeted at those most in need. Thalss true in some of the
more advanced reform countries, such as the Czephlfic. Figure 2 plots
the association between infant mortality rates #rel number of hospital
physicians per 10,000 population for regions disaggted to NUTS 3 level.
There is a clear negative correlation (-0.49) betwhe two variables. This is
likely to hold for a variety of service indicatordsing data for Romania, a
similar negative correlation exists between ho$igals and infant mortality
rates. In similar vein, regional data for Kazakhsthow that infant mortality
is higher in regions where the share of househwitisout water supply is
greater. Obviously, the latter variable may promgome, but it does appear
that the availability of public or basic services gorrelated with infant
mortality outcomes.

12 Klugman, Micklewright and Redmond (2001) who estienthat a scheme paying 5% of the
national median wage to the first child and 10%ubsequent children would cost around 0.7% of
GDP. If funded by personal income tax, this wouhglly a marginal tax rise of around 8%.
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Figure 2 Infant mortality rates and physicians in hospitals, Czech Rigpubl
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Source:MONEE Project Database.

Health and education: fiscal and efficiency issues

It is beyond the scope of this article to examimedetail the content of the
reforms to both health and education services #natnecessary in these
countries. However, a few general points can uleli@d made. It appears that
worsening health outcomes may not necessarily banation of falling
expenditures. Both health and education spendirntganCEE/CIS countries
generally falls significantly below OECD levels specially in some of the
CIS countries — but the effectiveness of that spgncemains yet lower. The
evidence suggests that the quality of both educaltiand health services has
been undermined by a number of factors, includirgdombination of over-
staffing and low wages; non-transparent pricing imadequate investment in
infrastructure (World Bank, 2000). These problemes magnified in poorer
regions where fiscal resources tend to be feweledd, in some of the larger
federal countries — particular Russia — where pioni of health and
education services is normally at region or oblegel, the quality of those
services has significantly depended on the extdntredistribution of
resources achieved through the federal fiscal sysk®r much of the 1990s,
the trend was for the resources allocated to paeggons — including those
with higher than average incidences of unemploymettt fall, accentuating
the problem of service delivery in poorer regions.

Moreover, these features have been compounded oh roti the CIS
where the problem of ‘the one-company town' has ai@ed a major
challenge. In these contexts, employment has tentdedbe highly
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concentrated and the economic base has in effect litle different from
that of the firm itself. In the most extreme cagshs has meant that the level
of provision of social benefits will tend to be yesimilar whether financed
by the firm or local government. Many of the sas®ues have also arisen in
regions or towns with a high concentration of otitffom one sector (See
Rein et al., 1997). When the provision of local lpubervices has primarily
depended on the profitability of one firm or onalustry, adverse market
conditions for that firm or industry have commoimég to a decline in the
level and quality of public services with adversasequences for households
and children.

Conclusion

The CEE/CIS countries have become increasinglhgmted with the world
economy. Trade with the rest of the world has graignificantly and the
direction of trade has generally shifted substiipt@wvay from the former
CMEA countries. In Central Europe this has meantassive redirection of
trade towards the European Union: a feature thktowifurther accentuated
with Accession. However, the smaller and landlockedntries in the region
— particularly in the CIS — have faced major husdle raising their levels of
trade and in diversification away from their histaf trading partners. In
short, while integration though trade has grownasheverywhere, there has
been large variation in the degree to which ths lbeen the case. This is also
true for capital flows — particularly of foreignrdct investment — to the
region. Important to the renewal of the capitatkfaipgrading of technology
and working practices, FDI to the region has grovery substantially.
However, it has remained quite concentrated irditsction. Most FDI has
flowed into the EU Accession countries or to cowstrrich in natural
resources. This has led to considerable concemtrati terms of countries,
sectors and regions. Many CEE/CIS countries havectafely failed to
attract in outside resources, in part a consequehpelicy and institutional
failures at home but also to location and othetoi@cthat are often beyond
the control of individual governments or companieégperience from both
this region and from other countries suggests sphatific attempts to attract
FDI to disadvantaged regions through measures asithx breaks, discounts
or customs duty exemptions have been of limiteceberEither the costs of
inducing the investment have been too high orype of investment that has
resulted has been of limited use in raising incdmesls in the affected
region. Further, many of the measures historicalgd by governments to
attract or structure an investment are now incorbl@atwith World Trade
Organisation agreements or — in the case of theegsion countries — with
European Union rules. Finally, over the longer teraising levels of
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education and health — and hence in providing &theand skilled workforce
— will be important for stimulating incoming inves¢nt to a region.

While trade and capital flows have increased, flaawslabour within
countries and across borders has remained quitected. Indeed, projections
suggest that even after European Union Accessowsfifrom the CEE/CIS
countries to EU member states may not increasalthatatically (see EBRD
2003). That this may be the case can be attribtdea variety of factors,
including immigration controls, migration costs anéformation
shortcomings. However, it must also be related firther feature: the extent
of segmentation in the national labour marketstaedesulting low levels of
internal migration within the CEE/CIS countries riigelves. This feature of
national labour markets has had a number of uraldsiconsequences. In the
first place, as aggregate unemployment has grovae, \ariation in
unemployment rates across regions has also grohis. llas meant that in
many cases, workers who have found themselvesfombrdk have had little
chance of getting back into employment. There lmasum, been persistence
not only in aggregate unemployment but also intiedaunemployment rates
across regions. This has gone together with lomg umemployment and
declining labour force participation. For the Acsies countries, the
availability of structural funds from the EuropebBmion may help reduce
some of the regional differences. Policy measuoeaddress these failings
need to concentrate not only on improving accesslatmur market
information and local labour market institutions sdch as employment
placement agencies — but also to addressing tleen@constraints on greater
mobility. Evidence — particularly from the CIS —ggests that lack of
mobility often results from a combined lack of infaation about the location
of job opportunities and lack of adequate resoutodgance mobility. The
latter are likely to be particularly important ihet case of households with
children, where education and other access toce=will be a factor.

The plight of the unemployed has in turn dependethe extent to which
governments have put in operation programmes armbma support
mechanisms designed to deal with loss of employraedtincome. In the
majority of countries — mainly in the CIS — suclpports have either been
derisory or absent. In the larger CIS countriesreghis clear scope for
improving the coverage and the generosity of unegympént benefits and
social assistance programmes. This is becauserantilevels the creation of
adverse incentives for the unemployed to searclvéwk is not a major risk.
Further, in many of the regions worst affected bemployment non-
participation is already a dominant feature. Irs tbase, providing adequate
fallbacks to keep individuals and households outpoverty remains the
principal consideration.
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The rather bleak picture of unemployment that ee®ig this article has
also had implications for children in the regionlthdugh, given data
limitations, there are problems in getting a vengrply focussed picture of
how labour market outcomes can translate into chiddl-being outcomes,
some simple correlations between infant mortality esecondary school
enrolment do suggest that regions which have hadtively high
unemployment have also reported worse well-beingjcators. In other
words, high unemployment through income and othHenoels has been
associated with relatively high infant mortalitydalower secondary school
enrolments. That this has been the case mustuosepbe related to a variety
of factors, including differences in policy withspect to social programmes
and expenditures. The available evidence indic#éited there are clear
improvements in the design of such programmes lagid ¢fficiency that can
be made. In short, improving the extent of domdatiour market integration
and thereby reducing regional disparities can playmportant role not only
in raising employment levels but also in improvimgasures of well-being,
including of children.
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