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in gross wages in the SOEs, thus effectively contributing to the preservation of a low level
of overall income disparity in the still dominant public industrial sector. Third, the results
presented above are influenced by the (presumably deteriorating) quality and adequacy of
the household budget surveys, on the basis of which the data presented in the above tables
were calculated. So, although inequality is growing, the statistical instruments available are
becoming less precise in measuring the phenomenon.

There is no doubt that reporting and measurement problems are clouding the picture
and that income inequality is likely to be growing more rapidly than is revealed by the HBS,
wage surveys and the social security records. Yet, it needs to be recognized that several of
the factors mentioned above (an adjustment to the recession mainly through wage
reductions—particularly for the higher wage earners—rather than through employment
reductions, a stiff wage policy aiming at containing wage increases even in healthy
companies, limited privatization of the economy, and, in some countries, stepped-up transfer
payments) are also exerting influences on income distribution which are contrary to those
generated by an increase in informal sector and property incomes, the acceleration of
unemployment and privatization. While Russia and Ukraine already give signs of a rapidly
rising income inequality after relatively few years since the reforms began, escalations in
income inequality do not yet seem to have occurred in Central Europe, though it is likely that
such increases are only being postponed.

Income inequality instead clearly rose (from extremely low levels, particularly for a
low-income country) in China following the introduction of economic reforms in 1978 (Table
6). However, while there is agreement about the increment of the Gini coefficient over the
entire period and, particularly, for the 1985-90 period, there is conflicting evidence regarding
inequality trends between 1978 and 1984, a period characterized by an extremely rapid and
broad-based growth of agricultural incomes. The Gini coefficient calculated by the Chinese
State Statistical Bureau shows an increase from 0.21 to 0.26 for this period. However, a
number of measurement problems concerning changing sample size and stratification and
valuation of self-consumption cast some doubts on the precision of such estimates. Using the
same data set but correcting for some of these factors, other authors (see among others Selden
1985, quoted in World Bank 1992) have drawn the conclusion that, over the 1978-84 period,
income inequality remained constant or even decreased slightly. This conclusion is supported
by evidence showing that during the 1980-4 period the interprovincial income gap narrowed
(see Table 6).
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The rise in income disparity in the second part of the 1980s can instead be traced
unambiguously to the rapid expansion of non-farm activities during that period. While the
growth of agricultural output (which, it is useful to remember, originated from very
egalitarian agrarian structures) was associated with a reduced inequality, increases in non-
agricultural incomes—and particularly in rural enterprise incomes—were clearly correlated
with rising income disparity (Hussain et al. 1991, Rozelle 1992, quoted in World Bank 1992).
The introduction of various performance-related bonuses in state enterprises, in contrast, does
not seem to have led to any visible growth in urban income disparity (Hussain et al. 1991).
In view of the unequal spread of these new activities across provinces, regional inequality
has become an important component of overall inequality. Indeed, while provincial Gini
coefficients increased modestly over this period, the distance between mean incomes per
capita of poor and rich provinces widened considerably. Until recently, furthermore, the rural
Gini coefficient recorded in China was higher than in urban areas (Knight and Song 1990).
3. Changes in the Redistributive Role of the Government. From the above discussion it would
appear that the primary income distribution (before tax and transfers) has shown a modest
increase in inequality in Hungary and Slovakia. In Romania and Poland, on the contrary, it
improved somewhat between 1989 and 1992 (though not between 1990 and 1992), despite the
rise in disparity in the distribution of wages.

At the same time, the final distribution of net per capita household income (after tax and
transfers) has remained stable at very low levels of concentration, or even declined, as in
Hungary and Slovakia, while it worsened in Romania and, after the first year of reforms, in
Poland. Therefore, in two cases (Hungary and Slovakia) the final distribution improved,
while the primary income distribution deteriorated, though not substantially, whereas in the
other two countries (Poland and Romania) a shift in the opposite direction has occurred since
1990 (Table 8).

These apparently contradictory trends may be explained by changes in the extent of
redistribution of the tax and transfer systems in these two groups of countries. As shown in
the last column of Table 8, the difference between the Gini coefficients of the primary and
final distribution of income increases in Hungary and Slovakia and declines in Romania and
Poland.

While the tax and transfer system exerts an equalizing effect (in all of these countries),
the above data show that this effect seems to have increased, if moderately, in Hungary and

Slovakia but to have decreased in Poland and Romania. In the first two countries, the share
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of transfer payments (i.e. pensions, child and family allowances, sickness payments,
unemployment compensation and social assistance benefits) in total final household income per
capita has increased respectively from 26.1 to 28.2 percent and from 14.9 to 16.6 percent (Table
9). In addition, in both Hungary and Slovakia the incidence by decile of these transfers has
retained a fairly progressive character and a far lower overall degree of concentration than
that for primary income distribution. In addition, the incidence of child and family
allowances, social assistance and sickness payments either became more progressive, or
remained constant. In both countries, however, the increase in the share of pensions in total
income has rendered their targeting less progressive.

In Romania, on the contrary, the share of transfer payments in total final household
income per capita declined substantially (from 12.5 to 9.3 percent between 1989 and 1992),
pointing in this way to an undesirable and sizeable weakening of the "social safety nets"
(particularly pronounced in the case of child and family allowances) during a severe
recession. In addition, the incidence of pensions (and of social assistance benefits) also
became less progressive in Romania, while the other transfer payments remained constant.

Finally, Poland presents an anomalous picture: a sharp decline in the progressivity
of pensions, accompanied by a large increment of their share in final net incomes, has caused
from 1990 onward a deterioration in overall income inequality in spite of the stability of the
primary distribution of income. Indeed, while the share of transfer payments in total final net
household income per capita soared (perhaps unsustainably) from 21.2 to 33.3 percent, its
incidence worsened substantially in the case of pensions (which represent three-quarters of

overall transfers) and moderately in the case of social assistance benefits.

V. CHANGES IN POVERTY INCIDENCE AND SOCIAL WELFARE:
EXTENT AND CAUSES

The post-reform years in China and Eastern Europe have been characterized by sharply
divergent poverty and welfare trends. In spite of the limitations imposed by a scattered data
set, there is ample evidence that poverty increased in all countries of Eastern Europe, while

it declined massively in China. Similar conclusions are evident in terms of social indicators.
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Sharply Rising Poverty in Eastern Europe

In Eastern Europe, the last four years have witnessed an unprecedented rise in the number
of people whose income per capita has fallen below a conventional poverty line (roughly
equal to 35-45 percent of their 1989 average wage), i.e. an income which would ensure the
satisfaction of essential needs and a broader, though still basic, socialization. Living standards
have also fallen much more sharply for a smaller number of households now living below
an extreme poverty line (equal to 60 percent of the poverty line), i.e. an income allowing for
the satisfaction—assuming a rational economic behaviour—of the essentials needed for
survival.

Though measurement and interpretation problems are clouding the picture (because
of shifts over time in the demographic composition of the poor, the varying quality of the
HBS used for the computation of these rates and the changing meaning of "income per
capita” when moving from rationed to open market economies), there is ample evidence that
the proportion of the poor and, particularly, of the extremely poor increased significantly in
the entire region over the 1989-93 period (Table 10). However, the initial year intensity and
duration of such increases vary considerably among the countries. The steepest increases in
the proportion of people living in extreme poverty have occurred in Bulgaria, Poland,
Romania, Russia and, very likely, Ukraine (for which data problems do not allow
unambiguous conclusions). In these countries, between 15 and 26 percent of the population
could be considered as extremely poor in 1992-3, while an additional 28 to 38 percent was
affected by less acute, but nonetheless debilitating, low incomes and poverty. These increases
in the incidence of extreme poverty and poverty in these countries have initially taken place
in parallel with sharp drops in net income per capita. As in Poland in 1992, for instance,
poverty and extreme poverty rates have broadly stagnated, however, even during periods
of recovery, as a result of rising income inequality.

In contrast, the spread of extreme poverty in the Czech Republic, Slovakia and
Hungary was contained to less than 4 percent, while poverty rates rose much less than in the
first group of countries. In Central Europe, inflationary explosions were more contained,
drops in real wages more limited, the extensive safety nets created in the past broadly
maintained and changes in income inequality extremely modest, all of which meant that the
number of the poor was also kept down to more tolerable dimensions. In addition, while in

1992 and 1993 both poverty indicators adopted in this study were still edging upward in the
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Table 10: ESTIMATES OF POVERTY AND EXTREME POVERTY
IN SEVEN EASTERN EUROPEAN COUNTRIES
(In Percentages Of Relevant Populations)

Poverty Extreme Poverty*
1989 1990 1991 1992 1993 | 1989 1990 1991 1992 1993
Bulgaria (45% 1989 average wage)
Households  -- 136 490 531 547 - 21 113 233 239
Children -- 177 617 599 644 -- 20 168 266 322
Adults -- 110 492 487 537 - 1.3 120 201 249
Elderly -- 183 500 59.7 58.6 - 38 106 276 246
Population - 138 521 536 570 - 20 127 234 262
The Czech Republic (35% 1989 average wage)
Households 4.6 76 238 182 - 0.3 0.3 0.8 1.6 -
Children 42 125 432 383 - 0.3 0.3 0.2 1.1 -
Adults 4.4 76 268 226 - 0.2 0.1 0.5 1.8 -
Elderly 5.7 32 129 9.6 - 0.4 0.1 0.3 0.4 -
Population 4.2 86 298 253 - 0.2 0.2 0.2 1.3 -
Hungary (40% 1989 average wage)
Households 12.3 - 139 - - 0.5 - 1.5 - -
Children 20.6 - 27.0 - - 1.1 -- 3.7 - -
Adults 12.3 - 18.5 - - 0.7 - 2.4 - -
Elderly 11.8 - 10.6 - - 0.3 - 0.4 - -
Population  14.5 - 194 - - 0.7 - 25 - -
Poland (40% 1989 average wage)
Households 229 383 339 357 - 51 113 81 104 -
Children 323 602 587 618 - 83 236 213 259 -
Adults 197 379 370 401 -- 48 130 108 134 -
Elderly 295 395 292 295 - 5.2 7.8 3.8 5.2 -
Population 247 431 412 437 - 58 150 123 151 -
Romania (45% 1989 average wage)
Households 299 176 251 443 -- 7.7 24 6.8 152 -
Children 412 286 381 628 - 10.8 34 116 261 -
Adults 298 182 257 472 - 7.1 2.4 69 164 -
Elderly 439 210 321 459 - 14.4 3.6 84 153 -
Population 339 214 297 515 - 8.6 2.8 84 191 -
Slovakia (40% 1989 average wage)
Households 5.7 62 249 303 345 0.2 0.2 24 29 -
Children 88 100 424 511 - 0.2 0.3 6.0 8.1 -
Adults 42 45 212 270 - 0.1 0.1 21 2.8 -
Elderly 6.2 6.7 254 290 - 0.2 0.2 2.5 24 -
Population 5.8 94 277 341 -- 0.1 0.2 3.2 3.9 --
Russia (40% 1989 average wage)
Households - - - - - - - - - -
Children - - - - -- -- - - - -
Adults -- - - -- -- - - - - -
Elderly - - - - - - - -- - -
Population 158 14.0 155 613 - 2.5 27 25 232 -

Source: MONEE Database, UNICEF-ICD
* The "extreme

"

poverty line is equal to 6

C, Florence. )
0 percent of the poverty line.
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Eastern and Southeastern European countries, they experienced a small decline in the Czech
Republic and broadly stabilized in the other two Central European countries.

The surge in poverty has differed significantly among the three main age groups, i.e.
children below 16 years of age, adults below 60, and the elderly (Table 10). Where
unemployment and the number of people hired at very low wages rose significantly and
where pensions were better indexed than wages, child allowances and unemployment
benefits, poverty grew considerably faster among children and members of the working-age
population than among pensioners. Poland presents the most graphic illustration of this
pattern (see Tables 8 and 10). Similar, though less pronounced, changes are observable in the
Czech Republic, Slovakia, Romania and Hungary, where pensioners, who represent between
30 and 40 percent of the voters, have generally enjoyed a more adequate indexation than has
been the case for other types of transfers and minimum wages. Greater surges of poverty
among children should be linked in particular to unemployment and inadequate social
transfers. In Hungary, the proportion of poor children in relation to adults and the elderly
was about 1.5 and 2.7 times higher respectively in 1991 (Table 10), mainly because of the
large increase in unemployment among middle-aged adults. In Russia, a survey carried out
in July-September 1992 shows that the incidence of poverty among children of less than 15
years of age stood at 46 percent, while that for adults in the 31-60 age bracket was 35 percent,
and for male pensioners it was only 22 percent. Poverty was found to reach a phenomenal
72 percent in families with three or more children (UNICEF 1994). In Russia (and Romania),
these large increases in child poverty are also due to the massive erosion suffered by child
allowances and other child-related income transfers. In Russia, for instance, child allowances
for children of less than 18 months of age fell from 14.2 percent to 1.5 percent of the average
wage between January 1992 and September 1993.

In view of the above discussion and in spite of the many measurement problems
affecting income, income distribution and poverty data, it appears that in Central Europe
(Poland, Hungary, Slovakia and the Czech Republic) the above described increases in poverty
rates are to be attributed almost exclusively to declines in average wages and incomes per
capita. The expected surge in primary income dispersion appears to have been very modest,
or even negative, while the relative importance of redistribution has grown. In addition, the
targeting of these transfers has generally improved or remained sufficiently progressive. The
steepest increases in the number of the poor and extremely poor have thus occurred because

of the recession induced by the macroeconomic, trade and other measures forming part of
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the overall transition package. It was not, as many anticipated at the beginning of the
transition, due to adverse shifts in income distribution and the rapid erosion of generous
income transfers inherited from the socialist era. Income distribution appears to have begun
to deteriorate in only some countries and only recently, while as noted—particularly in
Central Europe and Bulgaria—the social transfer/GDP ratio increased significantly. While in
Ukraine, the surge in poverty coincided with the loss of control over monetary and fiscal
policy, in others it occurred concurrently with the introduction of simultaneous "big bang"
price and trade liberalization, large currency devaluations and budgetary restrictions, namely
in 1990 for Poland, 1991 for most of the other countries and January 1992 for Russia. The
situation is more complex in Romania and even more so in Russia and, possibly, Ukraine.
In these countries, the negative impact on poverty of truly unprecedented drops in wages
and household incomes has been compounded by a rapidly escalating income inequality and

by quickly eroding and poorly targeted social transfers.

The Decline of Poverty in China: Achievements and Remaining Problems

"Broad participation in reform-driven agriculture sector growth played the key role in the
tremendous two-thirds reduction in absolute poverty during 1978-84" (World Bank 1992, page
xi). Using a fixed absolute poverty line comprising a food basket of 2,150 kilocalories per
day—and with an implicit food share varying over time between 0.60-0.63 for urban areas
and 0.63-0.75 for rural areas—the poverty headcount ratio declined from 28 percent in 1978
to 8.6 percent in 1990 (Table 6). According to the same study by the World Bank (1992), the
decline was particularly rapid in the rural sector, but important results were obtained also
in urban areas, where already by the mid-1980s absolute poverty had been eradicated (thanks
also to the restrictions imposed on rural-urban migration). Other assessments (see for instance
Ahmad and Wang 1991) give similar estimates of the direction and speed of the poverty
decline, though with consistently higher poverty headcount ratios.

The poverty decline of 1978-90 years was however far from uniform. Improvements
in the agricultural sector were extremely rapid during the 1978-85 years but almost stopped
during the following quinquennium. As noted in Section VI, during this period rural incomes
per capita practically stagnated despite a 3.5 percent growth of agricultural production, much
larger than the growth rate of the population. It is not entirely clear what has been the

welfare effect of the price reforms of the second part of the 1980s (even in the rural areas a
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considerable number of residents are net food buyers and, unlike their urban counterparts,
are not sheltered from price shifts by food subsidies). Also, there is clear evidence that the
restrictive macroeconomic policies applied in the 1988-9 period have affected both rural and
urban residents. To some extent, and in a fashion completely symmetric to that observed in
Eastern Europe, the observed fall in poverty is the result of a considerable increase (over
1978-85) or a non-decrease (over 1985-90) in average incomes, accompanied by a clear rise
in income inequality (estimated between 5 and 10 points of the Gini coefficient). In urban
areas, social policy played an important role in sheltering the registered population from the
price and stabilization reforms of the 1980s. In rural areas such a role has been negligible or
even negative. Fiscal decentralization, furthermore, has substantially reduced the possibility
of the central Government controlling a growing regional inequality and facilitating the
reduction in overall poverty by means of greater resource transfers for productive and
welfare purposes to the poorer provinces. Though incomes have grown, if modestly, also in
the poorest and less well-endowed provinces, the growing income gap between poor and rich
counties and regions suggests an undesirable accentuation in regional disparities and in

overall inequality.

Welfare Changes in Eastern Europe and China

The sharp rises in poverty discussed above have provoked a deterioration of untold
proportions in human welfare throughout most of the region and particularly in Albania,
Bulgaria, Romania, Russia and Ukraine, i.e. those countries where the increases in poverty
rates were most pronounced. A summary presentation of these welfare changes is included
in Table 11, which summarizes changes over the 1989-93 period for 29 welfare indicators
relative to the nine ECESU countries. The indicators belong to three different classes of
measures and include, in particular, four traditional income- and consumption-based welfare
indicators, 20 "capabilities-based" welfare indicators (concerning mortality, health, education
and social development) and five demographic indicators. For about 72 percent of the
variables for which information is available, the 1993 level indicates a deterioration, often a
serious one, in relation to the 1989 level. Of the 29 indicators considered, only three (maternal
mortality, adoption rate and 1-4 year death rate) show improvements. In addition, in 56
percent of the cases (mostly in the hard-hit countries of Eastern and Southern Europe), the

deterioration exceeds 10 percent, a level normally indicating acute deterioration. Only in 30
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Table 11: SUMMARY OF WELFARE CHANGES IN NINE EASTERN EUROPEAN COUNTRIES, 1989-93

. - ;g Average

Indicator . Unit .g g : ] E b 'E o g Number of cases .E change in

s E=d 4 g £ s £ 2 4 2 indicator

= 3 N = [=] [<] - = -

< @ (o} @ I [ -3 & = decrease  increase  no data ; 5
a) Income and consumption-based indicators
Rez;;’i‘;"”‘e P w — 39 178 -303 128 -383 207 383 370 8 — 1 100 1 223
Poverty rate %points —  43.2° 221° 294 42X 190° 176 360 — 7 — 2 100 1 245
Food share %points — 41 01 10 03 69 59 123 66 7 1 1 8 10 29
Calorie consumption o, — 80 — 33 57 51 92 20 -187 7 — 2 100 1 -89
per capita
b) Demographic indicators
Crude marriage rate % 45 -338 -184 -191 -180 -198 -7.8 -27.8 -13.7 9 — — 100 1 -19.8
Remarriage rate % — 491 99" 385 -283 -292 -138 — — 6 — 3 100 1 -28.1
Crude divorce rate % 169 -22.0° 32 17 135 437 171 111 116 3 6 — 33 27 02
Crude birth rate % 223 214 59 98 36 -145 317 -342 -200 9 - — 100 1 182
¢) Mortality indicators
Life expectancy, oy — .09 04 01° 09 06 " 52 20 5 2 2 717 10
males
Life expectancy, — 207 07 01 01° 05 ° 18 -0 5 2 2 noo1 0.3
females
Infant mortality rate % 77 78 -148 212 155 -169 -134 129 156 4 5 — 4 26 42
1-4 mortality rate % — 52 00° 125 -273 -183 -291 38 49 — 8 1 0 29 126
5-19 mortality rate % — 07 80 1.3 15 -124 -146 192 69 5 3 1 63 19 1.0
20-39 mortality rate % — 100 52 37 106 -81 -31 658 280 6 2 1 75 13 140
40-59 mortality rate % — 41 21" 92 87 92 122 502 273 5 3 1 6 19 103
60+ mortality rate % — 07 45 27 16 13 15 170 166 4 4 1 50 24 28
::::emm mortality g, 469° 241 97 740° -360° 103 644" 3.7 -20.1 2 7 — 2 28 290
d) Health indicators
Abortion rate % 601 77 -261 83 -120 -845° 4887 103 08 5 4 — 56 23 485
Lowbihweight g, 32 337 139 136 57 39 488 71 — 6 2 1 75 .13 140
Zi”;’st“be“”'“'s % — 452 43 352 149 40 590 141 97 &8 — 1 100 1 233
€) Social cohesion and protection indicators
% of births to %poits — 40 19 24 02 10 22 55 48 8 — 1 100 1 24
mothers < 20
No. of adoptions % — 125 -158 332 -60° 219 — 131° 147 4 3 2 57 2 0.7
Crime rate % — 1946 87.0° 50.4° 829 536 875 679 24.6° 8 - 1100 1 811
Youths sentenced % — 688 -20.7° 244 67 1236 583 458 10.0° 6 2 1 75 13 225
Homicide rate™ % — 803 221° 429 463 124 515 1411 — 6 1 2 86 12—
f) Child education indicators
Crechefparental - Lo 210160 35 43 182 04 -104 95 6 2 1 75 13 63
leave coverage
Pre-primary %points —  -13.0° -160° -13.4° 09 60 9.7 127 37 7 1 1 8 10 92
enroiment rate
:;’:ary enolment ¢ s 40" 66 1.2 1.6 01 09 34 06 — 4 4 1 50 24 -16
Secondary %points -12.0° 75 -01° 03 33 17 -198 .48 — 5 3 1 63 19 56
enrolment rate
Total number of 9 29 28 29 29 29 26 28 23 165 6 3 77 —  —
observations:
- number of 6 24 17 20 18 17 18 25 20 @ — — — — -
deteriorations
- number of 3 s Mm99 1 12 8 3 3 S
improvements
Percentage of 67 8 61 6 6 59 6 8 8 — — — —
deteriorations

Source: MONEE Database.

Notes: * 1992/1989; ® 1991/1989;  1990/1989; * 1990/1989; * 1993/1990;  1992/1990; ° Estimate; " The reported cases dropped by 66%, probably due to more frequent underreportings; ' The CP! used for this calculation is suspect.
Other indicators, such as industrial production and food consumption suggest a much sharper decline; ' Only polio and measles; * Aggregation of child population aged 0-2 in creches and cared for by persons on parental leave; ' Only
creche enrolment rate included; ™ Per 100,000 population. Includes deaths due to homicides and purposefully inflicted injuries and other violence; " Although LEB data are available, they do not appear consistent with the mortality
data and are therefore omitted.
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percent of the cases are there signs of possible improvements in human welfare, though some
of these may be somewhat misleading (see later). And last, as these data present a "point-to-
point” comparison and do not include any information on improvements or deteriorations
that have occurred during the intermediary period, the extent of the crisis as measured by
these indicators is somehow understated.

In addition to the deteriorations in incomes per capita and poverty rates discussed
above, the crisis has entailed a steep increase in overall mortality, which has particularly
affected adult men but also adolescents, the elderly and in same cases even infants. As a
result, life expectancy at birth, the most comprehensive health indicator, has deteriorated in
seven countries out of nine since the onset of the transition. Health and education conditions
have also shown a high frequency of deteriorations (though to a slightly lesser extent than
for those indicators just discussed), as shown by a massive surge in new tuberculosis and low
birthweight cases, which clearly confirm that poverty is on the rise. Finally there is evidence
that primary and secondary education rates have moved downward in four and five
countries respectively and that, with rising youth unemployment, skyrocketing costs of
securing a living place and overall uncertainty about the future, marriage, remarriage and
birth rates plummeted in all nine countries included in Table 11.

In China, in contrast, the "Asian” approach to the transition appears to have produced
more positive effects than negative ones. The data on infant mortality and school enrolments
included in Table 6 would support the view that human welfare has improved in line with
the rise in income and rapid decline in poverty discussed above. In spite of the limited
reliability of the data, this conclusion appears generally well grounded in the overall analysis
conducted above. On the other hand, it would appear that the rising regional imbalances in
the distribution of income and access to health care may have generated some adverse
outcomes, at least in parts of the rural sector (Sen 1989, Yu 1992, Hussain and Stern 1990).
In particular, while the overall effects of the reforms on poverty alleviation and overall
welfare have undoubtedly been very positive, the dismantling of the commune-based health
system, diminished central Government transfers to poorer regions and a less progressive
incidence of public expenditure on health and education (see Table 12) seem to have caused
likely welfare losses in those counties with inadequate growth in income per capita. While
these problems are almost insignificant in relation to those faced in Eastern Europe, they still

pose a serious policy problem that requires an urgent response.
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Table 12: THE DISTRIBUTION OF GOVERNMENT EXPENDITURE FOR CURATIVE CARE IN CHINA
(In Rounded Percentages, 1980, 1985 And 1989)

1980 1985 1989
Rural (township) health centres 32.3 27.2 26.8
County hospitals 26.3 22.8 21.3
City health centres 2.9 3.4 3.7
City hospitals 38.5 46.6 48.2
Total 100.0 100.0 100.0
% of total health budget 63.0 60.4 58.4*

Source: Yu (1992).
* Data for 1988.

VI. CONCLUDING REMARKS

In conclusion, there appears to be considerable evidence suggesting that, with some
exceptions, the massive surge in poverty and loss of welfare observed in Eastern Europe over
the last four years are, for a good part, due to macroeconomic factors and, in the end, to the
choice of an accelerated "Western approach” to the transition. Indeed, there is little evidence
that poverty and human welfare have suffered because of immediate and sharp increases in
income inequality or because of a weak social policy, both factors which were generally
anticipated by most observers. While these two factors have recently started to exert their
negative influence, and are likely to do so in the future, the data presented in this paper
suggest that, with few but important exceptions (e.g. Russia and, to some extent, Romania),
social policy has generally had a moderating influence on the spread of poverty and that the
much expected deterioration in income distribution has not yet taken place in any general
and significant way. By implication, we have to conclude that the massive rise in the number
of the poor and the worsening in key welfare indicators are to be attributed therefore to the
macroeconomic management of the transition and, in particular, to the simultaneous
implementation of drastic price and trade liberalization and currency devaluation measures.
While unfavorable initial conditions and exogenous factors have aggravated the situation in
two or three of the Eastern European countries (as in Poland), it does not appear that their
influence would had been the same if a less drastic and more gradualistic approach had been

followed.
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Strangely, in the case of China, the conclusions appear somewhat symmetric. The
overall "Asian approach” to policy reform has been far more efficient and equitable (in spite
of some rises in income and regional inequality) than that followed in Eastern Europe and
has contributed to a phenomenal reduction in poverty incidence in only 12 years. In contrast,
the changes brought about by fiscal decentralization, declining progressivity of social
expenditure, massive recourse to user fees even for basic "public goods" and hasty
dismantling of the commune-based health and education system seem to have induced some

avoidable social costs.
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