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Abstract: Transitional processin Central and Eastern European countries has been affected by globalisation. Evaluation
of poverty and inequality become an integral part of economic thinking a few years ago. The importance of this topic is
documented in the 2000 World Bank Report. In comparison with living standards of developing countries (especially
Africa, South Asia, partially Latin America), Slovakia does not belong to the group of countries with the highest absolute
poverty and according to the World Bank Report, the Slovak Republic is one of the countries with the lowest level of
inequality. The paper presents an assessment of poverty and inequality in the Slovak Republic and a comparative analy-
sis of indicators of selected countries. From 1992 the poverty in the Slovak Republic was evident, lasting and befalling
more and more inhabitants. Household living costs were affected by price liberalisation. Inequality increased too. In
1996, inequality was correlated with the size of settlements and reached the highest level in settlements with over 50
thousand inhabitants. The share of population under poverty line has been increasing as well. Poverty assessment de-
pends on the poverty line, which changes over time and across the regions. Distribution of household income in the
Slovak Republic by the size of settlements (Microcenzus 1996) is shallow and densely concentrated around the poverty
line. Therefore high sensitivity of poverty incidence, its depth and severity is observed. Contrary to the situation in
developing countries, where the highest share of poor is observed in rural areas, the share of the Slovak Republic popula-
tion under the poverty line was the highest in the settlements with 5 thousand to 10 thousand inhabitants in 1996.
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Abstrakt: Nezvratny proces globalizacie sprevadza aj transformaciu ekonomik strednej a vychodnej Eurdpy. Hodnotenie
chudoby narodov a rozdelenia dochodku v spolo¢nosti je sucastou ekonomického myslenia relativne kratko. Aktualnost’
problematiky dokumentuje sprava Svetovej banky za rok 2000, ale stava sa aktudlnou aj v naSich podmienkach. Na rozdiel
od obyvatelov rozvojovych krajin (najméi Afriky a juznej Azie, ¢iastoéne aj Latinskej Ameriky) sa ned4 hovorit’ o chudobe
vacsiny obyvatel'ov Slovenska. Slovenska republika bola Svetovou bankou povazovana za jednu z krajin s najnizSou nerov-
nostou. V praci sa zaoberame hodnotenim chudoby a nerovnosti rozdelenia dochodku v Slovenskej republike a komparaciou
vyvoja tychto ukazovatel'ov vo vybranych krajinach. Po roku 1990 sa chudoba v Slovenskej republike stava zjavnou, pretr-
vavajlicou a postihuje ¢oraz viac obyvatel'ov. Vyvoj spotrebitel'skych cien tovarov a sluzieb rastie a odraza sa v zivotnych
nakladoch domacnosti. Nerovnost’ od roku 1992 rastie, pricom v roku 1996 jej tiroven korelovala s velkost'ou obce a bola
najvyssia v obciach nad 50 tis. obyvatel'ov. Rastie aj podiel chudobnych v populacii. Kvantifikacia chudoby zavisi od
hranice chudoby, ktora sa meni v Case aj priestore. Rozdelenia domécnosti podla prijmov a typu obci Slovenskej republiky
(Mikrocenzus 1996) su plytké, kladne zoSikmené. Indikatory chudoby st tak zna¢ne citlivé na malu zmenu hranice chudo-
by. Na rozdiel od situacie v rozvojovych krajinach, kde bol najvyssi podiel chudobnych pozorovany vo vidieckych oblasti-
ach, bol v roku 1996 podiel chudobnych v Slovenskej republike najvyssi v obciach od 5 tis. do 10 tis. obyvatelov.
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INTRODUCTION

There is a revival of interests in income inequality and
poverty assessment for a number of reasons. Recent
empirical work found a negative relationship between
inequality and growth, especially when looking at the
impact on growth of asset distribution and capital mar-
ket imperfections. The second reason is a slowness of
poverty reduction in many countries. Therefore, the at-

tention is devoted to poverty reduction public policies,
including social safety net and social expenditure. Third
area of research focuses on the impact of inequality, in-
dependently from poverty level, on health, or as a cause
of violence.

While the world population has grown from 3.4 billion
to 5.8 billion, real world GDP has tripled over the period
1965-1996. Over the same period, the ratio of developing
countries to industrialised countries GDP per capita has
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remained more or less at the level of 1 to 20 in dollar terms
and 1 to 7 in PPP (Purchasing Power Parity) (Working
document of the EU 1999).

Developing countries’ performances in terms of growth
rates of GDP per head have considerably varied from one
region to the other. While South East Asia and China
have recorded an annual increase of GDP per head of
more than 5% over the period 1965-1996, Sub-Saharan
Africa, the Middle East, and the former Soviet Union have
suffered a deterioration of their living standards. The
share of poor in developing countries living on less then
1 USD a day declined, in 1993 to 29.4% of the population
of those countries, but the absolute number of poor has
increased from 1.2 billion in 1987 to 1.3 billion in 1993 and
could have reached 1.5 billion today (Working Document
of'the EU 1999).

Globalisation has been one of the main factors contrib-
uting to world growth over the last decades through an
unprecedented wave of technology innovations and
more efficient international division of labour. However,
freer trade and increased foreign direct investment (FDI),
as well as short-term capital flows have only a limited
impact on global development. The missing link between
globalisation and development is the lack of adequate
domestic policies. Development depends first of all on
domestic policies, although these should be supported
by international economic co-operation.

THE AIM AND METHODOLOGY

The aim of the paper is to analyse development of pov-
erty and income inequality in Slovak Republic on the
base of available data, in the context of global and region-
al tendencies of globalisation, liberalisation and econom-
ic growth.

Poverty and income inequality in the Slovak Republic
(SR) were estimated based on the Microcensus (1977) data
of the Statistic Office of SR (SU SR), Consumers’ barome-
ter SU SR, data published by the World Bank, the OECD,
the IFAD and other international institutions. The World
Bank POVCAL Software (Chen, Datt, Ravallion 2000), data
of WIID UNDP (2000) and the database by Deininger-
Squire (World Bank, 1997) were used in the analysis.

Income inequality was quantified by the Gini coefficient
(GIND)

S B
Gini= Z,ZZ yi—yj‘ (1)
2n " yi=lj=1
y=(/n)3y y; 2)
where
n — the number of individuals in the sample;
y; — income of individual 4, i a (1, 2,.., n);
y — the average income

Another frequently used inequality indicator is the in-
come share of the poorest 20% and the richest 20% of
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Figure 1. A Stylized Kuznets curve

population (the lowest and the highest quintils). Pover-
ty incidence was quantified by the Headcount Index (H),
depth of poverty by the Poverty Gap Index (PG) and se-
verity of poverty by the Foster-Greer-Thorbeck Index
(FTG).

Classical economy devoted appropriate attention to the
relation of growth and income inequality. The best estab-
lished view on linkages between growth and income dis-
tribution was the Kuznets hypothesis (1955) expressed
by U curve — the Kuznets curve (Figure 1). Growth first
leads to an increase, and then to a decrease in income
inequality.

Kuznets investigated time-series of inequality indica-
tors for England, Germany and the United States. In the
1950s, these were basically the only countries for which
sufficiently long time series were available. By that time,
inequality was falling in all three countries, after having
risen earlier. Economic explanation was the transfer of
workers from low productivity sectors and average ine-
quality, to sectors with high productivity and low inequal-
ity. Inequality between sectors was higher then within
sectors. With the available data, it was not possible to
reject the Kuznets hypothesis. It was only recently that
tests of the hypothesis based on much larger data sets
(Deininger-Squire, 1996) have consistently refuted it.

Using data of 67 developing and transitional econo-
mies of Central and Eastern Europe and Middle Asia from
1981 to 1994, Ravallion and Chen (1997) found a signifi-
cant negative correlation between economic growth and
changes in inequality. Pakistan government (2001) pub-
lished similar conclusions related to the rapid economic
growth of East and Southeast Asia countries.

The negative link between economic growth and ine-
quality described in Ravallion and Chen (1997) can be
rather specific to the circumstances of transition in Cen-
tral and Eastern Europe and Central Asia, where both
negative growth and increasing inequality prevailed
since 1990. There is no evidence of a systematic relation
between growth and changes in inequality for countries
outside that region.

In spite of Kuznets prediction (1995), inequality in
many high-income countries persists, or even grows
(OECD 1995). Inequality means different things to differ-
ent people. The World Bank defines it as the dispersion
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of income or consumption distribution, or other welfare
and demographic indicators. Obviously, poverty and in-
equality are very closely linked. The more unequal the
income distribution, the larger the percentage of the pop-
ulation living in income-poverty. Ravallion and Chen
(1997) also indicated a significant negative correlation
between economic growth and poverty reduction for all
observed countries.

The basis for any poverty measurement is a poverty
line definition. Discussions related to the selection of the
poverty line have been growing, as the poverty is a multi-
dimensional concept. Some scholars prefer for the mea-
surement of poverty physical measures of nutrition or
health, where higher consensus is expected. For the pur-
pose of global aggregation and comparison, the World
Bank uses reference lines set at 1 USD and 2 USD per
capita per day in 1993 PPP terms. According to the World
Bank estimates, 24% of developing countries population
had consumption below 1 USD a day in 1998.

RESULTS AND DISCUSSION

The share of population in the SR living on 2 USD a
day, at about 5 percent in 1996, is well above that of other
Central European countries, although income distribu-
tion remains overall relatively egalitarian. On the contrary,
those living below 4 USD a day represent about 11 per-
cent of the population, a much lower share than in other
Central European countries (Memorandum 2001). Similar-
ly, relative poverty or income inequality, as measured e.g.
by the share of households having incomes below 50
percent of the median equivalent income, is also much
lower than in other Central European countries.

Inequality in the SR and other transitional countries
has been increasing over time (Table 1, Figure 2). Never-
theless, according to the World Bank (2001), Slovakia and
the Czech Republic belong to the low inequality coun-

Gini %
30

tries, inequality being measured by the lowest and the
highest quintil (Table 2) and the Gini coefficient (Ta-
ble 1).

Changes in the Gini coefficient (Table 1) show a decline
of inequality in Czechoslovakia since 1958 and its grow-
ing after 1992. Gini coefficients differ by sources. Gini
coefficient in SR (Bartova, 2001b) was comparable with
that of Hungary and Austria in 1996. Inequality in Poland,
Slovenia, Czech Republic was higher. A remarkably high
inequality in developed countries is observed in the USA
(Gini = 40.8). The highest levels of inequality are most
often observed in Latin America, e.g. in Bolivia (Gini =
58.7).

The distributions of households according to the in-
come level and size of settlement (Figure 3) show a fur-
ther specific feature of income inequality in SR in 1996.
The average income increases together with the size of
settlements. The positive skewness of the income distri-
bution of all groups of settlements is observed too. Typ-
ical shallow pattern of distribution with mean higher than
median was also recorded by analysts of the World Bank
in Hungary (1996) and in Poland (1994).

Incomes are highly concentrated around the poverty
line which resulted in a rapid increase of poverty inci-
dence when a higher alternative poverty line was used
(Bartova 2001a). Inequality assessed on the base of
households net monthly income in year 1996 (Bartova
2001b) grows with the size of settlements (for settlements
over 50 thous. inhabitants Gini equals 33.25).

Poverty line was defined as a minimal monthly income
0f2700 Slovak crowns (Sk) in 1996 (Act No. 90/1996 Coll.
on minimal wage and Act no. 463/1991 Coll. and amend-
ments). Average paid unemployment benefit was 1881 Sk
amonth in 1996 (Sprava 2000). An alternative poverty line
was set at 1800 Sk (Bartova 2001b). Headcount index (a
share of population living under the poverty line) in set-
tlements from 5 thousand to 10 thousand inhabitants was
10.6% and 30.8%, respectively.

25

/‘-\0

20 L

15

10 T T T

1984 1986 1988 1990

1992 1994 1996 1998

—— CSK:A:AILIN:HpC:Atkinson and M icklewright 1992:CSO
—— CZE:A:All:L:P:TransM onee Project:CSO-HBS

—0— CZE:A:AllIN:HpC:TransM onee Project:CSO-HBS

—&— SVK:A:AILIN:Hp C:TransM onee Project:CSO-HBS

Figure 2. Inequality development in Czechoslovakia (CSK), Czech Republic (CZE), Slovak Republic (SVK)
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Table 1. Income or consumption distribution and inequality in selected countries

Year GINI 1. quintil 2. quintil 3. quintil 4. quintil Source
CSR 1958 27.19 0.0816 0.2232 0.4098 0.6481 Czechoslovakia, SY

1965 22.61 0.1010 0.2510 0.4410 0.6750 Czechoslovakia, SY

1970 22.50 0.1029 0.2548 0.4426 0.6713 Czechoslovakia, SY

1973 21.01 0.1090 0.2640 0.4530 0.6810 Czechoslovakia, SY

1976 20.71 0.1140 0.2680 0.4540 0.6790 Czechoslovakia, SY

1977 19.37 0.1263 0.2838 0.4667 0.6880 UN 1981

1980 20.67 0.1140 0.2680 0.4540 0.6790 Atkinson and

Micklewright 1992

1981 23.92 0.1018 0.2239 0.4309 0.6672 Czechoslovakia, SY

1985 19.86 0.1161 0.2743 0.4605 0.6847 UN 1985

1988 20.07 0.1190 0.2740 0.4580 0.6800 Czechoslovakia, SY

1991 24.60 0.1086 0.2484 0.4230 0.6450 Czechoslovakia, SY

1992 24.51 0.1094 0.2529 0.4277 0.6443 Milanovic and Ying 1996
SR 1989 18.30 . . .

1990 18.00 . . . . Cornia 1994

1991 18.00 . . . . Cornia 1994

1992 18.90 . . . . Cornia 1994

1992 19.49 0.1186 0.2770 0.4645 0.6865 Cornia 1994

1992 27.71 0.0816 0.2215 0.4082 0.6416 WDR 1996

1992 23.38 0.1062 0.2536 0.4359 0.6604 LIS Data base

1992 20.79 0.1163 0.2716 0.4556 0.6750 LIS Data base

1992 25.82 0.0900 0.2352 0.4217 0.6518 LIS Data base

1993 21.50 0.1146 0.2647 0.4474 0.6711 LIS Data base

Milanovic and Ying 1996

CR 1989 18.50 . . . .

1990 20.10 . . . . WDR 1996

1991 22.20 . . . . Milanovic and Ying 1996

1992 18.10 . . . . Cornia 1994

1993 26.60 0.1050 0.2440 0.4130 0.6260 Cornia 1994

1994 28.26 0.0966 0.2318 0.4018 0.6190 Cornia 1994
Hungary®® 1998 24.4 0.100 0.247 0.430 0.657 WDI, 2001
Poland®? 1998 31.6 0.078 0.206 0.377 0.603 WDI, 2001
Slovenia®d 1998 28.4 0.091 0.225 0.398 0.623 WDI, 2001
Austria®d 1987 23.1 0.104 0.252 0.437 0.666 WDI, 2001
Germany®d 1994 30.0 0.082 0.214 0.389 0.616 WDI, 2001
USAd 1997 40.8 0.052 0.157 0.313 0.537 WDI, 2001
Bolivia®d 1997 58.7 0.019 0.078 0.189 0.382 WDI, 2001

a — refers to consumption shares by percentiles of population
b — ranked by per capita consumption;

¢ — refers to income shares by percentiles of population;

d — ranked by per capita income

Sources: Deininger and Squire Data Set 1996; World Development Report 2000/2001, 2001; World Development Indicators 2001

Table 2. Income distribution in selected countries (income share of the poorest and the richest 20% of population)

High inequality Lowest Highest B/A Low inequality Lowest Highest D/C
countries 20% (A) 20% (B) countries 20% (C) 20% (D)

Honduras 1.6 61.8 38.625 Slovak Republic 11.9 31.4 2.639
Bolivia 1.9 61.8 32.526 Japan 10.6 35.7 3.368
Paraguay 1.9 60.7 31.947 Austria 10.4 33.3 3.202
Brazil 2.6 63.0 24.231 Czech Republic 10.3 35.9 3.485
Swaziland 2.7 63.4 23.482 Bulgaria 10.0 36.8 3.680

Source: World Bank, World Development Indicators 2001; own calculations
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Figure 3. Household distributions in SR according the size of settlements and income level (1996)

Situation in transitional countries was affected by the
break up of the central planning system accompanied by
a rapid fall in output and high rate of inflation. Hence,
poverty in the Russian Federation (according the nation-
al definition) had jumped from 11% during the Soviet pe-
riod to 43% in 1996, and probably increased further in
more recent years. Inequality measured by the Gini coef-
ficient increased over the region from an estimated 0.24
in 1988 to about 0.49 in 1998 (Income Poverty 2001).

The World Bank observed growing poverty in transi-
tional economies in the Roma minority population. In
Bulgaria, more then 84% of the Roma population lived
under the poverty line in 1997. In Hungary, one-third of
the long-term poor consisted of Roma population (Pov-
erty Trends, 2000). Situation of the Roma population in
Slovakia (close to 10% of population) represents a core
challenge to poverty reduction and social justice. Ac-
cording to the Ministry of Labour, Social Affairs and
Family of the SR (2000), 12.5% of total unemployed in 2000
were Roma. Together with 60% of the dependants (chil-
dren and housewives) and 7% of the retired, 80% of the
Roma population depended on the social safety net and
a support provided by non-governmental non-profit or-
ganisations.

According to many studies, globalisation has had a
rather negative impact on rural poverty. According to
IFAD (1992), rural poverty in 114 observed countries in-
creased. The level of poverty in Sri Lanka, expressed by
the headcount index, changed from 13% in 1965 to 46%
in 1988, which means a growth by 254%.

The highest incidence, depth and severity of poverty
in SR were observed in settlements from 5 thousand to
10 thousand inhabitants, which are not recognised as
rural. Even if poverty in settlement over 20 thousand in-
habitants was relatively low, results do not comply with
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the findings in developing country studies (World Bank,
2000) which show an evident higher share of rural than
urban poverty.

Growth of poverty in SR, “shallow” pattern of income
distribution could be explained by a decline in economic
development, growth of unemployment and other spe-
cific conditions of a slowdown transition (e.g. impact of
price liberalisation, decline of real income, social safety
net deterioration, growth of regional disparities).

Even if the economic theory has not empirically con-
firmed relations between growth and inequality, there are
no doubts that economic growth reduces poverty. Pov-
erty decline was observed in countries with rapid eco-
nomic growth. This decline was, however, slowed down
by the increase of inequality (China, India). The growth
of poverty was identified in countries in which econo-
mies stagnated or contracted (Poverty Trends, 2000).
From this point of view, a stabilisation of the economy,
increasing its efficiency and competitiveness, under the
condition of globalisation would have a positive impact
on poverty alleviation in SR.

CONCLUSION

Measuring and analysing inequality and poverty be-
came more important in transitional countries, where eco-
nomic development after 1990 led to inequality and
poverty growth. The estimation of indicators and deeper
analysis of their causes and relations with economic
growth are constrained by lack of high quality data, and
lack of representative household consumption or income
surveys. In spite of that, the World Bank still lists the
Slovak Republic among the lowest inequality countries.
Since 1992, inequality increased, similarly as poverty in-
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cidence, depth and severity. The relation between growth
and inequality was not confirmed. Nevertheless, under
the assumption of the stabilisation of economy, the
growth of efficiency and competitiveness, decline of
poverty observed in rapid economic growth countries
could be observed in future in the Slovak Republic, too.
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