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EXECUTIVE SUMMARY

Introduction

i. Hungary's transition from a command economy to a market economy has involved important
structural changes in the past few years. Although now recording modest GDP growth, the Hungarian
economy experienced a four-year long recession (1989-1993) during which almost one fifth of GDP was
lost. These forces have inevitably impacted on the welfare of individuals and their families. Primarily
through changes in the labor market -- loss of jobs in the state sector, new employment opportunities in
the private sector, the emergence of high unemployment and withdrawal from the labor market,
deregulation of wages and growing wage dispersion -- disposable household incomes have declined in the
aggregate, and the distribution of market incomes has become more unequal. Yet Hungary, like other
countries in Central Europe, inherited an extensive system of cash and in-kind benefit programs that was
designed to complement low wages and redistribute large amounts of national income. While this system
has cushioned the impact of the transition on households in general, the uniform nature of social transfers
has led to their failure in preventing increased poverty arnong those most negatively affected by the
economic changes. Social transfers also impose an enormous burden on public expenditures and the
economy, and thwart economic growth. Further, cash transfers have an important impact on household
and irdividual behavior through their incentive effects on labor market activity.

ii. How can social transfers be restructured so as to improve their contribution to poverty
alleviation, both directly and indirectly, while reducing their impact on the Government budget? This
Report attempts to provide some elements of response to this critical question. In doing so, it analyzes
the macroeconomic and poverty trends during the period 1989-93, and presents a detailed poverty profile
of the population in 1993. Against this background, the report looks at the role of cash social transfers
in poverty prevention and poverty alleviation. The report examines the poverty implications of recently
agreed changes to cash transfers, and proposes some alternative policy reforms with the objective to
improve their contribution to poverty alleviation while reducing their impact on the budget. The report
also stresses the importance of achieving poverty reduction through economic growth and associated labor
marke; income gains (new jobs and higher wages). Here too. reducing aggregate expenditure on social
transfers, and adjusting elements of transfer programs to encourage pursuit of higher earned incomes
(incentive effects) is of equal importance.

Poverty Trends and Poverty Profile

iii. In the years 1989-93, the incidence of poverty (that is, the proportion of the population who falls
below a specified household income or expenditure level that defines a "poverty line") increased. For the
most part poverty has remained shallow (i.e. incomes or expenditures have fallen only a small distance
from the poverty line), but some deep pockets of poverty have developed.

iv. The Incidence of Poverty Has Increased. The magnitude of the increase in the incidence of
poverty in Hungary is sensitive to the poverty line chosen, the use of income or expenditure data, and
to assumptions about income underreporting in household surveys (both recorded and unrecorded in
national accounts). Taking the minimum pension as the lowest poverty line, and using unadjusted
estimates of income from the 1989 and 1993 Household Budget Surveys, poverty incidence has increased
from less than 2 percent of the population in 1989 to over 8 percent in 1993. A poverty line set at
approximately one and half times the value of the minimum pension shows that between a third and two
fifths of the population was in poverty in 1993 compared to less than 5 percent in 1989.
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v. Two forces lead to greater poverty: a decline in the overall income level, and growing inequality
in income distribution. Both trends can be documented for Hungary. The increase in the incidence of
poverty is a function primarily of declining real household incomes. And because household incomes are
densely concentrated within a small income range (a function of the past when incomes were intentionally
compressed), even a small decline in income levels can lead to substantial increases in the incidence of
poverty. It is estimated that a variation in monthly income of HUF 500 (US$4) increases the poverty
headcount by 3.5 percentage points. A growing income inequality, which in reality is the product of an
unequal distribution of the decline in national income, has also played a part in the rising incidence of
poverty. The income decline has been most severe for the poorest 5 percent of the population, whose
real household expenditure fell by more than a third during the period 1989-93: conversely, the wealthiest
income group has actually gained in real terms.

vi. Poverty is Concentrated Close to the Poverty Line. Poverty in Hungary is largely "shallow".
That is, the average income (or expenditure) of those below the poverty line is not substantially less than
the poverty line, nor substantially less than those just above the poverty line. The poverty gap-the
average shortfall of household income (expenditure) as a percentage of the poverty line-ranged from 15
to 20 percent from the late 1980s to 1993. But, importantly, the increase in the incidence of poverty has
not been associated with any increase in the poverty gap; if anything, the poverty gap has narrowed
slightly. This trend is not surprising, as more people whose incomes are close to the poverty line fall
just below the line.

vii. Some Deep Pockets of Poverty Exist. As the transition progresses, a new phenomenon is
emerging. Within Hungary, there are some households (individuals) whose income falls far short of even
the lowest poverty line (the minimum pension). These people number around 500,000 (5 percent of the
population) and they should be considered the very poor. Four groups stand out: households headed by
a person who has been unemployed for more than a year (the long-tenn unemployed) -- these are typically
poorly educated, low skilled, middle-age men; those people with irregular connection to the labor market
(casual employment), and irregular income; women on extended leave from their jobs to care for young
children; and very elderly female pensioners living alone. These people, and their families are bearing
the brunt of Hungary's economic transition to a market economy, and they should become the focus of
public policy.

viii. Who Are the Poor in Hungary? The groups mentioned above are the very poorest, but others
are also vulnerable to poverty. An examination of the characteristics of poverty groups in Hungary yields
the following profile:

* Poverty among pensioners is slightly above average, but with the exception of elderly females
their poverty is shallow.

* In households affected by unemployment, poverty is deeper if the head of household is
unenployed than if another member of the household is unemployed. If the head is unemployed
and does not receive unemployment insurance benefits, then incidence of poverty is very high:
more than 40 percent of such households have incomes below the minimum pension.

* The regional variation in the incidence of poverty is not very pronounced. Budapest has the
lowest incidence of poverty, while the north/northeast and the south have the highest incidence.
Poverty is more pervasive in villages than in cities, most likely reflecting the different labor
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markets. Indeed, regional differences in incidence of poverty can be explained entirely by
differences in the socioeconomic and demographic composition of the population.

* Demographic characteristics are important indicators of poverty. The incidence of poverty is
lowest in nuclear households with one or two children. It rises steadily with the number of
children and is especially deep in households with two adults and four and more children, and
in households with 3 adults and 3 and more children. Among these households, one in five lives
below the minimum pension, and 70 percent are below two-thirds of mean expenditure. The
corollary to these findings is that poverty among children is somewhat more pervasive than
among the population at large.

* Poor children live primarily in villages, and in households whose head is poorlv educated and
does not have more than a temporary attachment to the labor market. This finding is worrisome
since it indicates the likelihood of inter-generational poverty.

* Hungary displays the normal inverse U-shaped lifecycle pattern of poverty, but the age effect is
stronger among the young than the old, reflecting the relative well-being of pensioners and the
high unemployment rate among the young.

a There is a distinct gender dimension to poverty. Poverty is deeper among femnale-headed
households, especially if they are single adults with children.

e - A strong inverse relationship exists between paverty and the education of the household head.
Secondary or higher education virtually guarantees a level of living above the minimum pension,
and college and university puts all but 5 percent of the population above the higher poverty line
of two-thirds of mean expenditure. Employment, wages and education are all closely correlated.

* When all variables are taken together, education and labor market status are found to be the key
determinants of poverty, especially for falling below the minimum pension poverty line. Because
the Roma (gypsy) population has poor educational attainment and a marginal association with the
labor market, the incidence of poverty among this ethnic group is much higher than average.

ix. Shifts between Transient and Permanent Poverty. Some of the population groups in poverty in
1993 were already experiencing poverty prior to the transition. Through the 1980s, poverty was already
affecting poorly educated and low-skilled individuals who had limited labor market opportunities as well
as large families, the very elderly, and the gypsies. The recession and the structural changes associated
with the economic transition have exacerbated their financial situation. New groups have also been
lowered into poverty-the unemployed (especially the long-term unemployed who have exhausted their
unemployment insurance benefits), mothers (particularly single mothers) on extended child care leave,
and persons earning a living from casual employment. The extent to which any of these groups is likely
to remain in poverty in the longer run is unclear. There appears to be a great deal of movement by
households in and out of various relative income/expenditure positions. Between 1993 and 1994, almost
40 percent of households changed their relative position by two or more deciles. But the change in
absolute income (expenditure) of any one household was not great. By contrast, those in the lowest
income decile-the poorest-have moved far less, and their characteristics are rather predictable: poor
education, young or very old, unemployed over the long-term, and members of the Roma ethnic group.
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x. Poverty and the Labor Market. What has determined the winners and losers from the transition
thus far? The most important determinant is labor-market status. Income from employment, self-
employment, and business (but primarily wage income) is the main contributor to individual and
household income. Of sources of household income, employment income (wages) was already the most
unequal, and its dispersion across the income groups increased markedly in the transition years. Earnings
inequality in Hungary is now on par with that of Western Europe. Labor income is a function of a job-
holding, age, education and work skills, and location. Aggregate labor incomes declined by almost as
much as the decline in GDP during 1989-93, but the decline was much more a function of job losses than
of real wage declines. As such, those who kept a regular job fared reasonably well, particularly in so
far as formal-sector jobs provide access to second jobs, an additional source of income. Highly educated
employees in private sector companies, often associated with foreign investment, have seen substantial
real wage gains. In contrast, less educated and semi-skilled workers and public-sector employees have
experienced real wage declines. But the real losers of the transition are the unemployed, casual workers,
those on extended child care on state support, and those who have withdrawn from the labor force
altogether (in many cases on disability pension arrangements). Their access to regular wage income has
essentially ceased.

The Cash Transfer System

xi. Hungary offers a generous array of cash transfer programs. The transfer system includes
contributions-based social insurance, income supplement entitlements, and means-tested social assistance.
This report finds that cash transfers are widely distributed in Hungary, benefitting no less than 7 million
individuals and 91 percent of households. Of the six transfers examined, pensions, family allowance and
social assistance are found to benefit the largest number of households. Pensions alone reach 52 percent
of households, and the family allowance reaches 44 percent of households. One of the most striking
findings is that the aggregate value of cash transfers is very uniform across households. (While this is not
an unexpected outcome for some programs, such as pensions and family allowance, because of the design
of those programs, such a flat distribution should not occur with means-tested programs like social
assistance.)

xii. Cash Transfers Have Helped Maintain Disposable Income. As the share of labor income in
aggregate disposable household income has declined in the transition years, cash social transfers which,
in the aggregate, maintained their real value through 1993 have become even more important. In 1993,
they provided around 38 percent of gross household income, accounting for 20 percent of GDP. In the
past two years, public expenditure on cash transfers has fallen, and since the number of recipients has
remained largely unchanged, benefit amounts have declined. Different cash transfers have played
different roles during the transition-some have been more effective than others at preventing poverty.
In general, social insurance-based transfers tied to previous wages and designed to replace wage income
(pensions, unemployment insurance benefits and the child care fee) have been most effective at
maintaining incomes, largely due to program size and the high value of payments. (These transfers alone
account for 15 percent of GDP). Social assistance has been less effective at alleviating poverty, due
primarily to poor targeting and inadequate transfer amounts for those most in need.

xiii. But Cash Transfers Fail to Prevent Poverty. In a static sense, cash transfers have prevented
many households from falling into poverty. Indeed, cash transfers have held about 60 percent of
households above two-thirds of mean household expenditure, or 45 percent if pensions are excluded. On
the other hand, because of their wide distribution and their relative "blindness" to need (or household
income level), cash transfers leave many household-including transfer recipient households-in poverty.
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More than one-quarter of households who receive social transfers remain below the poverty line.

xiv. Cash Transfers Could do Much More to Help the Poor. Of considerable interest, both as a
counterfactual to the recent past and to the present time when expenditure reduction is needed for
macroeconomic stabilization reasons, is the extent to which cash transfers could be more effective poverty
alleviation tools. (It is acknowledged that they have other important objectives.) It is clear that they could
do a great deal more to help the poor. 7here are two fundamental aspects that prevent more effective
poverty alleviation:

* There are too many beneficiaries, but there are also unintentional exclusions, mainly from
discretionary (social assistance) programs. Programs would do well to be more narrowly focussed
(targeted).

* Because of the large number of beneficiaries and the flatness in their distribution (with respect
to household income), cash transfers are of an inadequate amount when they are most needed.
Benefits remain largely unreconstructed from the past when there was little income differentiation
and uniform payments made sense. That is no longer the case, and the level of benefits needs to
be much more carefully tied to need.

The analysis in Chapter 2 demonstrates that there exists a ready capacity to alleviate poverty up to a
modest income threshold by redirecting cash transfers -- even excluding pensions -- from the richer
groups to the poorer ones. This could be done in different ways for different target groups: compressing
public pension benefits and raising the minimum pension for poor pensioners, directing larger family
allowance payments at poor families, and reforming the social assistance system. These themes are taken
up below.

Restructuring Social Transfers

xv. There are two aspects to poverty in Hungary: the quite widespread shallow poverty, in one sense,
a relative poverty phenomenon, and the small but deep pockets of poverty. (Shallow poverty comprises
people close to the higher poverty line; deep poverty comprises those who fall below the minimum
pension poverty line.) These patterns of poverty are not dissimilar from those in Western Europe and
other Western countries.

xvi. Yet income distribution in Hungary is still much more equal than in neighboring Western
countries, and the respective roles of market incomes and social incomes are still quite different. In
Hungary, market - or earned - incomes constitute a much smaller share of total disposable household
income than in most western economies. Addressing poverty starts by redressing this imbalance: at the
aggregate, market incomes must rise, and social incomes must fall. The two are not unconnected. (See
the recent Country Economic Memorandum'.)

xvii. Dealing with Shallow Poverty. The appropriate policy response to the phenomenon of shallow
poverty is complicated, not least of which because people in this poverty category are a heterogeneous
group; included here are some pensioners, low-paid employees, some of the unemployed, and some of
the households with a large number of children. The appropriate policy responses for each of these

'Hungary: Stfuctural Reforns for Sustainable Growth." A World Bank Country Study, 1995.
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groups differ. Moreover, evidence suggests that the movement of people (households) in and out of
shallow poverty is substantial, and incomes around the higher poverty line are very close together.
Differentiating people at this level of income has little validity.

xviii. The resumption of economic growth, creating new jobs and generating productivity-based real
wage growth would be an effective cure for much of the population in this income range. In addition to
benefiting those active in the labor market, it would probably attract discouraged workers back into the
workforce, and provide a revenue base for higher pay-as-you-go pensions. Beyond this, however, specific
policy interventions in the form of reformed cash transfers could be needed for large families.

xix. Households with three or more children are a population group that is over-represented in shallow
poverty. This number of children is closely correlated with the low educational level and poor labor-
market status of the household head. As such the number of children can also be used as proxy for other
variables closely associated with poverty but which may be more difficult as a characteristic for targeting.
This interaction between many children in the family, poor educational attainment, and poor labor-market
status creates inter-generational poverty. As a poverty group, these households should be high on the
priority list of Hungary's policymakers.

xx. The family allowance is the main cash transfer program for preventing poverty among children;
it has clearly made an important contribution to this goal in recent years. But previous research has
shown that the family allowance can do even more, and many recommendations have been forwarded to
improve its targeting. (The recommendations have focused on taxing the family allowance, targeting by
categorical indicators, using means tests, and applying a combination of these.) This report confirms that
the family allowance can play a much more critical role in alleviating poverty. Targeting the family
allowance more effectively could virtually eliminate poverty below the higher poverty line.

xxi. Measures approved by Parliament in 1995 (Act CXXII) tackle universal entitlement to the family
allowance for the first time and attempt to target the transfer to needier households with children. The
retention of the family allowance in all families with three and more children is a particularly important
feature of the reform, as demonstrated by the simulations in this report. These measures represent a major
step forward, but three important problems remain:

* Given the acute problems associated with means testing in Hungary (the data presented in this
report bear witness to this problem), and the close proximity of incomes, it is likely that very few
households will be excluded from an entitlement on the basis of income (and wealth). As such,
budgetary savings will be scant, and will continue to be derived from the loss in real value of the
family allowance. (It is quite likely that the cost of administering the means tests will outweigh
the financial gains from eliminating a few families.)

* Inflation continues to erode the value of the family allowance, thereby mitigating its role as an
anti-poverty instrument for the neediest households. The simulations in this report illustrate the
powerful poverty alleviation impact of increasing the real value of the family allowance for
families with three or more children. But to afford larger transfers for the neediest families will
necessitate finding savings elsewhere. Eliminating eligibility on the basis of easily identifiable
characteristics in other selective well-off groups could do the rest.

* There is the so-called "welfare trap". The shift from a universal transfer to a means-tested
transfer could act as a disincentive for people to improve their market incomes, since in doing
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so they might forfeit the family allowance and become worse off (or at least not better off). The
sliding scale that determines the withdrawal of the allowance is designed in part to minimize the
effect of the welfare trap. How successful it will be will emerge over time. Some modifications
might be necessary.

xxii. Helping Those in Deep Poverty. Among the pockets of deep poverty, one group is particularly
vulnerable-the long-term unemployed, who have exhausted their wage-related unemployment insurance
benefits and have been unable to find a job. It is unlikely that economic growth will lift these people out
of poverty without other policy interventions -- this has been the experience of Western Europe. Long-
term unemployment is found among prime-age workers (both male and female), the poorly educated, and
the unskilled or semi-skilled; it also has strong locational (particularly, in the northeast) and ethnic
(gypsy) dimensions. In theory, the long-term unemployed who are active job seekers are entitled to a
means-tested social assistance program, introduced in 1993 for this particular target group. Yet the level
of payment-up to 80 percent of the minimum pension-is a very modest amount, and quite insufficient
to have any meaningful impact on severe poverty. This program needs urgent review. Among other
reforms, the level of the transfer should be increased significantly (though not beyond the minimum
wage), and wherever possible the payment should be combined with a job-search test, and-as
appropriate-active reemployment programs.

xxiii. Pensioners are a particularly important population group in Hungary, numbering almost 3 million.
Cash transfers paid as pensions have both a significant absolute and a relative impact on poverty: they
keep more than 60 percent of recipient households out of poverty. But this comes at a high cost, currently
borne by the working population, and it leaves one group of pensioners -- elderly women -- in deep
poverty. While still meeting their other objectives (income smoothing in old-age, and mandatory saving),
pensions could be made more effective at combating poverty. One mechanism would be to raise the level
of the state-provided minimum pension and ensure that it becomes a genuine minimum-that is no one
entitled to a pension would receive less. This scheme could easily be affordable without any additional
expenditure if the value of state-provided pensions received by top income households (pensioners) were
reduced.

xxiv. GYED and GYES (child care fee and child care allowance) are to be merged in April 1996, and
become contingent on means tests, whose income thresholds would be similar to the family allowance.
The replacement allowance is to be equal to the minimum pension. The analysis in the report finds
women on child care leave among the poorest, and although GYES is one of the most effective programs
at reaching the poor, its benefit level is insufficient to lift these families out of poverty. The poverty
implications of the proposed changes is not entirely clear, but some negative impact on poverty is likely
unless there is a strong labor market response. Some (many?) GYED and GYES recipients will return
to work-assuming that they have a job to return to, and someone to take care of their children. In this
case, the income/expenditure outcome would be positive. For those who do not (cannot) return to work,
the poorly educated and low skilled, the situation could be difficult. This is not to argue against the
reform measures, but merely to point out that the situation for some mothers (especially single parents)
could deteriorate. Additional interventions might be necessary.

xxv. Reforming the Network of Social Assistance Programs. According to the analysis in this report,
Hungary's social assistance programs are the least effective of all cash transfers at alleviating poverty.
Given their function as the last layer of the social safety net, this is a serious failing. Social assistance
programs suffer from two major problems:
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* They have serious benefit "leakages" and omissions. In part the leakages are a derivative of the
high income cut-off for certain programs, but they also reflect the difficulties inherent in means
testing, due to the close proximity of incomes, substantial grey and black-economy activities, and
other devices to hide income. Omissions are equally serious -- more than 60 percent of
households whose income/expenditure is less than the minimum pension do not receive any social
assistance payment at all. In part, this may reflect the failure to request social assistance.

* The low level of social assistance payments in general (US$15 monthly per recipient household)
and the large variation in payment levels both from one case to another, and from one local
authority to another. In particular, the level of payments bear little relationship to need: in some
cases, wealthier households receive payments that are larger than those going to poor households.
Payments are not always of a regular nature.

xxvi. The system needs to be overhauled. As elsewhere with the cash transfers system, too many
people are currently receiving too little social assistance to ensure any meaningful poverty alleviation
where it is most needed.

xxvii. Some of the shortcomings of the social assistance system are embedded in the design of the 1993
Social Service Welfare Administration and Social Services Act (the Social Act for short). Others arise
from inadequate financial resources spent on social assistance, the fragmented nature of programs, and
poor administration. There are three basic problems with the 1993 Social Act:

* The income ceiling for some of the social assistance programs is too high. For example, the
child-rearing benefit (GYET) has a ceiling of three times the minimum pension per capita. More
than 70 percent of the population have an income level below this ceiling.

* Standards that exist for assessing eligibility are based on an inappropriate per capita measure,
which does not account for intra-household economies of scale: standards are potentially too
generous for large households and discriminate against small households. Some form of
equivalence scale should be used as a remedy.

* Many of the social assistance programs do not have a minimum level of support stipulated by
law; rather, it is entirely at the discretion of the local governments. There are around 3,200
local governments in Hungary. Some are quite capable of administering the complex social
assistance programs, others have neither adequate administrative nor financial capacities. As such,
payment levels differ markedly throughout the country.

In addition, the Social Act stopped well short of providing a minimum income for those who are eligible
for social assistance. What exists, therefore, is a mixture of some modern, Western approaches to social
assistance, overlaid on subjective, case-by-case eligibility criteria that are remnants of the previous
system.

xxviii. Further reform of social assistance programs should capitalize on the experience gained in recent
years as well as on the indications on the features of poverty as discussed in this report. In this respect,
the categories of citizens entitled to a nationally mandated social assistance program could be extended
to include others with a high probability of belonging to poor segments of society. Benefits should then
be set at levels ensuring the beneficiaries are lifted above the lowest poverty line, but without creating
undue disincentives to work. For example, the elderly without a pension entitlement could be added to



ix

the ranks of the long-term unemployed, three-child families, households with large house maintenance
costs, and those caring at home for a sick or elderly relative. The system would have to be reasonably
coherent and administratively simple so that benefit levels could be made more substantial and the
potential target group reached more effectively. At the same time the income ceiling governing eligibility
could be lowered. A maximum of twice the minimum pension and possibly only 1.5 times it (preferably
on an equivalency rather than per capita basis) would be appropriate.

xxix. Who should assumefinancing responsibility? If responsibility for assessing assistance is to remain
at the local level - the preferred approach - some of the cost of financing the programs should remain
there too. Otherwise, local authorities will have every incentive to accept all claims, since the cost will
be entirely met by the center. Yet, giving local authorities too much financial responsibility would
continue to prompt local authorities to do their best at minimizing expenditure on social assistance
programs. A compromise position should be established, whereby local authorities have incentives to
be efficient and effective with social assistance payments, but not frugal to the point of failing to address
poverty alleviation. As is the practice in Hungary for support to the long-term unemployed, most
countries adopt a cost-sharing arrangement between the local government and the central government.
Differential cost-sharing arrangements could be envisaged for different categories of the population-for
example, social assistance for the elderly could be reimbursed at a higher percentage than for working
age people. But in any event, greater resources in the form of the block grant must be transferred to
local governments to enable them to meet their additional funding obligations.

xxx. The size and administrative capacity of local governments vary tremendously. Some are quite
capable of administering professional programs effectively; others are not. Any policy reform that places
more responsibility on the shoulders of local governments should also have measures to strengthen their
capacity to administer. In some circumstances, it might make sense to stratify the capacity of local
governments and to distribute functions to different levels of government. Personnel should also receive
training in modern program operating techniques.





CHAPTIER 1: POVERTY DURING THE TRANSITION

1.1 This chapter examines the extent of poverty in Hungary and its distribution by the socioeconomic,
demographic, and regional characteristics of households. Its purpose is to provide an in-depth profile of
poverty throughout Hungary, as well as an assessment of its determinants. The discussion serves as a
prelude to chapter 2, which examines the effectiveness of Hungary's system of cash transfer programs
at lifting people out of poverty and providing a safety net for those who remain poor. The report then
combines these two discussions into a set of conclusions and policy recommendations for improving the
efficiency of poverty alleviation programs, and, more specifically, their eligibility criteria and targeting
effectiveness.

1.2 The overall message of this report is that poverty during Hungary's economic transition has
remained "shallow"-that is, the country's shift to a market-oriented economy has not pushed the majority
of the population too far below the poverty line. However, about S percent of the population can be
considered in "deep poverty "-benefitting little from Hungary's economic transition nor the programs it
has offered to cushion the effects of the transition. As such, despite the apparent effectiveness of
Hungary's system of cash transfer programs at supplementing the income of Hungary's population during
the transition, the programs targeted specifically at the very poor-the country's "social assistance"
programs-are falling short of poverty alleviation objectives.

1.3 Before presenting the profile of poverty in Hungary and a discussion of its determinants, the
reader should first have a grounding in the concepts and terminology that have provided the basis for
analysis throughout this report. The rest of this introduction briefly discusses the key parameters and data
sources that are used to measure poverty herein. (Box 1.1 provides a detailed discussion of the rationale
for choosing each of these methodological components, and Annex 2 provides further elaboration.)

Measuring Poverty: More Accurate Definitions

1.4 This chapter measures the breadth of poverty in Hungary along two dimensions: the incidence
(or "headcount") of poverty, and the poverty gap. The incidence of poverty is the proportion of the
population who falls below a specified household income or expenditures level that defines a "poverty
line." The poverty gap is the average "shortfall" of household income or expenditures as a percentage
of the poverty line.

1.5 Hungary, however, does not have an official or even widely used poverty-line benchmark.
Rather, various benchmarks are available, each of which provides merely a piece of the poverty profile.
In Hungary, two types of poverty lines are used: an absolute line, the minimum pension; and relative
proportions of mean household income or expenditure (half of mean, and two-thirds of mean). At the
same time, an assessment of whether a household is in poverty can be based alternatively on its income
or its expenditures-each of which yields slightly different poverty "headcounts." In addition, two
household data sources for assessing poverty are available in Hungary-the 1993 Household Budget
Survey, and the 1992-93-94 Household Panel Survey. Again, each yields different estimates of the extent
of poverty in Hungary. To ensure more consistent and precise results, the analysis presented in this
report relies primarily on the following parameters:'

I Again, the rationale of choosing these parameter, as well as the shortcomings of the alternatives, are
described in box 1. 1. and Annex 2.
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Box 1.I: The defintIos and data sources used in the report

PovEr lifs. Hungary does not have an official or even widely used poverty line. In the past, the subsistence minima was widely
used. The usefulness of the subsstence minimum for poverty analysis has been reduced over time, and in recent times die CSO has
suspended its calculation. The reason is that the calculation method of this minimum pre-dates the economic transition, when the
relative prices of goods were different from what they ar now. In 1993. the real value of the subsistence minimum had increased lo
a point wheo is was barely below averagc household expenditumr for the country (the latter being the equivalent of US$166 per
mond) thereby casifrmg more than 50 porcent of the population as 'poor'. Clearly, this makes it difficult to interpret as a genuine
.subsstence minimum', eaning that those below it live in absolute poverty.

Within dti benchmarks utilized in the social transfer system, only the mini pension has a poverty connotation, as it implies the
miinsum sum of money needed for a single retired adult to live on. It is also used as the basis for various social assistance
programs. In 1993, the minimum pension was, on average, 6,400 HUF/month (US$70). The mininmim pension in 1993 was worth
only 73 porcent of its ral 1989 value. This poverty line can be used to identify the very poorest individuals in Hungary in 1993.

Them is a strong tradition in Hungary of using relative poverty lines-lines derived from the data themselves. Relative poverty
analysis often uses a set fraction (1/3, 112, 213) of mean income/expenditure as a poverty benchmark. This analysis uses both half
and two4hirds of the mean as poverty lines. Since both these lines fall between the minimum pension and the subsistence minimum
they serve as a useful device for showing the sensitivity of poverty estimates to the poverty line selected

Daanu sourct. This study utilizes two household data sources: the 1993 Household Budget Survey (HBS); and the 1992-93-94
Household Panel Survey (HPS). The 1993 HBS, which is the main data source, is pan of a tradition of budget surveys undertaken
by the Centml Statiscl Office (CSO) since the early 1950s. The surveys are conducted every two years, and 1993 is the first HBS
which fully incoxporates western economic concepts. The 1993 sample is about 9,000 households, selected in a two-stage stratified
design, and covering the whole non-institutional population in Hungary. Although not possible to quantify, the HBS probably fails
ID captr some of the very poorest, namely the homeless. This is a common problem with income/expenditure surveys. The HPS's
main adantage is that it foows the same housholds over dme, thus permitting study of the dynamics of poverty. It is this feature
of the data which is utilized in this report. Te drwback is that the sample size is only 2.000 households, so that the amount of
disaggrgation in die analysis is limited.

lawn. versa exnendittire. Most previous work on poverty and social trnsfers in Hungary has relied on income (for example, see
Szwvos 1994,: 'oth et al 1994; Milanovic 1991). The main reson was the high quality of income data in past Hungarian household
surveys. This study breaks with that trdition, using houebold expenditures as the basis for alysIs for two masons:

* cTher are strong and well-known theoretical advantages to using household expenditres for poverty analysis,
because they reflect pennanent income more effecstively(for example, see Deaton and Muclbauer 1980).

* The weight of evidence, from the 1993 HBS and the earlier HBS, suggests that the reporting problems are
more severe with income. This pertains especially to private sector income, and the incomes of the self-
employed nd sole proprietors.

Using housebold expenditures rather than household income as the basis for the poverty calculations and the incidence of cash
tai n will yied differem results. As indicated in Table 1.2, the poverty incidence (poverty headcount) is higher on the basis of
expenditure da. This is well lustraed in Figure 1.2. Up to a poverty line of HUF 200.000 yearly (HUF 16,667 monthly), the
scion of expendiure as the criterion will lead to higher poverty estimates than if income is selected. Another important feature is
dtt housebos am ranked differendy by the two different distributions. At the same time, using household expenditures as the basis
to tware the well-being of households requires that houhold size and composition be takn into account. This is done by
expressiexpenditures ona peradultequivalstbasis. The OECD-scale has beenused (first adult=l; other adults=0.7; children
ess dan -1 4 years-0.5). This scale corresponds closely to the one implicit in the calculation of subsistence mininums by the CSO
for different types of households.

* Poverty lines
- A minimum pension to identify the very poorest individuals in Hungary. For

comparative purposes, in this opening chapter, the 1989 minimum pension is
used. For the bulk of the analysis later in the report, the 1993 actual current
value is used;

- Half of mean household income to demonstrate poverty trends between 1989 and
1993; and

- Two-thirds of mean household expenditures to identify those who are in
"shallow" poverty in 1993.
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* Household expenditures, rather than income, are used as the basis for the poverty profile
in the body of the report.2

* The analysis relies primarily on the 1993 Household Budget Survey (HBS). The HBS
is part of a tradition of budget surveys undertaken by the Central Statistical Office (CSO)
since the early 1950's. A secondary household data set is the 1992-93-94 Household
Panel Survey (HPS), which is a survey conducted by TARKI (the Social Research
Informatics Center).

Tkhe Incidence of Poverty and the Poverty Gap: Dynaniic and Static Implications

1.6 From 1989 to 1993, the incidence of poverty increased substantially for each poverty line used
in this report-the proportion of households with income below the minimum pension increased from 1.6
percent in 1989 to 8.6 percent in 1993; and the proportion of households with income at half of mean
household income increased from 4.3 percent in 1989 to 34.6 percent in 1993 (Table 1.1 and Figure 1.1).
It is quite likely that these estimates overstate the increase in poverty incidence due to the under-reporting
of income in 1993.3

1.7 But large increases in the incidence of poverty are not unexpected, for two reasons. First, the
poverty gap indicates that poverty in Hungary has remained "shallow"-that is. despite a greater number
of households in poverty, the average income (or expenditures) of the poor has not fallen substantially
below the exact poverty lines. The poverty gap between 1989 and 1993 has ranged from 15 to 20
percent; and for each poverty line, it has actually declined over the period. In contrast, the poverty
incidence rates for each line has widened considerably. - This disparity is not surprising because many
of the households with incomes close to the poverty lines have fallen just below them, indicating, again,
the existence of "shallow" poverty. But a closer examination of the comparative poverty gap and
incidence rates shows that Hungary does have specific "deep pockets of poverty"-the very poor, who
are not being captured or targeted effectively by poverty alleviation interventions.

Figture 1.1 Trends in Poverty Incidence, 198S and 1993 Poverty Headeount

1953
8urwy Yew

2 Income, however, is used for comparative analysis with HBS from earlier years. (Table 1. 1)

3 The distribution of unreported income is unknown. It is thought that income derived from the informal
economy is a distorted 'U curve", with some unrecorded income in the lowest decile, but most in the upper deciles.
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Table 1.1: The Incidence of Poverty and the Poverty Gap: 1989 and 1993
(1989 values)

Poverty Headcount Poverty Gap

1989 1993 1989 1993

Poverty line: (%) (%) (%) (9)
(1989 values, held constant)
Minimum pension 1.6 8.6 20.8 15.8
Half of mean 4.3 34.6 17.1 15.6

Source: Szivos, Peter. "Evolution of Poverty in Hungary, 1987-1992". CSO. Budapest. November 1994; and
World Bank calculations for 1993.
Notes: The 1993 poverty lines in 1989 constant value were calculated by inflating the 1989 values (minimum
pension = 3490 Ftimonth: US$59; half of mean = 4897 Ft/month: US$83) by the CPI. Estimates are derived from
income data in the Household Budget Surveys for 1989 and 1993.

1.8 Second, the contrast between substantial increases in the incidence of poverty and only small
poverty gaps is due to the concentration of some 75 to 80 percent of the population in a very narrow
income range (Figure 1.2). Small declines in income (or expenditures)-due either to income
underreporting in surveys or real income declines-can lead to huge jumps in the number of people who
fall below a given poverty line. Table 1.2 illustrates this problem well by showing the incidence of
poverty when 1993 current values (rather than 1989 constant values) of the same two poverty lines (plus
one additional line) are applied to the same 1993 HBS. A relatively small change in the value of the
poverty line increases the incidence of poverty by quite a large amount. This table also illustrates the
variation in poverty incidence when using household expenditure rather than household income as the
basis for the calculations. The implications of using expenditure based estimates, and 1993 current values
for the poverty line throughout much of this report should thus be kept in mind.

Table 1.2: The Incidence of Poverty in 1993 (1993 values)

Expenditure based (%) Income based (%)
Poverty line:
(1993 values)
Minimum pension 4.5 2.5
Half of mean 9.3 5.0
Two thirds of mean 25.3 17.0

Note: Poverty lines have the following forint monthly values: minimum pension, HUF 6,400; half mean, HUF 7,597;
two-thirds of mean, HUF 10,129.
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Figure 1.2: Concentration of income and expenditures among the population: 1989 and 1993

In c ome

I0 0

8 0

70

40

2 0

I 0

O T 7 T ,I IS 1 '9 123 127 13 1 3'5 139 143 14'7 1i5'1 5`5 159
5 9 13 17 21 25 29 33 37 41 45 49 53 57

Per equivaIentI adl 1 0000 HUFIyear

0 I nc99 9 -I nc93

E x p e n d t u r e

100 
=

7 0

60

5 0

4 0

30

20 _ej

10

0 7 It1 1 5 19 23 12 31 35 3 43 147 51 55 59
5 9 13 17 21 25 29 33 37 41 45 49 53 57

Per equ i val ent a d ut ( 0000 HUF/ yeer ]

O E * D89

E EpP93



6

1.9 Another dimension of the picture of poverty that emerges in Hungary in the transitional years is
the frequently changing relative position of households within the income/expenditure hierarchy,
suggesting a large amount of transient poverty. Panel data for the years 1992-93-94 show substantial
"churning" of the population, whereby relative positions change quite dramatically from one year to the
next. Between 1993 and 1994, almost 40 percent of the population changed their relative income position
by two or more deciles. This is thought to occur because of the irregularity of certain elements of
household income. Of concern, however, is the lowest decile, where movement was considerably less,
indicating the emergence of some element of "permanent poverty" (Table 1.3).4

Table 1.3: Movement of Individuals Between Income Deciles, 1993-94

Decile in 1994
Decile in 1993 (% distribution of individuals in 1994 deciles compared to 1993 position)

Poorest 2nd-5th 6th-9th Richest

Poorest 59.4 35.9 4.5 1.6
2nd-5th 32.7 36.4 24.1 5.0
6th-9th 7.0 21.6 33.6 38.2
Richest 0.9 6.1 37.8 55.2

Total 100.0 100.0 100.0 100.0

Source: Andorka et.al. 'Development in Poverty and Income Inequalities in Hungary 1992-1994".
TARKI, Budapest, April 1995.

Why Has Poverty Increased in Hungary?

1.10 Two factors increase the extent of poverty in a country: a decline in overall income, and a more
unequal distribution of income levels. Both trends have been documented for the transitional countries
of Central and Eastern Europe. (Milanovic 1995) In Hungary, a decline in measured real household
income is primarily responsible for the rise in the incidence of poverty;5 because household incomes are
densely concentrated just above and below all the poverty lines, even a small decline in income levels
can lead to a substantial increase in the incidence of poverty. But growing income inequality in
Hungary-largely a disparate distribution of the national decline in overall income-has also played a part
in the rising incidence of poverty. Indeed, the poorest 10 percent of the population have suffered the
largest decline in real income; in contrast, the richest decile have actually had real income gains. (Figure
1.4)

4 Further analysis of the three year data in the HPS found around 3 percent of the population in poverty in
all years (1992-93-94).

5 The magnitude of the measured income decline varies between data sources; for examnple, household survey
data show a more signiftcant decline than national accounts data-27 percent versus 11 percent. But note that
incomes in the 1993 HBS are under-reported by around 38 percent, and that consumption is under-reported by
around 32 percent when compared to national accounts data (Szivos 1995).
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1.11 A Decline in Income. Hungary's recession since the collapse of the old order broadly mirrors
the contractions in aggregate output and income observed throughout Central Europe.6 Between 1989-93,
Hungary's (real) GDP fell by an estimated 18 percent, and unemployment, which stood at 28,500 at the
end of 1989, peaked in the first quarter of 1993 at almost 700,000-13.5 percent of the labor force.
Although recovery on both fronts began in 1994, when GDP increased (at an estimated 2.9 percent) for
the first time in five years and when registered unemployment fell back to 12 percent of the labor force,
formal sector employment, particularly in agriculture, mining, and heavy industry, has continued its
precipitous decline. The decline reflects not only the large number of unemployed, but also growing
labor force inactivity (a withdrawal from the labor force of almost 10 percent in 5 years). Workers have
opted to take various pension arrangements (disability and early retirement), withdraw voluntarily from
work, rely heavily on programs that remove them from registered unemployment and thus work-search
rules (for example, extended maternity/child care programs), and engage in informal sector work activity.
But while formal employment has declined during the economic transition, real wages have remained
fairly robust, despite steep declines during the inflationary period of 1989-91. As such, both national
accounts and household survey data indicate that the decline in labor-generated household income during
1989-93 reflects shrinking employment (that is, rising unemployment and labor-force inactivity), rather
than any significant decline in real wages.7 At the same time, the level of private domestic consumption
has fallen, but less than the decline in labor-generated disposable income due to a fairly steady level of
cash transfer payments to households (from, again, pension arrangements, the unemployment program,
child care allowance, and sick leave). The interaction of all these forces as they affect the decline in
measured real income is displayed graphically in Figure 1.3 (and Table 1.4).

Table 1.4: Key Economic Indicators 1989-94

1989 1990 1991 1992 1993 1994 1989-93

Percentage (real) change over previous year

GDP -0.2 -3.5 -11.9 -3.0 -0.8 2.9 -18.0
Private consumption n.a. -3.6 -5.8 -0.5 1.3 0.7 -10.6
Disposable money income (net) 3.0 -2.6 -4.3 -3.3 -6.2 3.6 -10.5

Labor income (gross) 0.4 -2.9 -11.7 -4.6 -4.6 -0.9 -17.4
Cash transfers (gross) 7.3 -2.9 0.7 4.1 -2.4 -1.0 0.0

Employment -0.5 -0.6 -3.2 -10.6 -10.2 -3.6 -20.9
Real wages 0.9 -3.7 -4.0 1.4 -0.8 3.1 -7.2

Annual rate

Unemployment Rates 0.6 0.7 3.0 9.6 13.5 12.0

Source: Central Statistical Office and Ministry of Finance.

6 The World Bank's latest country economic memorandum, 'Hungary: Structural Reforms and Sustainable
Growth," June 1995 provides an in-depth discussion of Hungary's recent economic developments.

7 One of the adverse budgetary consequences of the absence of any major real wage decline is the
perpetuation of the value of social cash transfers, since the bulk of (social-based) cash transfer (pensions, sick pay,
maternity and child care, and unemployment benefit) are pegged to wages at their point of establishment. Only with
time and inflation does the real value of transfers decline, when transfers are not (fully) indexed to the CPI.
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Flgure 1.3: Key Economic Indicators: 1988-94
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1.12 Household data corroborate national accounts data on the declining role of labor-generated income
and the increasing role of cash transfer payments.8 During 1989-93, labor income fell by between 17 and
30 percent in real terms (depending on the source), and its share in gross household income fell from 68
percent to 65 percent. In contrast, cash transfers income lost little of its real value, and its share in gross
household income increased from 28 percent in 1989 to almost 31 percent in 1993 (Table 1.5). The
shifting relative importance of labor income and social income has affected different population groups
in different ways (Tables 1.5). Basically, households that have relied heavily on insurance-based cash
transfers, such as pension recipients, have improved their relative standing, due in part to the relationship
between benefits and (real) wages. The losers have been those who have lost their relationship with the
labor market, as well as those who have relied heavily on cash transfers that have not maintained their
real value (for example, the family allowance and social assistance). However, average (adjusted per
capita) household income is still higher in those households in which the ratio of active earners to
dependents (children, inactive workers, and elderly) is greatest. But the gap among all household groups
has closed.

Table 1.5: Trends in Household Income from Labor and Cash Transfers: 1989-93-

Share of Household Income from:

Social (cash Decline in real value
transfers) 1989-93 (%)

Labor income (%) income (%)
Household type 1989 1993 1989 1993 Labor Social All

income Income income

Single person 88.3 80.4 11.7 19.6 33.2 12.2 30.4
Single (elderly) person 11.4 7.2 88.6 92.8 46.3 11.1 17.0
1 adult, I + child(ren) 60.7 63.1 39.3 36.9 23.6 31.0 22.0
2 adults 55.4 45.0 44.6 55.0 38.7 6.8 25.5
2 adults, I or 2 child(ren) 81.1 77.3 18.9 22.7 31.8 14.5 29.0
2 adults, 3 + children 63.9 58.3 36.1 41.7 33.4 15.5 27.7
Other 77.5 72.2 22.5 27.8 30.3 7.1 27.6

All households 68.0 65.3 28.2 30.8 30.5 12.1 26.9"
Source: 1989 and 1993 HBS, CSO Budapest.
Notes: *Excludes private transfers and 'other" income. **The decline in real household expenditures for the
same period is 18.5 percent.

s A serious omission in both the national accounts and household data should be stressed at this point. Neither
captures income generated in the hidden (grey and black) economy. Estimates of the size of this hidden economy
vary, but the most precisely calculated estimate indicates that official GDP figures underreport the size of this sector
by about 20 percent (Arvay and Vertes 1993). The same study shows a growing hidden economy throughout the
1980s and the early 1990s. Although not possible to quantify, the impact of the hidden economy on household
income is likely to be one of cushioning. Sik (unpublished) finds that income from the grey economy shows a
distorted "U" curve, with some informed income being captured by the poorest decile but most accruing to the upper
deciles.
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1.13 Grwgino Ds
distribut'Groing ncome Disparity. Within the confines of data limitations, all indications are that the

distribution of household income has become more unequal during the transition. This trend was already

beginning in Hungary in the 1980s, when the Gini coefficient increased by 3 points within five years,

when the share of income accruing to the poorest decile declined and the share to the wealthiest decile

increased. The trend has apparently been continued to the present time. In 1989 the ratio of expenditres

by thc wealthiest and poorest deciles was 3 to 1: by 1993, it has increased to 5.3 to 1 (Figure 1.4). (The

expenditure ratio between the wealthiest 5 percent compared to the poorest 5 percent was 7.5 to I in

1993). For the middle 20-80 percent of the income decile range, the decline in real expendintres is

comparatively equal; the income disparity between the lowest and highest 20 percent is enormous (bottom

1.14 DispariWes in Sources of Income. Much of the reason for the unequal distribution of income

among income groups in Hungary-and thus for the increase in the incidence of poverty-can be seen

in the distribution of income sources among the population.

Figure 1.4: Growing Expenditure Inequality duting the Transition
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1.15 Primarily earned income (wages. self-employment, business, and property) accounts for an
average of 65 percent of disposable household income, with tremendous variation among households.
The poorest households (those below the minimum pension) derive only one-third of their income from
market sources, relying heavily on cash transfer payments-pensions, unemployment benefits, the family
allowance, and social assistance. In contrast, the wealthier households derive more than two-thirds of
their income from market sources; but they also derive around 20 percent of their income from social
transfer (Figure 1.5). But this wealthier group of households receives almost the same nominal value of
social cash transfers as do the poorest households (which is indeed also true of the households in the two
middle cateeories do as well). As such, income earned from market activities is the primarv determinant
of where a household is ranked in the income spectrum. As discussed in the remainder of this chapter,
several factors affect access to market income: age (new entrants to the labor market and those close to
and above retirement age are less inclined to be active in the labor market); level of education and skill

Figume L.S: Sources of Housebuld Gros Inous
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(which affect both the probability of having a regular job and wage-earning potential);9 and location
(proximity to the major employment centers increases wage-earning potential). Households that have
business interests and/or property are doing relatively well (Annex Table A3.2).

9 Earnings data by level of education show increasing returns to secondary and higher education. For
example, the wages of university graduates in the competitive sphere of the Hungarian economy have increased from
a factor of 2.10 in 1989 to 2.52 in 1994 when compared with the wages of workers with a secondary education.
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A Profile of Poverty in Hungary

1 .16 The rest of this chapter provides a disaggregated analysis of the incidence of poverty throughout
Hungary. It assesses the distribution of poverty among Hungarian households by three broad
socioeconomic and demographic categories: the income earning status of the head of household; the
composition of households, as well as the education and age of the household head; and region of the
country in which households are located. This breakdown provides the essential components of the
distribution of poverty in Hungary, serving as an analytical foundation for chapter 2, which discusses
whether the country's cash transfer system is targeting groups of the poor effectively.

.17 Poverty and Income-Earning Status. The incidence of poverty varies widely across
socioeconomic groups (Figure 1.6).'" Households whose head is unemployed, temporarily employed, or
dependent on child care benefits as the main source of income show the highest incidence of poverty.
On average, about one-fifth of these households are below the minimum pension and are thus amnong the
very poorest in Hungary; more than 50 percent are below the higher poverty line (2/3 of mean household
expenditures). Pensioners also show a higher-than-average incidence of poverty according to the higher
poverty line. The incidence of poverty is lowest among the three groups with economically active
household heads: permanent employees, the self-employed, and sole proprietors." Only about 2 percent
of these three socioeconomic groups fall below the minimum poverty line on average; yet the higher
poverty line shows a wide disparity: only 5 percent of sole proprietors fall below two-thirds of mean
expenditures, compared with 23 percent among the self-employed. Clearly, sole proprietors, who
comprise I percent of the population, are the wealthiest group in Hungary. They have managed to take
full advantage of the economic opportunities associated with the transition. The other extreme consists
of those people who in a sense are the victims of the transition: the unemployed and those with only a
tenuous connection to the labor market, who comprise 30 percent of the absolute poor (Figure 1.7).

1.18 Because households with the highest incidence of poverty (temporary employees and the
unemployed) also have the largest poverty gaps, they face a double jeopardy: they have the highest risk
of being poor, and their poverty is deeper than that of other poor groups. Nevertheless, these
differences in poverty gaps across socioeconomic groups in Hungary are not large by international
standards. 12

'° The socioeconomic categories are based on the income-earning status of the head of household, implying
some limitations with the categorization. For example, unemployed people are found throughout all socioeconomic
groups, not only among the 'unemployed" head of household group. Similarly, employed persons can be found
in pensioner households and vice versa.

11 Self-employed are defined as those who work for their own account; sole proprietors own enterprises that
also hire other employees.

12 Yet they are larger than those in some other economies in transition, such as Poland.
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Figure 1.7: Distribution of the Poor by Socio-Economic Status of the Household Head
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1.19 Poverty and the Labor Market. The preceding section highlights the link between labor market
attachment and poverty status. Although a thorough investigation of this link falls outside the scope of
this report, the role of unemployment as a determinant of poverty is important to the analysis in this
chapter. Unemployment is a recent phenomenon in Hungary, and its rapid emergence is one of the key
reasons for the increased incidence of poverty. Unemployment pervades almost every socioeconomic
group in Hungary: 15 to 19 percent of households whose head is actively employed contain an
unemployed member, and 1 to 2 percent contain two or more unemployed members. The incidence of
unemployment is much higher in households whose head is unemployed, or depends on child care benefits
as the main source of income. The coverage of unemployment benefits was quite high at the time of the
HBS: 76 percent of households with one unemployed member received unemployment insurance, as did
88 percent of those with multiple unemployed members. (Table 1.6) Such high coverage would be less
today for two reasons. The duration of benefits has been shortened to one year, and the proportion of
unemployed who are long-term unemployed has increased.

Table 1.6: Income-Earning Status of Household Head and Unemployment

Households Households with
without Households with 2 or more

unemployed I unemployed unemployed
Income-earning status member member members Total

Permanent employee 83.5% 14.9% 1.6% 100.0%

Temporary employee 83.8% 15.4% 0.8% 100.0%

Self-employed 80.6% 19.2% 0.2% 100.0%

Sole proprietor 81.9% 18.1% 0.0% 100.0%

Unemployed 0.0% 70.4% 29.6% 100.0%

Pensioner 94.1% 4.9% 1.0% 100.0%

Child care benefits recipient 63.4% 29.7% 6.9% 100.0%

Other 84.8% 14.1% 1.1% 100.0%

Country 83.2% 14.2% 2.6% 100.0%

Percent receiving 3.7%ai 76.2% 88.5%
unemployment benefits

Note: ' Some households without unemployed members receive benefits because the HBS uses a longer
reference period for income sources than for the determination of unemployment status.

1.20 Several observations can be made about the relationship between the incidence of poverty and
whether or not the household head is unemployed, the number of unemployed household members, and
whether or not the household receives unemployment insurance benefits (Table 1.7). First, the incidence
of poverty is higher if the household head is unemployed than if another household member is
unemployed. Second, if the head is unemployed, unemployment insurance benefits represent a very
important source of income. In households that do not receive unemployment insurance benefits,
including those whole eligibility has expired, up to 40 percent with unemployed heads fall below the
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Table 1.7: Poverty Incidence and Poverty Gap by Unemployment Characteristics

Below minimum pension Below 2/3 of mean expenditure

Headcount Poverty gap Headount Poverty gap

Unemployed head, 16.6% 10.8% 56.8% 20.0%
1 unemployed member,
benefits

Unemployed head, 40.3% 14.2% 52.1% 31.3%
I unemployed member,
no benefits

Unemployed head, 12.4% 17.7% 59.7% 17.7%
2 + unemployed members,
benefits

Unemployed head, 41.4% 9.5% 52.7% 29.4%
2 + unemployed members,
no benefits

Employed head, 0.5% 22.2% 20.3% 12.8%
0 unemployed members,
benefits

Employed head, 2.7% 11.1% 20.6% 15.1%
0 unemployed members,
no benefits

Employed head, 4.4% 10.4% 30.5% 14.7%
I unemployed member,
benefits

Employed head, 14.8% 10.3% 43.2% 20.1%
1 unemployed member,
no benefits

Employed, 22.1% 14.4% 62.6% 20.9%
2+ unemployed members,
benefits

Employed head, 22.2% 15.3% 51.5% 23.3%
2 + unemployed members,
no benefits

All 4.5% 11.7% 25.3% 16.2%

Note: Headcount of poverty is the percentage of people below the poverty line; poverty gap is the
average shortfall of household expenditure per equivalent adult as a percentage of the poverty line.
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minimum pension poverty line-more than three times more than among households that receive
unemployment insurance benefits. Although their number is small in absolute termns, households headed
by an unemploved person and which do not receive unemployment insurance benefits have the highest
incidence of poverty of any classification. Third, if the household head is employed, the incidence of
poverty rises with the number of unemployed household members, but the effect of unemployment
insurance benefits on poverty alleviation is less pronounced.

1.21 Poverty and Region of Country. The regional variation in the incidence of poverty is much less
pronounced than among socioeconomic groups. Budapest has the lowest incidence of poverty, while the
predominantly rural North and South Plains have the highest incidence (Table 1.8). This disparity is
consistent with the finding that poverty is deeper in villages than in cities, which in turn reflects variations
in employment opportunities and the informal economy. The incidence of poverty in all other regions
is similar for both poverty lines, suggesting that region is not a very important target for poverty
alleviation policy in Hungary. The poverty gap shows the same pattern as the headcount pattern, with
one exception: Pest County has the highest poverty gap, despite having a slightly lower than average
incidence of poverty. It appears that this area, which surrounds the capital city, contains few pockets of
relatively deep poverty. This issue may need to be investigated further.

Table 1.8: Incidence of Poverty and Poverty Gap by Region

Below minimum pension Below 2/3 of mean expenditure
(%) (%) Share of each

region in
totalRegion Jpopulation

Headcount Poverty gap Headcount Poverty gap I %)

Budapest 2.7 9.7 21.1 14.9 19.5

Pest County 4.2 15.0 23.7 17.2 9.3

North Hungary 4.1 13.7 25.6 16.0 12.6

North Plain 6.0 11.0 31.9 16.9 14.9

South Plain 6.0 11.2 28.2 17.1 13.4

West Transdanubia 4.2 12.6 23.4 16.4 9.7

North Transdanubia 4.8 10.6 23.7 16.2 10.8

South Transdanubia 4.2 11.4 24.4 15.1 9.8

Towns' 3.7 10.6 23.6 15.3

Villages 6.2 12.8 29.2 17.5

All Hungary 4.5 11.7 25.3 16.2 100.0

Note: *Towns other than Budapest.

1.22 Poverty and Household Characteristics. Demographic characteristics-the number of adults and
children and the gender of the head of household-are important indicators of poverty in Hungary.
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Poverty is lowest in nuclear households with 1 or 2 children (Table 1.9 and Figure 1.8). The incidence
of poverty is similar among households of childless couples or single adults (many of whom are
pensioners). Poverty rises steadily with the number of children, and is especially hieh among households
with 2 adults and 4 or more children, and in households with 3 or more adults and 3 or more children.
Among those households, one in five live below the minimum pension, and more than 70 percent live
below 2/3 of mean expenditures. It is noteworthy, however, that the poverty gap among these households
is not abnormally high (Table 1.9). The largest poverty gap occurs among single adults. Although single
adults comprise only 6.5 percent of the population and do not suffer from a high incidence of poverty,
they do contain a pocket of deeper than average poverty.

1.23 Hungary exhibits a distinct gender dimension to poverty (Table 1.9), with a higher incidence of
poverty among female-headed households. Among one-person households. the difference is particularly
pronounced at the higher poverty line (2/3 of mean expenditures). Many of these female-headed
hiouseholds are widowed pensioners living alone. Poverty is also above average among single adults with
children. the majority of whom are women. Of course, such aggregate figures mask many different
situations facing women as they access the labor market and the social transfers system.

Table 1.9: The Incidence of Poverty and the Poverty Gap by Household Composition and Gender
of Household Head

Poverty line Share of each
category in

Below 2/3 of mean total
Below minimum pension expenditures population

Poverty Poverty
Headcount gap Headcount gap

Household composition

I male 4.8% 12.9% 22.6% 21.1% 1.4%

I female 5.3% 15.6% 34.7% 19.5% 5.1%

I adult with children 9.2% 9.5% 24.9% 19.0% 2.0%

2+ adults 3.3% 12.4% 22.5% 16.4% 42.6%

2 adults with 1-2 children 2.8% 12.2% 20.4% 14.4% 26.9%

2 adults with 3 children 6.4% 7.8% 29.8% 13.7% 3.6%

2 adults with 4+ children 19.0% 11.1% 71.4% 14.5% 1.3%

3+ adults with 1-2 children 6.5% 10.6% 29.4% 15.8% 15.5%

3+ adults with 3+ children 21.4% 11.6% 72.7% 21.2% 1.4%

Gender

Male-headed household 3.8% 11.6% 23.7% 15.8% 77.0%

Female-headed household 6.5% 11.9% 30.8% 17.4% 23.0%

All 4.5% 11.7% 25.3% 16.2% 100.0%
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Figure 1.8: The Incidence of Poverty by Household Composition
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1.24 Poverty and Education. A strong inverse relationship exists between poverty and the education
of the household head, working primarily through the labor market. (Table 1.10). Secondary or higher
education virtually guarantees a level of living above the minimum pension, and college and university
education puts all but 5 percent of people above the higher poverty line (2/3 of mean expenditures). In
contrast, household heads with only primary education or less have a very high incidence of
poverty-almost one-third of the population live in such households. This reflects a high incidence of
unemployment among household heads with little education, or a casual relationship with the labor market
and erratic income from employment. Although not shown in these data, a strong ethnic dimension is
associated with low levels of education in Hungary, a relationship that is being perpetuated across
generations.

Table 1.10: The Incidence of Poverty and the Poverty Gap by Education
of the Household Head

Educational level Below minimum pension Below 2/3 of mean Share of each
expenditures category in total

population

Headcount Poverty gap Headcount Poverty gap

Less than primary 13.1% 14.5% 51.0% 20.7% 9.9%

Primary 7.3% 11.1% 37.3% 16.8% 26.6%

Vocational secondary 2.9% 9.4% 22.7% 13.7% 28.6%

Secondary granmmar 1.3% 15.6% 15.1% 14.4% 7.0%

Other secondary 1.2% 7.5% 12.3% 13.5% 16.2%

College 0.3% 6.5% 5.5% 8.0% 6.5%

University 0.0% 0.0% 5.1% 7.7% 5.2%

All 4.5% 11.7% 25.3% 16.2% 100.0%

1.25 Poverty and the Age of the Head of Household. Living standards frequently display an
inverse U-shaped lifecycle pattern, whereby the youngest and oldest have the lowest standard of living
and the highest incidence of poverty. Hungary is no exception, although the age effect is stronger among
the young than among the old-reflecting a pension system that keeps most elderly pensioners out of
poverty, and a large concentration of unemployment among the young (Table 1.11)
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Table 1.11: The Incidence of Poverty and the Poverty Gap by Age of Household Head

Below minimum pension Below 2/3 of mean Share of each
expenditures category in total

population

Age (years) Headcount I Poverty gap Headcount Poverty gap

< 25 11.2% 10.6% 41.7% 17.4% 4.0%

25-34 4.2% 8.7% 27.4% 14.1% 21.7%

35-49 3.9% 12.4% 21.0% 15.9% 42.6%

50-59 3.9% 12.5% 18.5% 17.4% 14.4%

>= 60 5.2% 13.4% 35.2% 17.9% 17.3%

All 4.5% 11.7% 25.3% 16.2% 100.0%

1.26 Targeting Poverty Alleviation Efforts: Education and Employment Status are the Key
Determinants of Poverty. The analysis has indicated a bivariate relationship between poverty and several
socioeconomic and demographic characteristics of households in Hungary. But what is the relative
importance of each determinant of poverty, and what is its direct and indirect effects? For example, a
low educational level is associated with low income and-a higher probability of being poor, but in turn,
it also increases the probability of becoming unemployed, which again exacerbates the probability of
being poor. These determinants and their direct and indirect relationships are at the heart of an effective
allocation of resources for alleviating poverty. This section reports the results of a basic multivariate
analysis that captures the effect of all poverty correlates discussed so far. Two different models are used.
The first one considers the full distribution of household expenditures and shows the contribution of each
household characteristics to living standards (OLS estimation). The second model shows how each
household characteristic affects the probability of being poor (probit estimation).

1.27 According to the OLS estimates, education makes the largest contribution to raising living
standards, (Table 1.12). Households whose head has a college or university education have additional
monthly household expenditures of HUF 5,560 and HUF 7,230, respectively-over households whose
head has only a secondary vocational education (holding all other household characteristics constant).
Socioeconomic category is the next most important determinant. It is noteworthy that, all else equal,
being a pensioner lowers living standards among heads of households by more than does being
unemployed. But if additional household members are unemployed and the household does not receive
unemployment benefits, such a household has in fact the lowest living standard of any group. As
expected, the composition of the household also matters, but less so than do the other variables. The
coefficients of the age variables indicate that living standards peak at age 48.

1.28 The two poverty status models confirm that education and employment status are the key
determinants of poverty. Temporary employees and those with less that primary education are clearly
at greater risk of being poor than are other types of households. Households where the head is
unemployed face a 5 percent greater probability of being poor (below the minimum pension) - and this
almost doubles if they receive no unemployment benefits. All other things being equal, pensioners are
not more likely than other groups to have a living standard below the minimum pension, but they are 12
percent more likely to fall below two thirds of the mean.
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1.29 The models also confirm that larger households are more likely to be poor, but they show that
after controlling for other socioeconomic characteristics, there is little difference between the effect of
additional children and that of additional adults in the household. Female headed households are more
likely to be poor, even if they have otherwise the same characteristics as male-headed households.

1.30 Finally, the results show that the probability to be poor is determined entirely by the economic
and demographic characteristics of the household and is not additionally affected by the type of locality
where one lives (Budapest, town or village). The fact that poverty is higher in towns and villages is due
to the fact that more unemployed and low-educated people live there, and that demographic characteristics
associated with poverty are more prevalent there.
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Table 1.12: Key Determinants of Poverty

Monthly household Poverty status
expenditures per (percentage points change with the
adult equivalent probability to be poor)

(OLS estimation) Below minimum Below 2/3 of mean
pension expenditures

Reference base' 14,409 -1.93 n.s.

Temporarv employee -4,134 0.97 0.79

Self-employed/sole proprietor 2.982 n.s. n.s.

Unemployed (household head) -2,662 0.74 0.57

Pensioner -3,022 n.s. 0.42

Other socioeconomic groups -1,556 0.65 0.36

Number of unemployed in
household -1,260 0.18 0.28

No unemployment benefits -1,021 0.64 0.27

Number of adults in household -1,171 0.14 0.15

Number of children in household -1,054 0.16 0.21

Age of head 246 -0.046 -0.072

Age of head squared -2.53 0.00049 0.00072

Female headed household -1,313 0.23 0.20

Less than primary school -2,029 0.71 0.58

Primary or special post primary -1,438 0.47 0.38
school

Secondary school 2,648 n.s. -0.31

College 5,560 -0.71 -0.67

University 7,228 n.s. -0.56

R2 0.20 -

Note: ' The reference category is a household in Budapest, with a male head who is a permanent
employee with secondary vocational education.





CHAPTER 2: THE CASH TRANSFER SYSTEM DURING TRANSITION

Introduction

2.1 Hungary has an extensive, generous array of cash transfer programs, consisting of three broad
categories of benefits: contribution-based social insurance; income supplement "entitlements"; and
household "means"-tested social assistance benefits. (Box 2.1 provides details on the programs offered
under each of these categories). Much of the system is a carryover from the former regime's paternalistic
package of cradle-to-grave benefits, whose financing was predicated on compressed wages and extensive
labor-force participation. The majority of the benefit programs have in fact remained in tact throughout
the transition' although inflation has eroded the value of some. Entire new "western" benefit packages
(such as unemployment insurance and expanded categories of social assistance) have been overlaid onto
this base; they are meant to help cushion households against the stress and strain of Hungary's economic
transition, particularly the enormous job losses and widening income gap associated with an emerging
market-oriented economy. Early in the transition, many people also sought to "cash in" on existing
benefit packages from disability pensions, early retirement pensions, and child-leave programs as an
alternative to open unemployment or simply as a way to meet daily living standards. As a result, in 1993
a ftill 40 percent of the population were receiving benefit subsidies or income supplements from
Hungary's social program system, and were no longer engaged in gainful, full-time employment.

2.2 The full ramifications of this generous, pervasive system of benefit programs for both households
and the economy can be seen in the numbers (Table 2.1). For example, across all households, cash
transfers now account for almost one-third of disposable income; perhaps more revealing, a mere 9
percent of all households do not contain a recipient. A full 7 million or more Hungarians are eligible
for benefits. And the cost of these cash transfers to the country is enormous. As a share of GDP, cash
transfers rose from an already high figure of 14.6 percent in 1989 to 20 percent in 1993 and 19 percent
in 1994. This level of spending is matched only by the most redistributive OECD economies, such as
Sweden, the Netherlands, and France.

The government's austerity package of March 12, 1995, the 1995 budget, and the 1996 budget have,
however, began to dismantle and reconstruct some of these transfers. These changes are discussed later in this
chapter, and in chapter three.
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Box 2.1: Cash Transfer Progrs 1993

Benefit Eligibility Amount and Fmancig Source
Duration of Benefis

Social Insurance: Benefits available largely as wage-based contributions by employee/employer, and used for
income and employment contingencies.

1. Old age pension Women who reach age 55 Earnings-based formula that Pensions Fund.
(entitlement) and men age 60. who have a takes account for years of from employer and

minimum of 15 years of service (=contributions) and employee payroll
contributions (the minimum. variable proportion of contributions.
pension) or 20 years of earnings since January 1988.
contributions (full pension). Legally set minimum
Some professions are allowed pension is HUF 6,400
an early retirement after 10 monthly.
years of service.

2. Survivors pension Surviving spouses and Usually paid at half the As above.
orphans. deceased's old-age pension,

but with the old-age pension
minimum.

3. Disability pension Loss of 67% of ability to Same as for old-age pension. As above.
work and no improvement Eligibility can cease if
expected within one year; disability is cured and/or if
must have specified number earnings reach level prior to
of years of service, and any disability. Same minimum as
subsequent earnings must be for the old age-pension.
at least 20% less than prior
to disability.

4. Unemployment insurance Loss of job, other than In 1992, up to 18 months: Solidarity Fund.
voluntary quit. One year of 70% of last wage for the fnanced primarily
employment for minimum first 12 months, and 50% b y p a y r o I I
benefit, 4 years for full for remaining 6 months. contributions from
benefit. The lower benefit threshold employers and

is the minimum wage; the employees but with
higher threshold is 2 times some central budget
the minimum wage. Since support.
1993, up to 12 months: 75%
of last wage for the first 4
months; 60% for the
remaining 8 months. The
higher the benefit threshold
for this second period is
1.75 times the minimum
wage.

5. Pregnancy/ New mothers with at least 100% of previous gross Health Insurance
confinement allowance one full year of social wage for 168 days, Fund (HIF) from
(THGY) security contributions. commencing 28 days prior contributions.

to expected birth. Average
payment is HUF 14,500
monthly.
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Box 2.1: Cash Transfer Programs, 1993 (cont.)

Benefit Eligibility | Amount and Flnncing Source
I Duration of Benefft

6. Child care fee Women with at least one full 65-75% of previous gross wage Central budget
(GYED) year of social security until child's second birdtday.

contributions who choose to (Fathers eligible after child's
stay at home. first birthday.)

Entitlements: Benefits available as wage-income supplements for all citizens regardless of income or contributions to
benefit schemes.

7. Child care allowance All mothers on Fixed amount, usually the same Central budget
(GYES) part-time or full-time leave as the minimum pension (HUF

from work. Includes 6,000 monthly). Paid until the
students. child's 3rd birthday (10 years if

the child is disabled).

8. Family Paid for all children until For 2 parent families monthly Central Budget
allowance their 16th birthday (age 20 if payments of HUF 2750, 6500

in full-time education), and I 1,250 for 1,2 and
including unborn children 34+children respectively.
from 13th week of Equivalent amounts for one
pregnancy. parent families - HUF 3250,

7500 and 11,850.

Social assistance: benefits available as cash subsidies for people in 'need' based either on a household means test or
on characteristics closely correlated with poverty.

9. Third child allowance Either parent who stays at Minimum pension until the Central budget, but
(GYET) ho m e w it h c h iI d. youngest child's 8th birthday. paid through local

Income-tested to a maximum authorities.
of 3 times the minimum
pension per capita.

10. Social assistance R e g i s t e r e d w i t h Up to 80% of minimum pension 50% from central
for the long-term unemployment agency and based on a means test, until budget, and 50% from
unemployed providing evidence of job unemployment status ceases. local governments;

seeking, and no longer Maximum payment is HUF paid through local
eligible for unemployment 5,120 monthly. authorities.
benefits.

I1. Various social Subsidy programs determined Variable, depending on program Local governments
assistance programs by local authorities. and assessment of local

Different programs have authority.
different categorical
eligibility rules, but all based
on tests of income and
poverty characteristics.

Note: This study focuses on six components of the cash transfer system: old-age and disability pensions,
unemployment insurance, the family allowance, the child care fee (GYED), the child care allowance (GYES), and
(various cash) social assistance programs as one group.
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Table 2.1: Major Cash Transfer Programs, 1993: Tbe Numbers

Insurance-Based Entitlement Needs-based

Pension Child Care Child Care Social
(all Unemployment Fee Family Allowance Assistance Total

types) Insurance (GYED) Allowance (GYES) Pmgams

Number of persons 2,600 410 143 2,276 115 1400" 6.944
eligible for benefits children 100
(thousands)

Percentage of 55.2% 16.2% 4.6% 44.3% 7.2% 23.1% 91.1%
households
receiving

Average monthly 12,060 9,560 10.060 2,750b" 6.000 1,500" 4.863
payment per 6.500 5.120
individual (HUF) 11.250

Ratio to average net 62.8% 49.8% 52.4% 14.3-58.5% 31.2% 7.8%"
wage (of 26.6% 25.3%
HUF19,215)

Source: Social Security Funds; National Labor Center; Ministry of Welfare.
a' the top figure is for discretionary social assistance; the bottom is for mandated social assistance for the long-term unemployed;
hi the top figure is for one child and two parents; the middle for two children and two parents; and the bottom for three children and
two parents.

2.3 Hungary's extensive and generous package yields a range of recipients of social insurance,
entitlement, and social assistance benefits. But who are they and, more importantly, do they include
Hungary's poor? Are these programs benefiting those targeted by them, and what is the cost of trying
to reach these target groups? What efforts has the government made to make the cash transfer system
more target-efficient and cost-effective? And should some of the programs be restructured to make them
more effective for Hungary's poverty groups? These questions are addressed in the remainder of this
chapter.

The Distribution of Cash Transfers: Do They Reach the Poor?

2.4 Strictly speaking, only social assistance programs are conceived as antipoverty programs with
payments being made on the basis of need. Of all the benefits, public pensions have the least poverty
alleviation objective, although social redistribution is one of their three functions. (The other two being
mandatory savings and insurance pensions for old age or disability.) Pensions are included in this
analysis because they play a very important role in maintaining household income.2 As mentioned, 91
percent of all households in Hungary receive some type of cash transfer (including pensions), for an
average amount of HUF 13,520 monthly per household (table 2.2)-or 70 percent of the average net
wage. The amount provides more that 30 percent of their disposable household income. Among the
poorest 25 percent of households (those below two-thirds mean expenditure), 96 percent receive a social

2 In recognition of the multi-purpose objectives of public pensions, the analysis that follows is both inclusive
and exclusive or pension incomes.
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transfer, accounting for 50 percent of disposable household income. This comprehensive coverage of cash
social transfers and at such high (relative) values is exceptional even among formerly socialist economies.
But how are benefits distributed among all households, and is this distribution capturing the poor
effectively?

Table 2.2: Dhtrlbudon of Cab Transfen by Soclocomomic Cbaracterldcs
Pecent of Households Receiving:

Transfers
Child Famuily Child care social Any other

Pension Unemploymenm cue fee allowance allowace asistance social than
Benefit (GYED) (GYES) (cash) trunfer Pension

Income-earnmn status of
household head
Permanent employee 27.3 16.8 6.3 64.0 9.6 22.8 85.5 72.8
Tempormry employee 27.5 24.4 5.9 61.4 3.2 50.6 95.9 81.0
Self-employed 24.2 15.2 5.2 70.3 12.2 17.4 84.5 73.7
Sole propnetor 22.8 8.3 5.9 65.4 7.9 25.9 81.9 76.1
Unemployed 26.4 90.3 12.0 66.5 18.2 38.3 97.7 17.5
Pensioner 99.9 5.0 0.2 5.7 0.6 20.9 100.0 26.4
Recipient of child care
benefits 23.7 28.3 40.1 100.0 63.0 47.6 100.0 100.0
Other 45.0 32.6 6.3 41.5 8.5 28.5 86.8 69.3
Household composition
I male adult 53.1 10.0 - - - 11.4 65.7 21.0
I female adult 88.2 1.3 - - - 20.0 90.4 20.9
I adult with children 13.5 11.9 3.4 96.4 11.6 44.7 98.4 97.1
2+ adults 67.8 15.9 0.4 19.4 0.2 17.5 87.1 41.3
2 adults with 1-2 children 8.8 22.7 14.4 98.9 22.0 27.5 99.9 99.2
2 adults with 3 children 8.7 19.3 24.6 100.0 39.3 52.4 100.0 100.0
2 adults with 4+ children 7.5 31.5 21.1 100.0 46.7 68.1 100.0 100.0
3+ adults with 1-2 39.4 26.9 7.1 99.4 11.0 33.7 99.8 99.8
children
3+ adults with 3+ 52.9 39.4 15.1 100.0 35.6 74.0 100.0 100.0
children
Retion

Budapest 51.2 8.1 1.9 38.0 6.6 16.0 86.7 47.3
Towns 48.7 15.7 5.4 47.5 6.6 22.5 90.8 60.3
Villages 56.8 21.4 5.4 44.4 8.4 27.9 94.1 62.4

All househo1ds 52.2 16.2 4.6 44.3 7.2 23.1 91.1 58.3
Average monthly anount
of trnsfer received by 14,994 6,648 7,176 5.580 3,524 1,517 13,520 7.704
recipient hoseholds
(HUF)

Note: at Since the Household Budget Survey provided the dama for tis table te amounts ar annual household figures divided by 12. (Because
the HBS covers a 12-tonth period. tbe information on cash truanso is an aggregae of that period.) While some transfers (pension. GYED.
GYES. and family allowance) an likely to be paid on a regular basis for an entire year, other ransfefs (unemployment benefits and social
assistance) are not necessariy paid for an entire year. Thus, monty totls derived by a simple division by 12 are imprecise. Annual amounts
can be seen in Annex tble A3.6.

2.5 Distribution of Bencfits OveraU. Pensions are the most widely received transfer, benefiting 52
percent of all households (Table 2.2). A1though all households headed by a pensioner of course receive
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pensions, so, too do about one-fourth of all other groups in the income-earning status category. The
households headed by non pensioners may receive pensions because one household member may be
disabled or retired while the head continues to be active in the labor market. Among one-person female
households, 88 percent of them receive a pension. As noted in chapter 1, this household group has a
higher than average incidence of poverty-which is explained not only by the exclusive contribution of
pensions in their income, but also by their relatively low amount. At HUF 10,550 monthly, the average
pension of single women is 14 percent lower than the pension received by single male adults. (Annex
Table A3.6) Moreover, these averages conceal large variation in pension amounts. Older pensioners
who received their starting pension some years ago typically receive less then "new" pensioners.

2.6 The family allowance is the second most widely received social transfer. benefitting 44 percent
of households according to the HBS. Households with children receive virtually universal coverage-99
percem or 100 percent in all but one category of households. The exception is a household comprising
one adult with children, 4 percent of which do not receive the allowance. (The reason for this is not
apparent.)

2.7 The child care fee (GYED) is paid to mothers who take a leave of employment to care for
children at home. Almost 5 percent of households receive this fee. The child care allowance (GYES) is
paid to mothers on part-time or full-time leave from work who are not eligible for GYED or who choose
a third year of child care leave. About 7 percent of households receive this allowance. It is concentrated
among pernanent employees, the self-employed, and the unemployed (and, by definition, "recipients of
child care benefits").

2.8 About 16 percent of households receive unemployment insurance benefits, as do 90 percent of
those whose head is unemployed. Almost 30 percent of households whose main source of income is child
care benefits also receive unemployment benefits. Temporary employees are also beneficiaries of this
program. Unemployment insurance beneficiaries are concentrated in households with more than two
adults and/or more than three children, suggesting an unhappy coincidence of large household size and
fragile links with the labor market-both of which are strong determinants of poverty. More households
in villages receive unemployment benefits (21 percent of households) than do households in towns (16
percent) or in Budapest (8 percent), clearly reflecting regional labor-market variations. However, the
average amount of the benefit is higher in Budapest than elsewhere, probably reflecting higher wages in
Budapest than elsewhere in the country.

2.9 About 23 percent of all households receive benefits from social assistance programs, but which
provide the smallest cash transfer of all benefit programns-HUF 1,517 monthly per recipient household.
The distribution of social assistance over all households shows some distinct concentrations:

* Region: 85 percent of recipients live in towns or villages; the regional concentration is
strongest in the North.

* Household composition: 18 percent of recipients are single adult households (with or
without children), despite the fact that these households comprise only 8 percent of the
population. Large households also capture a disproportionate share of benefits.

* Gender of head of household: one-third of social assistance beneficiaries are
female-headed households (23 percent of all households).
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* Education: social assistance recipients are found among all education groups, roughly
in proportion to their share of the population. But households whose head has less than
a primary education are overrepresented, and those whose head has a college or
university education are under-represented.

* Socioeconomic status: more than one-half of social assistance recipients are households
headed by a permanent employee (such households comprise two-thirds of all households,
but their incidence of poverty among them is quite low); pensioner and temporary
employee households are the most overrepresented among social assistance recipients.

* Unemployment: 22 percent of social assistance beneficiaries are households that contain
an unemployed person (17 percent of all households). (Box 2.2 discusses the special
relationship between unemployment and social assistance).

Box 2.2: Unemployment and Social Assistance

The relationship between unemployment and social assistance is particularly important, both because poverty
is concentrated in households that contain unemployed members and because many households exhaust their
unemployment insurance benefits and require special social assistance to fill the gap. Roughly one-third of
households that contain an unemployed person receives social assistance, and the ratio is higher when the
household exhausts its unemployment benefits. The program also reaches more households headed by an
unemployed person (see table); almost two-thirds of poor households headed by a person whose unemployment
benefits have run out receive social assistance. But when the unemployed person is not the head of household
member, less than one-half of poor households receive social assistance.

Unemployment and Social Assistance

Percent of poor households receiving
Percent of social assistance:

receiving a Below minimum Below 2/3 of
aistance % pension % mean expenditure

Unemployed head with 37.0 43.4 45.1
unemployment benefits
Unemployed head without 50.9 63.2 63.9
unemployment benefits
Other unemployed household 26.3 41.1 35.8
memnber with unemployment
benefits
Other unemployed household 34.2 49.1 40.6
member without unemployment
benefits
All 31.0 46.0 40.6
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2.10 Distribution of benefits by poverty line. About 60 percent of households below the minimum
pension poverty line receive a pension (Table 2.3). The figure rises to 65 percent among households
between the minimum pension and two-thirds of mean expenditure, and declines thereafter (figure 2.1).
Poor households receive an average of HUF 11,321 monthly (table 2.3), well above the minimum pension
of HUF 6,400-but because the amount is contributing to the expenditure of the entire household, it is
not sufficient to raise each recipient household above the poverty line on a per adult equivalent basis.
In contrast, the average monthly pension received by a household above the subsistence minimum is HUF
16,693 monthly (figure 2.2). Thus, a greater percentage of poor households receive pensions, but the
amount they receive is lower (which of course partly explains their poverty). The concentration
coefficient3 of pensions at the household (not individual) level is -0.06 indicating that pension transfers
are redistributive in favor the poor.

Table 2.3: Distribution of Cash Transfers by Poverty Level

Percent of households receiving:
Pension Unemploy- Child Family Child care Any Transfers

ment care fee allowance allowance Social social other than
insurance (GYED) (GYES) assistance transfer pension

Below minimum 59.9 27.0 3.9 48.4 11.0 39.0 96.9 68.4
pension

Between minimum 64.5 21.3 3.9 39.6 7.5 27.6 96.2 58.5
pension and 2/3 of
mean household
exp.

Between 2/3 of mean 57.0 16.0 4.8 43.0 7.7 23.8 94.6 57.3
household exp. and
subsistence
minimum

Above subsistence 41.4 12.7 4.9 47.3 6.3 18.7 85.2 57.9
minimum

All households 52.2 16.2 4.6 44.3 7.2 23.1 91.1 58.3
Monthly amount received by recipient households:

Below minimum 11,321 6,874 6,814 5,668 4,070 2,212 13,379 9,036
pension

Between minimum 13,505 6,542 5,168 5,705 3,554 1,631 13,815 7,825
pension and 2/3 of

mean household
exp.
Between 2/3 of mean 14,997 6,720 6,218 5,677 3,408 1,448 13,709 7,724

household exp. and
subsistence

minimum
Above subsistence 16,693 6,619 8,763 5,447 3,529 1,362 13,196 7,473
minimum

All households 14,994 6,648 7,426 5,588 3,524 1.517 13,520 7.704

3 The concentration coefficient determines how effective a transfer is at reaching the poor. It shows the
concentration (cumulative percentage) of one variable (say, pensions) when recipients are ranked by income (or
expenditure). The concentration coefficient ranges from -1.0 (all transfers are received by the poorest recipient)
through 0 (all recipients receive the same amount of transfer) to + 1.0 (all transfers are received by the wealthiest
recipients). From a poverty perspective, a transfer is "very good' if the concentration coefficient is strongly
negative, showing that the poor receive most of the transfer. It is still "good" if the concentration coefficient is less
than the gini coefficient - that is, it still improves income distribution.
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2.11 Unemplovment insurance benefits are more strongly targeted at the poor: 27 percent of the
poorest households receive them, compared with only 13 percent of households above the subsistence
minimum. The average monthly benefit does not vary much by expenditure level of the recipient,
because the benefit formula has a strong tendency to the minimum, creating in essence a flat-rate
payment. As such, unemployment benefits make a strong contribution to equalizing the distribution ot
living standards (as reflected by a concentration coefficient of -0. 11).

2.12 The family allowance is a universal benefit, payable for all children up to a certain age regardless
of the parents' income standing. According to this study, neither the incidence of its receipt nor its
average monthly amount varies by the expenditure level of the recipient household. For example, the
proportion of recipient households below the minimum pension is identical to the proportion of recipient
households above the subsistence minimum, and the amount they receive is virtually identical. This
relatively flat distribution (as measured by a concentration coefficient of +0.04) indicates that the family
allowance is not a particularly well targeted antipoverty program. This finding differs from previous
findings that the family allowance is progressive and well-targeted. (See. for example, Jarvis and
Micklewright 1992; and van de Walle et al. 1994).4 Yet a similar analysis carried out by TARKI with
three years of panel data (1992-1994) and using the same weighting system for children, yields findings
similar to this study (TARKI 1994 and 1995).

Figure 2.1: Share of Hoseholds Receivlng Cash Social Trnsfers, by Expenditure
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2.13 The incidence patterns of the child care allowance and the child care fee differ markedly.
Although both are paid to mothers who are on leave from employment, the allowance is a fixed amount,
while the fee is a proportion of previous wages. As such the child care allowance is a progressive cash
transfer; the child care fee is strongly regressive. The allowance reaches 11 percent of households below

4 One of the principal reasons for the differing findings is the choice of equivalency scale. This study uses
the OECD equivalency scale (see Box 1.1) which accords a weight of 0.5 to children. Previous work has used a
per capita basis, which accords a weight of 1.0 to children (likewise to all adults). When households are ranked on
the basis of either per capita expenditure (income) or per equivalent adult expenditure (income), two rather different
patterns emerge: the former is inclined to place large households at the poorest end of the distribution, the latter
does not. Given the close correlation between household size and number of children, the per capita ranking places
more children and, by definition, more family allowance receipt at the lower end of the distribution. This in turn
shows a more progressive, better targeted family allowance.
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Figure 22 Amal Coh Tromferi to Recipient Householda (HUF)
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the minimum pension, compared with about 6 percent among all households above the minimum pension;
poor households also receive a higher average allowance. The concentration coefficient is -0.05. In
contrast, the child care fee goes predominantly to wealthier households, which also receive a higher
payment. The concentration coefficient for the child care fee is +0.22. The regional distribution of the
child care fee clearly reflects labormarket circumstances. Fewer than 2 percent of households in Budapest
are fee recipients, compared with 5.4 percent of households elsewhere in the country; but households in
Budapest receive an almost three times higher fee than households in other towns.

2.14 Of all cash transfer programs, the range of social assistance programs offered by various local
governments are targeted at the poor most directly-with the highest negative concentration coefficient
of any social transfer (-0.16). Social assistance reaches some 39 percent of households below the
minimum pension, compared with 19 percent of households above the subsistence minimum. And
although small in absolute amounts, the social assistance benefits of the poorest households are greater
than those of wealthier households. Households with three or more children capture the largest share of
benefits, followed by single female parent families. Yet, despite reaching a proportionately greater
percentage of the poorer households in Hungary, the array of social assistance programs are still being
targeted inefficiently, excluding some needy recipients, while leaking benefits to other less needy
socioeconomic groups. For example, 61 percent of households whose expenditures are less than the
minimum pension are not receiving any social assistance, while 19 percent of households above the
minimum subsistence receive at least some cash transfer, including large amounts by sole proprietor
households. The pattern of exclusion and leakage is not random, but is partly correlated with certain
household and regional characteristics. While an in-depth analysis of this issue is ongoing,5 preliminary
results suggest that households in Budapest, households with permanent employees and pensioners,
smaller households, and households with more educated members are less likely than others to receive
social assistance when they are poor. On the negative side, leakage towards nonpoor recipients is more
extensive in villages, in households headed by a temporary employee or unemployed person, and in both
large and female-headed households. Some of these targeting errors are due inevitably to using those
same characteristics (unemployment, and number of children) as eligibility criteria since they tend to be

5 Among other documents, see "Social Welfare Services of the Local Authorities," Working document no.
I of the Hungary Central Statistical Office, August 1994.
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correlated with poverty; of course they are not in each case. But some of the errors also stem simply
from the administrative inadequacies of social assistance programs. As discussed in the next chapter,
social assistance leakage requires greater vigilance by analysts and policy makers.

2.15 Is the Overall Distribution Pro-Poor? The average amount of all social transfers received by
households varies remarkably little by household expenditures (Figure 2.2, Table 2.3 and Annex Table
A3.6). This is true both with and without pension incomes. The concentration coefficient of all transfers
is -0.02, indicating in essence a fully egalitarian distribution -not particularly good from a poverty
perspective. Yet, overall transfers to the poorest households represent a much greater percentage of their
income and cover a much greater percentage of their expenditure than among wealthier households- and
around four times greater share of household expenditure (table 2.4)6. (The table also shows that social
assistance and unemployment benefits are the most pro-poor transfers, while again the child care fee is
the least pro-poor.) As such the cash transfer system is progressive, contributing proportionately more
to the well-being of the poor than to the nonpoor. In the absence of cash transfers, income and
expenditures inequalities would be exacerbated.

Table 2.4: Poor to NonPoor Cash Transfer Ratios
(Shares Captured by Households Below the Minimum Pension)

Pension Unemploy Child Family Child Social All Social Non-
benefit care fee allowance care assistance Transfers pension

allowance transfers

Recipients of social 1.44 2.13 0.80 1.02 1.75 2.09 1.14 1.18
transfers

Amounts received 0.67 1.04 0.78 1.04 1.15 1.62 1.01 1.21
per recipient
household

Amounts received 0.98 2.21 0.62 1.07 1.99 3.38 1.15 1.43
per all households

Share of household 3.63 6.65 2.29 3.31 7.50 11.17 3.95 4.74
expenditures

Note: Ratios are for households below the minimum pension relative to households above the subsistence minimum.

Cost Efficiency: How Much Is Coming to the Poor?7

2.16 While the preceding results indicate that Hungary's cash transfer system has reasonably been
successful at reaching the poor (that is external efficiency), they do not indicate the cost at which its
success is achieved-that is, how much of the money being spent on transfers is reaching poor
households. A comprehensive analysis of the cost effectiveness of the transfer system is outside the scope
of this study, but partial measures of targeting efficiency are available along two dimensions: the average
amount of transfers that go to one poor person (Table 2.5), and the average number of poor persons
helped per HUF 1 million of transfers spent (Table 2.6). These calculations provide only partial

6 Because the equivalent ratio for income is 2.4:1, cash transfers are still progressive regardless of whether
household income or expenditure are used to measure the living standard of households.

7 This section is based on the premise that all cash transfers have a legitimate role in moderating poverty.
As noted above - paragraph 2.4 - it is acknowledged that poverty alleviation is often not the single, nor indeed the
prime objective of some cash transfers programs.
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measures of cost efficiency because information on administrative costs is unavailable, which should in
principle be added to the amount of transfers to compare different parts of the system.

2.17 The first column of Table 2.5 shows the total amount of a given transfer divided by the total
number of people in the country who were poor before receiving the transfer (the "pretransfer" poor).
This broad measure of the cost of reaching one eligible poor person captures transfers that go to nonpoor
or program leakage. The second column shows the average amount of a transfer actually received by
the pretransfer poor; it excludes the cost of leakage from the numerator, and the denominator consists
of pretransfer poor recipients only (as opposed to all pretransfer poor). Ideally, under perfect targeting,
leakage would be zero, and both columns would be identical. In practice, poverty-oriented programs
should be larger in the second column that the first column, indicating that the cost of cash transfers is
more efficient when targeted at poor beneficiaries than at the potential target group as a whole. But as
shown clearly in the table, none of the cash transfers meets this condition when the minimum pension
is the poverty line; in contrast all transfers but the family allowance meet this condition when the higher
poverty line is used. All else equal, targeting is more likely to be successful when the higher poverty
line is used.

Table 2.5: Monthly Transfers to One Pretransfer Poor Person - (Average HUF).
Below minimum pension Below 2/3 of mean expenditure

Average transfer paid Average transfer Average transfer paid Average transfer
per poor person received by poor per poor person received by

person poor person

Pension 10,540 8,465 6.293 7,421

Unemployment benefit 4.685 2,640 1.319 2.112

Child Care Fee 2.386 1,873 455 1,593
Family allowance 8,564 1,811 2.551 1.566

Child care allowance 1,735 874 345 882

Social assistance 2.266 1,005 474 677

All social transfers 11,078 7,137 7.483 5.968

2.18 An alternative measure for examining the cost of reaching the poor is the number of poor
persons helped per HUF spent on social transfers-that is, the poverty impact of different transfer
programs after normalizing for the size of the program (or for how much it spends). Table 2.6 shows
three progressively narrower measures: the number of pretransfer poor per I million HUF spent on a
given transfer program, or the size of the potential target group; the number of pretransfer poor actually
reached by a given transfer per HUFI million spent; and the number of poor persons lifted above the
poverty line as a result.
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Table 2.6: Number of Pretransfer Poor Persons Helped per HUF 1 Million of Transfers
(Poverty Line of 2/3 of Mean Expenditures)

Average number of Average number of Average number of poor
poor people poor recipients recipients lifted out of

poverty

Pension 13.2 9.6 5.8

Unemployment benefit 63.2 25.3 8.7

Child care fee 183.1 18.1 6.9
Family allowance 32.7 23.5 8.9

Child care allowance 241.3 41.2 1 1.7

Social assistance 175.8 66.7 8.6

All social transfers 11.1 11.0 6.4

2.19 Social assistance reaches the most poor people per HUF I million spent-an average of 66.7
poor recipients. The child care allowance reaches 41 poor people per HUF I million spent; all other
programs reach 25 or fewer poor people. As expected, the pension system reaches the fewest number
of poor people at the highest cost per poor person, because it transfers the greatest amounts and is not
oriented at poverty alleviation. Per HUF 1 million spent, the child care allowance (GYES) is the most
'cost" efficient at lifting people out of poverty, despite the fact that the program is not oriented

specifically towards alleviating poverty. Three programs (unemployment benefits, the family allowance,
and social assistance) are equally cost efficient at lifting poor people out of poverty-about 9 persons per
HUF 1 million spent. The pervasiveness-and success-of Hungary's transfer system is highlighted by
the fact that it spends HUF 1 million per 11.1 pretransfer poor people in the country-reaching, in one
way or another, 11 of those people, and lifting an average of 6.4 of them out of poverty.

2.20 Closing the Poverty Gap: What Percentage of the Poor are Lifted Out of Poverty? Because
pensions are by far the largest cash transfer, it is not surprising that they make the greatest contribution
to keeping people out of poverty-62 percent of households that receive pensions are lifted above two-
thirds of mean expenditure.(Table 2.7) This finding for pensions is normal since pension is the main
source of income for most recipients especially those having little or no earned income. Because
pensions are based on previous wages, their effect on poverty comes from the pension calculation method
and its subsequent indexing (and people's place in the prepension wage distribution), and not from any
intended poverty targeting (although the latter can be an objective of minimum pension policy).

2.21 The second most effective program is the child care fee (GYED), which lifts 43 percent of its
recipients above the poverty line. The effectiveness of the GYED might at first seem surprising, given
that the program is the most regressive cash transfer in the system. But because the child care fee is a
wage-replacement benefit and is thus quite high, absence of it can and does often make the difference
between being poor and not. The effect is particularly strong in Budapest, which as was indicated earlier,
has the highest child care fee. The abolition of this program may have some poverty implications unless
the recipients are able to return to work, despite the fact that only a relatively small percentage of
households currently receive the fee (4.6 percent). The simulations in the next section will make this
point clearer.
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Table 2.7: The Impact of Social Transfers on Alleviating Poverty:
Percent of Pretransfer Poor Households who are Lifted Above 2/3 of Mean Expenditure by the Social Transfer

Pen- Unemploy Child care Family Child care Social All Social Non-

sion ment fee (GYED) allowance allowance assistance trans pension
Insurance (GYES) (GYED) fers transfers

Regions

Budapest 68.9 36.2 78.6 34.7 43.5 16.6 65.9 41.5

Towns 62.7 41.3 37.5 43.1 29.0 17.2 61.6 47.8

Villages 58.3 38.0 40.4 37.0 24.2 11.0 57.2 42.5

Household
composition

I maleadult 64.3 52.6 - - - 0.0 61.5 31.1

1 female adult 59.8 81.4 - - - 14.4 60.0 19.5

I adult with 33.7 73.0 50.1 52.7 26.9 23.8 57.2 57.2
children

2+ adults 66.3 44.0 47.2 36.7 - 15.5 65.8 39.9

2 adults with 1-2 47.6 40.8 51.1 41.2 35.3 19.2 55.8 53.5
children

2 adults with 3 11.5 14.5 36.9 49.1 30.3 3.2 57.0 56.5
children

2 adults with 4+ 0.0 0.0 0.0 20.9 21.3 10.1 24.8 24.8
children

3+adultswith 46.4 24.2 34.4 35.7 21.1 11.6 51.8 42.8
1-2 children

3+ adults with 20.3 7.0 0.0 17.8 5.7 3.2 27.4 24.3
3+ children

Income earning status of
household head

Permanent 66.9 43.9 50.0 44.3 40.1 17.7 62.1 53.3

Temporary 21.2 22.1 0.0 27.7 100.0 15.7 40.0 42.0
employee

Self-employed 47.3 29.6 38.7 29.5 13.3 9.2 49.6 42.4

Sole proprietor 100.0 100.0 0.0 77.2 100.0 0.0 90.5 84.9

Unemployed 40.7 34.7 33.9 24.9 10.3 13.4 43.0 39.5

Pensioner 62.7 34.5 43.1 24.0 13.4 12.0 63.1 20.6

Recipient of 13.7 27.8 20.1 38.2 9.5 0.0 44.6 42.8
child care
benefits

Other 32.9 50.9 56.1 37.1 28.8 24.6 51.3 48.0

All 62.3 39.2 42.6 39.2 29.7 14.3 60.7 44.5
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2.22 Both unemployment insurance benefits and the family allowance lift 39 percent of pretransfer
poor recipients out of poverty. This figure is fairly uniform across different parts of the country, but it
varies widely across types of households. (Table 2.7)

2.23 A high rate of poverty alleviation can be achieved more easily with a small target group. For
example, the poverty alleviation effect is strongest among households with a single adult, a category that
contains only a small percentage of beneficiaries. At an extreme are sole proprietors, a category for which
pension, GYES and unemployment insurance all lift 100 percent of recipients out of poverty. Yet because
only 8 percent of sole proprietor households receive unemployment benefits and they are not a very poor
group, any transfer has a greater likelihood of lifting beneficiaries above the poverty line. In contrast.
a low poverty alleviation targeting can be due soley to poor targeting, but also to good targeting combined
with transfer amounts that are too low, especially for high poverty groups. This point is illustrated by
the effect of the unemployment benefit on temporary employee households- although they have a high
incidence of unemployment insurance receipt, they are one of the poorest groups, so the benefit leaves
many of them in poverty. The farnily allowance received by households with many children has a similar
effect: for households consisting of 2 adults and 3 children (for whom coverage is 100 percent), the
allowance lifts 49 percent of pretransfer poor above the poverty line. This figure drops to 21 percent of
households with 4 or more children, reflecting an insufficient benefit amount that keeps poverty high
among this group.

2.24 The figures in table 2.7 for social assistance are particularly interesting. Although social
assistance is the most progressively distributed transfer, it has the lowest poverty alleviation effect-much
of which is due to low benefit amounts per recipient household (HUF 1,517 monthly/on average). The
poverty alleviation role of social assistance must be strengthened considerably, both by increasing
financial resources available to it (possibly from savings in other parts of the system) and by targeting
it more effectively. Social assistance is currently most effective for single-parent households, 45 percent
of which receive assistance and almost one-fourth are lifted out of poverty. The incidence of receipt is
also high among households with 3 or more children and the long term unemployed, but for them social
assistance merely bridges part of the poverty gap.

2.25 Improved Living Standards: Transfers Received as a Proportion of Poverty Gap. Even when
they do not lift households above the poverty line, cash transfers can have a major impact on households'
living standards (Table 2.8). As shown earlier, the poverty gap averages 16 percent of the relative
poverty line of two-thirds of mean expenditures. The total amount of cash transfers received by the poor
below this poverty line is three times larger than the poverty gap. Thus, without the transfers, the
poverty gap would be almost four times larger. The last line of Table 2.8 also shows how transfers to
the nonpoor (those above the subsistence minimum) compare with the poverty gap: they are almost four
times larger than the post-transfer poverty gap, and larger than transfers to the poor. Even after
excluding pensions, transfers to the nonpoor are still larger than the poverty gap. In fact, by themselves,
the family allowances to the nonpoor would almost be sufficient to cover the entire poverty gap. It is
clear that the family allowances should be reformed.
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Table 2.8: Social Transfers and the Poverty Gap

Child care
Unemploy fee Family Child care Social All Non

Pension ment allowance allowance assistance social Pension
benefit transfers Transfer

Social transfers to households below 2/3 of mean expenditures as percentage of poverty pp

Region

Budapest 230.2 28.5 1.1 40.8 4.4 15.0 320.1 89.8

Towns 189.9 32.1 4.8 56.0 7.0 11.8 301.5 111.7

Villages 162.6 32.9 5.5 50.1 6.7 9.7 267.5 104.9

Household
Composition

I male adult 366.7 39.9 - - - 16.7 423.2 56.5

I female adult 463.0 2.2 - - - 7.8 472.9 10.0

I adult with 43.9 7.2 2.5 99.6 13.5 23.2 190.0 146.1
children

2+ adults 305.1 34.4 - 15.1 - 9.2 363.8 58.7

2 adults with 1- 23.6 44.1 12.4 79.2 17.6 7.0 183.9 160.3
2 children

2 adults with 3 15.9 38.1 13.6 156.7 18.3 27.3 269.9 254.0
children

2 adults with 2.5 19.7 13.9 168.4 18.1 24.4 246.9 244.4
4+ children

3+ adults with 67.2 35.1 3.9 67.9 6.4 9.2 189.7 122.5
1-2 children

3+ adults with 35.1 18.8 9.9 83.0 6.5 28.0 181.3 146.2
3+ children

Income-earning status of
housebold head

Permanent 63.9 30.9 5.3 72.5 9.0 9.5 191.0 127.1
employee

Temporary 55.3 8.5 0.9 47.2 - 19.7 131.6 76.3
employee

Self-employed 105.3 21.7 2.1 60.7 13.5 10.7 214.1 109.8

Sole proprietor - - 62.9 66.4 - 2.6 131.9 131.9

Unemployed 28.1 79.0 9.0 67.7 9.9 16.0 209.7 181.6

Pensioner 424.5 14.4 0.5 14.5 0.8 10.2 465.0 40.5

Recipient of 20.4 39.1 29.6 92.4 21.4 7.8 210.7 190.3
child care
benefits

Other 133.2 53.1 3.6 45.7 4.6 23.7 263.9 130.7

All 182.8 32.0 4.6 50.9 6.4 11.2 287.9 105.1

Social transfers received by households above subsistence minimum as percentage of the poverty pp

All 247.4 30.1 15.5 92.2 8.0 9.1 402.3 154.9
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How Should the Cash Transfer System Be Restructured?

2.26 At present, about 7 million people are eligible for one or another of the cash transfers, and 91
percent of households benefit from them. This level of coverage is quite remarkable by any standard. At
the same time, the aggregate incidence and value of transfers is very uniform across the income
(expenditure) distribution. This was also the situation in the past, when wages were compressed and
labor force participation was high-and little has since been done to reform the programs whereby they
reflect the growing inequalities in market incomes. Despite their wide coverage, cash transfer amounts
are insufficient to lift the neediest persons out of poverty. Although the majority of social transfer
recipients are no longer poor after receiving the transfers, about 27 percent of households that receive
social transfers still remain below two-thirds of mean expenditures. Clearly, in these cases, the amount
of the transfer is insufficient to close the poverty gap. Put another way, too many people in Hungary are
benefitting from too many cash transfers, and amounts are insufficient to prevent those who have little
or no alternative income from slipping into poverty. Why is this, and why are the cash social transfers
proving ineffective at preventing growing poverty? One of the reasons is that the country has gone
through a major recession, reducing incomes across the board. That cash transfer incomes have
maintained their real value much more so than have labor incomes has played a critical role in preventing
even more people from falling into poverty. This is one of the major conclusions from the analysis in this
chapter. But the analysis also shows clearly that if cash transfers were organized in a different way, their
poverty alleviation impact could be much stronger.

2.27 First, some well-identified groups of the population are poor simply because they are falling
through the cracks of the cash transfer system. One such group consists of households with long-term
unemployed members especially the household head, for whom insurance-based unemployment benefits
have run out, and no alternative (major) source of regular income has been substituted.8 Another such
group consists of female recipients of the child care allowance (GYES), for whom the (although small)
amount is a very critical source of income. The expiration (or planned abandonment) of this program
(discussed later) runs the risk of creating a small group of very poor households who may have no other
alternative but social assistance. Last, a pocket of poverty appears to exist among elderly single-women
pensioner households, for whom additional (social) assistance may be necessary. These points are
discussed further in chapter 3.

2.28 In the same way that cash transfer programs are missing some people, they are catching others
who could do without them. Even among programs with a more explicit anti-poverty focus- social
assistance and (to a lesser extent) the family allowance-benefit "leakage" to the non-poor is substantial.
Almost one-third of the money transferred through these programs goes to households above the
subsistence minimum. For social assistance, 24 percent of payments go to such households. (Table
A3. 12) Somewhat ironically, the cash transfer programs that are not explicitly anti-poverty
programs-pensions, unemployment insurance, and the child care fee-are more effective at lifting people
above the poverty line, given their broad coverage (pensions), their value (the child care fee), and their
targeting (unemployment benefit).

8 Such households are theoretically eligible for means-tested social assistance for the long-term
unemployment. Either they are not receiving this benefit or the benefit amount is so small (just more than HUF
5,000 month) that it is insufficient to lift these households out of the most severe poverty.
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2.29 Reform Measures of March 1995. In March 1995, the government of Hungary announed
several proposals to modify some elements of the cash social transfers system as part of a broader
austerity package. These proposals are significant because, for the first time, they challenge the principle
of universal entitlement, recognize the different ability of individuals and households to benefit from the
emerging market economy, and begin to shift welfare responsibility from the state to individuals. The
main innovation in the proposals is the introduction of means testing for the family allowance and child
care benefits. Certain modifications have been made since the announcement of the proposals. As this
report was being prepared, details of the changes, likely to be introduced in April 1996, are as follows:

* An income cap is to be applied to the family allowance. Eligibility for the full amount
is to be based on net income of less than HUF 18,000 per capita monthly, in the previous
calendar year. Eligibility for partial amnount is to be based on an income of HUF 18,001
to 19,500; income above HUF 19,500 would make a household ineligible for benefits'.

* Households with 3 or more children are to be eligible for family allowance regardless of
their income. Households with permanently ill or disabled children are treated in this
same way.

* The child care allowance (GYES) and the child care fee (GYED) are to be merged; the
new provision should not last longer than two years and should be means tested, based
on the same criteria for the family allowance.

Several additional modifications are also adopted in the 1996 budget-replacement of the pregnancy
allowance, the introduction of a new income-supplement allowance, greater emphasis on social assistance,
and a two-year time limit on the social assistance receipt by the long-term unemployed (as well as changes
in various aspects of the eligibility rules for unemployment benefit).

2.30 How will the Reforms Perform? The Results of Simulations. For the purpose of this report,
the impact of the new family allowance and child care benefit measures on the incidence of poverty
amnong different types of households has been simulated. By way of comparison and illustration,
simulations of the effects of altemative targeting rules based on the observed correlates of poverty have
been applied -in particular, the number of children in the household, the number of unemployed in the
household, and the educational level of the head of household.

2.31 Because the government proposals were announced in 1995 (and modified in early 1996) but the
HBS data used in this report pertain to 1993, the new lowest income threshold for the family allowance
was adjusted to reflect price changes'". The HBS data available for this work also consisted only of
household records, excluding such individual data as the age of children. This shortcoming required
some approximations to simulate the effect of changes in the age caps for the family allowance, and the

9 In the case of a single parent the monthly per capita ceiling is HUF 23,400.

10 Given the nature of Household Budget Survey data. the simulations have been made with gross income
figures rather than net.
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pretransfer inclusion of families with three and more children." For these reasons, more attention should
be given to orders of magnitude in the numbers than to precise estimates.

2.32 The simulation results (Table 2.9 and Annex Table A3.9) suggest that a combination of means
targeting for the family allowance, increasing amounts paid to families with three and more children,
and a greater role for social assistance could be very effective at reducing the poverty incidence among
those groups in Hungary for whom it is currently highest. The government's current measures are an
important first step in this direction, but there is still some way to go.

2.33 Family allowance proposal 1. Current government plans to restructure the family allowance would
have the following impacts on the incidence of poverty:

* The overall effect would be slight, but poverty incidence would not decline;

* With the minimum pension as the poverty benchmark, the incidence would remain the
same in the aggregate; with two-thirds of mean expenditures as the benchmark, it would
rise from 25.3 percent to 26.1 percent.

* Among the very poor (those below the minimum pension), the effect would be strongest
in households of 3 or more adults and 1 to 2 children, and in households of temporary
employees (for whom the incidence of poverty wold rise from 19.3 percent to 22.1
percent).

Regarding their fiscal impact, the reforms would achieve gross savings of around 22 percent of current
spending, roughly the same proportion as households eliminated from eligibility. Net savings, however,
would be less, because the means-test will require administrative costs, and because benefits would leak
to some families of more income than reported.

More sophisticated simulations based on individual data could be carried out at a later date.
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Table 2.9: Selected Cash Transfer Reforms: Effects on the Incidence of Poverty and Fiscal Viability

Poverty Line Fiscal
difference

Below minimum pension Below 2/3 of mean expenditure

Povert Difference in Povert Difference
incidence poverty incidence incidence poverty inciden

Current situation 4.5% 25.3% --- --

Family allowance 4.6% +0.1 26.1% +0.8 -22%
proposal 1 (FAI)

Family allowance 3.8% -0.7 24.0% -1.3 -5%
proposal 2 (FA2)

Family allowance 4.3% -0.2 25.6% +0.3 -18%
proposal 3 (FA3)

Family allowance 4.3% -0.2 25.7% +0.4 -19%
proposal 4 (FA4)

Family allowance 3.5% -1-.0 23.6% -1.7 -2%
proposal 5 (FA5)

Child care proposal 5.2% +0.7 26.6% +1.3 -57%

Social assistance 3.6% -0.9 24.7% -0.6 0.0
proposal

Kev:
FAI = Current government plans
FA2 = Higher monthly payments for 3+ children.
FA3 = Higher monthly payments for 2+ unemployed.
FA4 = Higher monthly payments for poorly educated household head.
FA5 = FA2 + FA3 + FA4
Child care proposal = current govermment plans
Social assistance proposal = reallocation of funds to households under poverty lines

2.34 The poverty profile in chapter 1 identified pockets of poverty, one of which is among households
with 3 or more children. The government's plan to leave these households with an automatic entitlement
to the family allowance is a positive step. However, evidence from this chapter indicates that the amount
of transfers to families with 3 and more children is insufficient to lift them out of poverty. The value of
the family allowance has not been increased since 1993, and has been eroded by inflation that has been
running in the 20 to 30 percent annually range. In the absence of any increase in the nominal value of
the family allowance in 1996, its real value will decline even further, with grave consequences for these
families. The social assistance program could be used to compensate the neediest families for this
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difference, but because the program has several major weaknesses, its ability to reach the neediest
families effectively must be questioned. As such, using the family allowance system to give families with
three or more children larger benefit amounts could be more effective. The Hungarian government has
taken the first major step in this regard by leaving these families outside the scope of means testing and
keeping them in the program. The next major step would be to increase the value of the family allowance
to families with three and more children. Its poverty alleviation effect would be significant.

2.35 Family allowance proposal 2. The potential gains from targeting higher monthly family
allowance payments at families with three and more children are shown with additional simulations. The
key assumption is that the family allowance is increased by HUF 3,750 monthly per child (the amount
corresponds to the current amount received for the third child in two-parent households). Simulation
results show that. in practice. such large increases may not be necessary, but it is useful to show the
upper limit of what can be achieved with indicator-based targeting using easily observable socio-economic
characteristics and the family allowance as the tool. Targeting by the number of children would
significantly reduce the overall incidence of poverty (by 0.7 percentage points relative to the minimum
pension poverty line, and by 1.3 percentage points relative to the higher poverty line). Of course,
different types of households would be affected differently. Poverty in large households would disappear
entirely, indicating that such targeting can be effective at alleviating poverty, but also indicating that the
amounts in this simulation are too generous. (Further simulations could define amounts that, for
example, would reduce the incidence of poverty in households with three or more children to the level
found in households with one to two children.) Since a fairly strong positive correlation exists between
the number of children in a household and the number of unemployed, the FA2 scenario would also
reduce poverty in households headed by an unemployed person. Another target group-households whose
head has less than a primary education-would also benefit although to a lesser degree.

2.36 Family allowance proposals 3, 4, and 5. Three other simulations have been done for comparative
purposes. The poverty profile reveals two other deep pockets of poverty: households that contain two or
more unemployed members, including the household head, and households whose head has less than a
primary education. These characteristics could also be targets for larger family allowance payments to
families that contain children. The FA3 and FA4 simulations demonstrate the impact of targeting these
characteristics on poverty. FA5 shows the impact of increasing the allowance if either one of the three
conditions (three or more children, two or more unemployed adults, and head with less than primary
education) is met.

2.37 Targeting by unemployment and low educational level is virtually poverty-neutral in the
aggregate. That is, it does not have a significant poverty reduction effect. However, particular groups
would enjoy some positive effects. Targeting by the number of unemployed (FA3) would have the
strongest effect in the largest households- those with three or more adults- since unemployment is
concentrated in these families. Targeting by educational level (FA4) would also help these households,
as well as those with two adults and many children, and of course those whose head has less than a
primary education. Targeting by education would also be the only approach that would reduce poverty
significantly among the temporary employees.

2.38 These results suggest that much can be achieved by combining the different criteria (FA5), since
doing so would reach all desired target groups, and would remain within the current family allowance
budget (Indeed, there is room for some savings). As stated earlier, the optimal amounts would have to
be determined, and the simulations in Table 2.9 must certainly be seen as an upper limit of what can be
achieved. The results suggest that poverty can be reduced significantly with indicator-based targeting
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using the family allowance as the instrument. Of course, if social assistance targeting could be improved
or a general income supplement applied effectively, these options might be more cost-effective
instruments for reaching households in which unemployment or low education is the main cause of
poverty.

2.39 Child care allowance and fee. According to the simulations, the elimination of the child care
allowance and fee and the institution of the new child care benefit would increase poverty from 4.5
percent to 5.2 percent below the minimum pension, and from 25.3 percent to 26.6 percent below the
relative poverty line (Table 2.9 and Annex Table A3. 10). But the new benefit scheme would yield
substantial fiscal savings, at 57 percent of the budget. The most adverse impact would be on households
that contain many children, those headed by an unemployed person, and by definition, those dependent
on child care benefits. For example. in households with two adults and four or more children, the
incidence of poverty would increase from 19 percent to 27 percent; in households with three or more
adults and three or more children, the incidence of poverty would almost double to 40 percent. (These
figures do not include the impact of the family allowance changes, which in part will be mitigating.)
Thus, this part of the reform program runs the risk of hurting some poor groups unless they can re-enter
the labor market or qualify alternatively for unemployment benefits or social assistance. Given the extent
of fiscal savings implied by the reform, it should be possible to increase the amount of the new benefit
and/or improve its targeting and still achieve significant savings.

2.40 As an alternative, and indeed implied in the austerity package, social assistance could play a
greater role in poverty alleviation efforts. It is currently the most progressively distributed transfer and,
after unemployment insurance benefits, the most effectively targeted transfer at the poor. But is suffers
from three serious problems: its benefits are being leaked to the nonpoor; it misses some needy
households altogether; and the transfer amounts are inadequate for meeting the needs of many poor
recipient households. These problems require urgent attention. Notwithstanding the difficulty of targeting
social assistance more effectively with means tests or more precise indicator-based targeting, eliminating,
say, leakages of social assistance benefits to households above the government's new family allowance
income cap would create a fund that could be reoriented towards the neediest recipients. The amounts
saved under this scenario would constitute 36 percent of social assistance now received by those below
two-thirds of mean household expenditures, and 136 percent of social assistance now received by
households below the minimum pension. Allocating these funds proportionately to current recipients
would reduce poverty by, respectively, 0.9 and 0.6 percentage points (Table 2.9). Doing so would
especially benefit one-parent households, very large households, households with unemployed heads,
households dependent on child care benefits, and households with less educated heads.

m: \hun\poverty\grey\chapter2 .pov



CHAPTER 3: CONCLUSIONS AND POLICY RECOMMENDATIONS

3.1 This chapter draws on the analysis in the preceding two chapters to provide some directions for
policymakers to improve upon their poverty alleviation efforts as Hungary proceeds on its course of
economic transition. The thrust of the chapter is to provide recommendations about how the cash transfer
system can be restructured to play a more effective role in poverty alleviation. Of particular concern are
the specific groups of the poor who are falling through the social safety net. However, the vulnerability
to poverty of other groups of the population is also addressed. The recommendations herein are mindful
of the budgetary implications of a system overhaul, and thus advocate changes in poverty alleviation
interventions that are amenable to current resource constraints.

3.2 Although an important element and especially critical for some groups of the population,
restructuring the cash transfers system should be conceived of as part of a more extensive poverty
alleviation strategy. Broad based economic growth-generating more jobs and higher wages, as well as
providing the government with the revenues needed to finance social transfers-is of uppermost
importance. Here, too, restructuring cash transfers can play a role. By reducing aggregate expenditure,
and addressing the distorted incentive system, a restructured cash transfer system could both promote
economic growth and be more efficient and effective in poverty alleviation.

Analysis of the Incidence of Poverty and the Poverty Gap

3.3 To recapitulate briefly, the analysis in chapter 1 showed the following:

= The incidence of poverty has increased in the period 1989-93. The magnitude of the increase
is sensitive to the poverty line chosen and to assumptions about income underreporting in
household surveys. The increase in the incidence of poverty is a function primarily of declining
real household incomes; because household income is densely concentrated around the positioning
of the poverty line, even a small decline in income levels can lead to substantial increases in the
incidence of poverty. A growing income inequality, which in reality is the product of an unequal
distribution of the decline in national income, has also played a part in the rising incidence of
poverty. The income decline has been most severe for the poorest 10 percent of the population,
whose real household expenditure fell by more than a third during the period; conversely, the
wealthiest income group has actually gained in real terms. The result is a significant increase in
the share of the population below the 1989 minimum pension, from 1.6 percent of the population
to 8.6 percent.'

* Poverty is concentrated close to the poverty line. Poverty in Hungary is largely "shallow".
That is, the average income (or expenditure) of those below the poverty line is not substantially
less than the poverty line. The poverty gap-the average shortfall of household income
(expenditure) as a percentage of the poverty line-ranged from 15 to 20 percent from the late
1980s to 1993. But, importantly, the increase in the incidence of poverty has not been associated
with any increase in the poverty gap; if anything, the poverty gap has narrowed slightly. This

The real value of the minimum pension declinled from 1989 to 1993. The share of the population under
the 1993 minimum pension is thus less.
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trend is not surprising, as more people whose incomes are close to the poverty line fall just below
the line.

* Some deep pockets of poverty exist. Hungary contains some households (individuals) whose
income falls far short of even the lowest poverty line; they are considered the very poorest.

3.4 Who Are the Poor in Hungary? An examination of the characteristics of poverty groups in
Hungary yields the following profile:

* Among socioeconomic groups, the deepest poverty is among households whose head is
unemployed, temporarily employed, or dependent on child care benefits as the mnain
source of income. About one-fifth of such households live below the minimum pension.

* Poverty among pensioners is slightly above average. Very elderly female pensioners
living alone, however, are among the very poorest.

* In households affected by unemployment, poverty is deeper if the head of household is
unemployed than if another member of the household is unemployed. If the head is
unemployed and does not receive unemployment insurance benefits, then incidence of
poverty is very high: more than 40 percent of such households are below the minimum
pension.

~ * The regional variation in the incidence of poverty is not very pronounced. Moreover,
regional differences in incidence of poverty can be explained ennrely by differences in the
socioeconomic and demographic composition of the population.

* Demographic characteristics are important indicators of poverty. The incidence of
poverty is lowest in nuclear households with one or two children. It rises steadily with
the number of children and is especially deep in households with two adults andfour and
more children, and in households with 3 adults and 3 and more children. Among these
households, one in five lives below the minimum pension The corollary to these findings
is that poverty among children is somewhat more pervasive than among the population
at large.

* Poor children live prinarily in villages, and in households whose head is poorly educated
and does not have more than a temporary attachment to the labor market. This finding
is worrisome since it indicates the likelihood of inter-generational poverty.

* Hungary displays the normal inverse U-shaped lifecycle pattern of poverty, but the age
effect is stronger among the young than the old, reflecting the relative well-being of
pensioners and the high unemployment rate among the young.

* There is a distinct gender dimension to poverty. Poverty is deeper among female- headed
households, especially if they are single adults with children.
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* A strong inverse relationship exists between poverty and the education of the household
head. Secondary or higher education virtually guarantees a level of living above the
minimum pension, and college and university puts all but 5 percent of the population
above the higher poverty line of two-thirds of mean expenditure. Almost one-third of the
population live in households whose head has a primary education or less; among these
households, around 40 percent fall below the two-thirds of mean expenditure.

* The incidence of poverty among the Roma population is almost six times as high as
among the non-Roma population. This ethnic group is associated with most of the key
correlates of poverty: long-term unemployment, large family size, and poor education
level.

3.5 Shifts between Transient and Permanent Poverty. Some of the population groups in poverty in
1993 were already experiencing poverty prior to the transition. Through the 1980s, poverty was already
affecting poorly educated and low-skilled individuals who had limited labor market opportunities as well
as large families, the very elderly, and the gypsies. The recession and the structural changes associated
with the economic transition have exacerbated their financial situation. New groups have also been
lowered into poverty-the unemployed (especially the long-term unemployed who have exhausted their
unemployment insurance benefits), mothers (particularly single mothers) on extended child care leave,
and persons earning a living from casual employment. The extent to which any of these groups is likely
to remain in poverty in the longer run is unclear. There appears to be a great deal of movement by
households in and out of various relative income/expenditure positions. Between 1993 and 1994, almost
40 percent of households changed their relative position by two or more deciles. However, those in the
lowest income decile-the poorest-have moved far less, and their characteristics are rather predictable:
poor education, young or very old, unemployed over the long-term and gypsies. Some 300,000 people
are estimated to be in permanent poverty in the period 1992-1995. (TARKI, 1995)

3.6 Poverty and the Labor Market. What has determined the winners and losers from the transition
thus far? The most important determinant is labor-market status. Income from employment, self-
employment, and business (but primarily wage income) are the main contributions to individual and
household income (Figure 3.1). Labor income is a function of a regular job, age, education and work
skills, and location. Aggregate labor incomes declined by almost as much as the decline in GDP during
1989-93, but the decline was much more a function of job losses than of real wage declines. As such,
those who kept a regular job fared reasonably well, particularly in so far as formal-sector jobs provide
access to a second job as an other important source of income. Highly educated employees in private
sector companies, often associated with foreign investment, have seen substantial real wage gains. In
contrast, less educated and semi-skilled workers and public-sector employees have fared less well and
experienced real wage declines. Of sources of household income, employment incomes (wages) were
already the most unequal, and their dispersion across the income groups increased markedly in the
transition years. Earnings inequality in Hungary is now on par with that of Western Europe (Rutkowski
1995).2

2 The average earnings of the top quintile of Hungarian workers is now 3.7 times higher than the average
earnings of the bottom quintile. This compares with ratios of 3.4 in the United Kingdom, 3.0 in France, 2.5 in
Germany, and 2.1 in Italy (OECD 1993).



50

3.7 The reverse of regular employment and (near) constant real wage income is unemployment, casual
work, extended child care on state support, or withdrawal from the labor force altogether (in many cases
on disability pension arrangements). These are the real losers of the transition. Their access to regular
wage income has essentially ceased. In some cases, where cash transfers are tied to previous wages
(unemployment insurance benefits, disability or early retirement pension, and the child care fee) the
situation is tolerable. But extreme poverty is emerging in other cases. The situation of the long-term
unemployed is particularly dire. Former workers who have exhausted wage-related unemployment
insurance benefits and who have not found regular reemployment are among the very poorest. The social
safety net, including the purposely designed social assistance for the long-term unemployed, is apparently
not working.

Figure 3.1: Sources of Household Incme for Differuat Incne Grmpz
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The Cash Transfer System

3.8 As detailed in chapter 2, Hungary offers a generous array of cash transfer programs. The transfer
system includes contribution-based social insurance, income supplement entitlements, and means-tested
social assistance. In 1993, cash transfers provided around 31 percent of net disposable household income,
accounting for 20 percent of GDP. In that year, no fewer than 91 percent of Hungarian households were
receiving one cash transfer or another; pensions alone were reaching 52 percent of households, and the
family allowance was reaching 44 percent of households. In the past two years, public expenditure on
cash transfers has fallen, but the number of recipients has remained largely unchanged. Benefit levels
have therefore suffered. The analysis in chapter 2 indicated that:
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* Cash transfers have helped maintain disposable income. As the share of labor income in
aggregate disposable household income has declined in the transition years, cash social transfers
which, in the aggregate, maintained their real value through 1993 have become more important.3

In a static sense, cash transfers have prevented many households from falling into poverty.
Indeed, cash transfers have lifted about 60 percent of households above the higher poverty line,
two-thirds of mean household expenditure.

* But cash transfers fail to prevent poverty. Cash transfers are evenly distributed across income
groups (Figure 3.1), just as they were in the past. The combined value of cash transfers is
barely distinguishable whatever the household income level. Together, the wide distribution of
cash transfers and their relative "blindness" to need (or household income level) means that some
households - including transfer recipient households-are left in poverty because of low benefit
amounts. More than one-quarter of households who receive social transfers remain below the
higher poverty line.

* Different cash transfers have played different roles during the transition. Some have been more
effective than others at preventing poverty. In general, social insurance-based transfers tied to
previous wages and designed to replace wage income (pensions, unemployment insurance benefits
and the child care fee) have been most effective at alleviating poverty even though this was not
their specific aim. (These transfers alone account for 15 percent of GDP, however). Social
assistance has been least effective at alleviating poverty, due primarily to poor targeting and
inadequate transfer amounts for those most in need.

Household Coping Strategies

3.9 When faced with macroeconomic change, primarily through the labor market, individuals and
households are not passive. They adopt various strategies to reduce vulnerability and to preserve their
standard of living as best as they are able. Two features of coping behavior among Hungarians are
particularly noteworthy:

* Increasedparticipation in the hidden (second) economy. By definition, reliable
data on this trend do not exist, but many signs point to substantial participation
and significant earnings from grey and black-economy activities. This is true for
all sorts of people-those with small businesses, the self-employed, formal-sector
employees with second jobs, the registered unemployed, and pensioners.

* Households transform and reconfigure themselves to raximize access to social
transfers and minimize tax obligations. The longitudinal study of a working-class
neighborhood in Budapest offers mnany interesting insights into how households
organize themselves to access more state benefits (Box 3.1).

3 According to the HPS, this trend continued throughout 1994, when cash transfers accounted for 35 percent
of household income.
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Box 3.1: Coping Strategies during Economic Transition
Evidence from a Worldng Class Neighborhood In Budapest, 1M

Level Event Coping Strategy

Individual Decline in public-sector industrial Increased search for service-sector jobs.
employment

Increase in unemployment Increased participation in second
economy, both grey and black
economies.

Shift in state support for child care Some mothers with young children
from workplace to home remain at home to take advantage of

state benefits (cash payments).

Increase in public transport tariffs Poor are more inclined to "free-ride'
(ride without paying) as non-poor have
greater access to subsidized fares due to
more regular travel patterns.

Intra- Decline in employment and other Households restructure to access more
household market incomes state benefits (e.g., pensioners living

together but not marrying; young adults
.adopting' grandparents to obtain access
to the housing market, both privatization
and renting).

Rising food prices Members extend their household to
friends and relatives.

Rising energy prices Individuals operate small informal
businesses from home (e.g..
dressmnaking, hairdressing, beautician).

Rising costs of home maintenance Households change in consumption
pattems-less protein, cheaper varieties,
etc. They grow own produce.

Households reduce consumption by
turning off appliances; pensioners heat
only one room. Bills often go unpaid
for months.

Households reduce expenditure on
(rented) house maintenance. Few poor
households take opportunity to purchase
public housing.

Inter- Need for short-term credit Poor households take out ad hoc
household informal loans from neighbors and

relatives.

Rising costs of urban living Poor families with young children,
especially gypsy families, are inclined to
send young children to live with
grandparents in the countryside, or
move back to the rural areas.

Souwce: Poverty an Vulnerability in Angyalfold, Hungary." Research project on Urban Pbverty and Social
Policy in the Context of Adjustment. Urban Development Division, World Bank, February 1995.
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Allevating Poverty - The Big Picture

3.10 There are two aspects to poverty in Hungary: the quite widespread shallow poverty, in one sense,
a relative poverty phenomenon, (as noted by Ferge in the 1980s), and the small but deep pockets of
poverty. Shallow poverty comprises people close to the higher poverty lines of two-thirds of mean
household expenditure; deep poverty comprises those who fall below the minimum pension poverty line.
These patterns of poverty are not dissimilar from those in Western Europe and other Western countries.
Yet the income distribution in Hungary is still much more equal than in neighboring Western countries,
and the respective roles of market incomes and social incomes are still quite different. Addressing
poverty starts by redressing this imbalance: at the aggregate, market incomes must rise, and social
incomes must fall. The two are not unconnected.

3.11 The recent Country Economic Memorandum for Hungary4 illustrates that growth is necessary for
achieving fiscal stability and securing Hungary's welfare system in the future. But attaining a moderate
growth rate first requires changes in the level and composition of public expenditure. As Hungary's cash
transfer system absorbs a large share of public expenditure, its restructuring is unavoidable if resources
for growth are to be released.5 From the perspective of alleviating poverty, economic growth will be
positive as it increases labor demand and supports productivity-based real wage increases (although some
caveats apply as discussed in Box 3.2). The shallowness of much of Hungary's poverty suggests that
economic growth would be a very effective cure, serving not only the unemployed and the low paid, but
those on extended child care leave and those who have withdrawn from the labor force with minor
disabilities.

3.12 But reaping these gains necessitates reducing the aggregate level of spending on cash transfers,
and restructuring many programs. Using the following principles to reform cash transfers would serve
well the interests of poverty alleviation:

* An adequate and effective social safety net, based strictly on need.

* A social insurance system that provides appropriate coverage for insurable life-
cycle risks-old-age, sickness, disability, and child-bearing/rearing-but which
avoids abuse (for example disability pensions), and which does not over-tax
workers.

* A social security system that provides the right incentives for working, seeking
higher-paying jobs, saving and paying taxes; any policy reform must avoid any
further weighting of the incentive system away from formal-sector employment
toward state benefits.

4 'Hungary: Structural Reforms for Sustainable Growth." A World Bank Publication 1995.

5 The negative impact of the high spending on cash transfers on the economy goes beyond public expenditure
and fiscal deficit: the high payroll taxes necessary for funding some of the transfers has a dampening effect on
employment and can affect the competitiveness of firms, and high wage-replacement benefits can have a serious
effect on incentives to work.
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* A benefits system that supports measures to prevent people slipping into more
permanent and deeper poverty.

* Recognition that individual and household behavior does not respond passively
to change.

Dealing with Shallow Poverty

3.13 The appropriate policy response to the phenomenon of shallow poverty is complicated, not least
of which because people in this poverty category are a heterogeneous group; it includes some pensioners,
low-paid employees, some of the unemployed, and some of the households with a large number of
children. The appropriate policy response for each of these groups differs. Moreover, evidence suggests
that the movement of people (households) in and out of shallow poverty is substantial.

Box 3.2: Helping the Poor Return to Productive Employment

For working age people, including those who have withdrawn from the labor force or who are only partially active,
the most effective poverty reduction strategy would be the resumption of economic growth and the accompanying
increase in labor demand. The appropriate policy framework for this is discussed in the recent Country Economic
Memorandum (ibid). But the experience of OECD countries in recent years suggests that economic growth alone
may not generate sufficient employment to return unemployment to very low levels, or if it does it mnay be at very
low wage rates (the U.S. experience). Policies that make working more attractive and welfare dependence less
attractive, and policies that make the unemployed more employable and potentially more productive, are increasingly
considered to be important determinants of high levels of-employment. Extracting in part from a recent OECD report
(the Jobs Study), the following recommendations can be mnade for Hungary:

* Reduce non-wage labor costs to promote greater formal sector employment. In
particular, lower the payroll taxes levied to meet pension, health, and unemployment
obligations.

* Rearrange unemployment benefits to encourage the take-up of new jobs, including low-
paid, part-time, and casual jobs. The approach that has ben used in various OECD
countries is to continue paying cash transfers beyond unemployment to people who take
up low-paid jobs, to ensure that they are better off in work than on welfare alone.

* Place more emphasis on up-grading and modernizing the educational levels and skills of
the low-paid, the long-term unemployed, mothers on child care leave, and those with
minor disabilities to enable them to become more productive workers. These categories
of people should be given priority places in the Regional Training Centers.

* Modify the income tax system to provide incentives for people who shift the composition
of their income away from social trasfers to market incomes, either by taxing benefits
and/or giving relief to new wage earners.

3.14 Pensioners are a particularly important population group in Hungary; after "permanent
employees," they comprise the largest single group of households close to the higher poverty line.
Among all households, 52 percent receive a pension income, and pensions provide more than 10 percent
of GDP in the national budget and more than 25 percent of disposable household income. This report
does not address pension system issues per se, which have already been discussed in the recent Country
Economic Report; rather it focuses on the poverty perspective only. By focusing here on only one of
the three objectives of public pension policy - namely social redistribution - the reader should not
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interpret the message of this report as differing from the Economnic Report. On the contrary, the broader
pro-growth message of this report implies reform of the public pension scheme. But in this section
emphasis is necessarily on the first pillar of the pension system, and its role as a source of income for
the elderly.

3.15 Cash transfers paid as pensions have both a significant absolute and a relative impact on poverty:
they lift more than 60 percent of recipient households above two-thirds of mean expenditure and they are
mildly redistributive at the household level. Of course, pensions could be made even more effective at
combating poverty. One mechanism would be to raise the level of the state-provided minimum citizens'
pension and ensure that it becomes a genuine minimum-that is no one entitled to a pension would
receive less. This scheme could easily be affordable if the value of state-provided pensions received by
top income pensioners were reduced. One group of pensioners that warrants special attention consists
of elderly pensioners (often women) living alone, for whom the pension is their only source of income,
and who (apparently) are receiving less than the minimum pension. This small group is in deep
poverty; a modest increase in their pension would make a huge difference. Alternatively, they could
receive an additional income supplement, paid as social assistance.

3.16 Households with three or more children are another population group that is over-represented in
shallow poverty. This number of children is closely correlated with the low educational level and poor
labor-market status of the household head. As such the number of children can also be used as proxy
for other variables closely associated with poverty but which may be more difficult as a characteristic for
targeting. Although not reported here, it is also known that children's educational attainment (as
measured by years of schooling) is closely associated with the number of children in the household, as
exemplified by the Gypsy community in particular.6 This interaction between many children in the family,
poor educational attainment, and poor labor-market status creates inter-generational poverty. As a
poverty group, these households should be high on the priority list of Hungary's policymakers.

3. 17 The family allowance is the main cash transfer program for preventing poverty among children;
it has clearly made an important contribution to this goal in recent years. But previous research has
shown that the family allowance can do even more, and many recommendations have been forwarded to
improve its targeting. (The recommendations have focused on taxing the family allowance, targeting by
categorical indicators, using means tests, and applying a combination of these.) This report confirms that
the family allowance can play a much more critical role in alleviating poverty. Targeting the family
allowance alone more effectively could virtually eliminate poverty below two-thirds of mean expenditure.

3.18 As discussed at length in chapter 2, measures announced by the government in March 1995 (and
subsequently amended and adopted by Parliament) tackle universal entitlement to the family allowance
for the first time and attempt to target the transfer to needier households with children. The instrument
is a combination of means (income) tests and indicator-based targeting, the retention of the family
allowance in all families with three and more children. The simulations at the end of chapter 2 clearly
show the importance of this latter feature, although it should be noted that the income threshold per se

6 See Kertesi, G. et al: 'The Education and Employment Situation of the Gypsy Community: Report of the
1993/94 National Sample Survey'. ILO/Japan Project on Employment Policies for Transition in Hungary, Working
Paper No. 17, Budapest, October 1994.



56

would not eliminate many households with three and more children (maybe 5 percent at most). These
measures represent an important step forward, but three important problems remain. First, given the
acute problems associated with means testing in Hungary (the data presented in this report bear witness
to this problem), very few households would be excluded from an entitlement on the basis of income.
As such budgetary savings would be scant; indeed, it is quite likely that the cost of administering the
means tests will outweigh the financial gains from eliminating a few families. Second, inflation continues
to erode the value of the family allowance, thereby mitigating its role as an anti-poverty instrument for
the neediest households. The simulations in chapter 2 illustrate the powerful poverty alleviation impact
of increasing the family allowance for those with three or more children, a group most frequently found
in poverty. But to afford larger transfers for the neediest families will necessitate finding savings
elsewhere. Eliminating eligibility in other selective well-off groups could do the rest.

3.19 The third problem is the so-called "welfare trap" (Box 3.3). The shift from a universal transfer
to a means-tested transfer could act as a disincentive for people to improve their market incomes, since
in doing so they might forfeit the family allowance and become worse off (or at least not better off). The
sliding scale that determines the withdrawal of the allowance (HUF 18,000 to 19,500 per capita monthly)
is designed in part to minimize the effect of the welfare trap. How successful it will be will emerge over
time. Some modifications might be necessary.

Box 3.3: The Welfare Trap

As Hungary begins to dismantle its "universal' cash transfer'programs, especially the family allowance, it
faces another problem-the so-called "poverty trap," or the "welfare trap". The trap is caused by the
payment of means-tested benefits-that is, only if the recipient can prove to have an income below a
certain threshold (however defined). As the person becomes less needy, perhaps because he or she finds
a job or receives a pay increase, the benefits are withdrawn, reducing the gain from working. Indeed, if
benefits are taken away fast enough, all the extra income gained from working may be cancelled out. In
this situation, welfare benefits become a large disincentive to finding a job, working more hours or
finding a higher-paying job.

Since this trap cannot be avoided entirely, the real question is how the harm it causes can be minimized.
Here, too, there are no easy answers. Reforming the tax and benefit system is one option. The level of
income at which benefits begin to be withdrawn can be raised or lowered, for instance, thus determining
the depth of poverty among poor people when the trap is sprung. The rate at which benefits are
withdrawn can be varied: a high rate would make the trap difficult to escape, but would apply to relatively
few individuals; a low rate would make escape easier, but would catch many more people. Evidence from
around the world suggests that, on balance, a tougher trap that catches fewer people is best.

A variation on this theme addresses the disincentive to take up low-paid jobs and forego benefits-that is,
paying more generous benefits to people in work, to ensure that they are much better off with jobs than
without. In the United Kingdom a family credit is paid to families with children in which one person is
working at least 16 hours a week. Low-paid Americans have been able to claim an earned income credit
since 1975.
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Helping Those in Deep Poverty

3.20 Among the pockets of deep poverty, one group is particularly vulnerable-the long-term
unemployed, who have exhausted their wage-related unemployment insurance benefits and have been
unable to find a job. Long-term unemployment is found among prime-age workers (both male and
female), the poorly educated, and the unskilled or semi-skilled; it also has a strong locational dimension
( particularly, in the northeast). In theory, the long-term unemployed who are active job seekers are
entitled to a means-tested social assistance programn, introduced in 1993 for this particular target group.
Yet the level of payment-up to 80 percent of the minimum pension-is a very modest amount, and quite
insufficient to have any meaningful impact on severe poverty. This program needs urgent review.
Among other reforms, the level of the transfers should be increased significantly (though not beyond the
minimum wage), and wherever possible the payment should be combined with a job-search test, and-as
appropriate-active reemployment programs.

3.21 Long-term unemployment is a problem facing many West European countries. It has been the
subject of many experiments, many reports, and many conferences, including a workshop in Budapest.7

There are no easy solutions to this problem; indeed, it has proved to be one of the most difficult
challenges facing western countries in the past few years. Experience to-date suggests that programs for
the long-term unemployed must be tailored specifically, locally adapted, and focused narrowly, reflecting
the specific characteristics and needs of the clients and reflecting local labor-market circumstances. Tying
a social payment to participation in a work-oriented program, not simply job search, seems to be critical
to keeping the long-term unemployed active.

3.22 In addition to the long-term unemployed, those with a casual association with the labor-market,
and those on leave from work to raise young children are also among the poorest. With regard to the
latter, GYED and GYES are to be merged under last year's austerity plan, and become contingent on
means tests, whose income threshold would be similar to the family allowance. The simulations in
chapter 2 suggest that doing so could have a negative impact on poverty, particularly among some socio-
economic groups. This is not surprising, since a significant amount of income would be eliminated from
recipient households, particularly those that receive wage-related GYED. The replacement allowance-if
around the minimum pension, as discussed-would be considerably less, and would benefit only some
households that fall below the income threshold. What is not captured in the simulations is the labor-
market effect of the measures. It is quite likely that some (many?) GYED recipients will return to
work-assuming that they have a job to return to, and someone to take care of their children. In this
case, the poverty impact would be less-even positive. For those who do not (cannot) return to work,
the situation could be quite bleak. A single female parent with one young child, for example, would
receive around HUF 12,000 monthly (a minimum pension plus the family allowance for one child). This
is not to argue against the reform measures, but merely to point out the inadequacy of the amount.
Policymakers should consider increasing the amount, or alternatively, bringing these women under the
umbrella of social assistance, as well as taking measures to improve child care provisions for the needy,
and to promote part-time employment for mothers with young children.

7 'Technical Workshop on Policies for the Long-Term Unemployed in Hungary." Joint OECD/Hungarian
Ministry of Labor, Budapest, January 1995.
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Reforming the Network of Social Assistance Programs

3.23 All told, almost 20 different cash programs constitute Hungary's social assistance system,
although two-thirds of payments come from four programs-child rearing assistance (GYET), income
support for the long-term unemployed, transitory assistance and regular social assistance. (In addition,
there are more than a dozen in-kind social assistance programs.) With such a large number of programs
that have evolved mostly unsystematically, coordination has become difficult, and the system is
operationally inconsistent.

3.24 This study finds the various local-level social assistance programs the most progressive of
Hungary's cash transfer programs, but they have proved to be the least effective at alleviating poverty.
Social assistance programs have two major problems. First, they have serious benefit 'leakages" and
omissions. According to the 1993 Household Budget Survey, one-quarter of social assistance payments
go to people whose incomes are above the subsistence minimum, including the socio- economic group
that has the highest income of all-sole proprietors. (TARKI data corroborate this finding.) In part such
leakage reflects the high income cut-off for certain social assistance programs (for example, GYET), but
it also reflects the difficulties inherent in means testing, due to the close proximity of incomes, substantial
grey and black-economy activities, and other devices to hide income. At the other extreme, 61 percent
of households whose income/expenditure are less than the minimum pension do not receive any social
assistance payment at all. In part this is likely a result of non-declaration. The other major problem is
the low level of social assistance payments in general (an average of HUF 1,500 monthly per recipient
household) and the large variation in payment levels both from one case to another, and from one local
authority to another. In particular, the level of payments bear little relationship to need: in some cases,
wealthier households receive payments that are larger than those going to poor households. The system
needs to be completely overhauled. As elsewhere with the cash transfers system, too many people are
currently receiving too little social assistance to ensure any meaningful poverty reduction. Moreover,
with the dismantling of some of the other cash transfer programs (the family allowance, GYED, and
GYES), social assistance must play a greater role as the last layer of the social safety net. If it misses
people, they have nowhere else to turn (other than private or non-governmental charity).

3.25 Some of the shortcomings of the social assistance system are embedded in the design of the 1993
Social Service Welfare Administration and Social Services Act (the Social Act for short). Others arise
from inadequate financial resources spent for social assistance, the fragmented nature of programs, and
poor administration. There are three basic problems with the 1993 Social Act.

* The income ceiling for some of the social assistance programs is too high. For
example, the child-rearing benefit (GYET) has a ceiling of three times the
minimum pension per capita. More than 70 percent of the population have an
income level below this ceiling. Housing benefits, at twice the minimum
pension, apply to around 30 percent of the population. Given the large number
of people with a legitimate entitlement and with limited financial resources, the
level of support provided in many situations is too little or nonexistent.

* Standards that exist for assessing eligibility are based on an inappropriate per
capita measure, which does not account for intra-household economies of scale;
standards are potentially too generous for large households and discriminate
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against small households. Some form of equivalence scale should be used as a
remedy.

* Many of the social assistance programs do not have a minimum level of support
stipulated by law; rather, it is entirely at the discretion of the local governments.
As such, payment levels differ throughout the country; for example, after income
and household composition are controlled for, the inhabitants of Budapest's
District I receive payments that are more than three times those for the residents
of Tiszaujvaros (a small town in the east of Hungary) (CSO 1994). This reflects
the differences in strategies adopted by the local authorities, as well as different
administrative and financial capacities: one is meeting the broad needs of many
families, and the other is meeting the more specific needs of fewer families. But
in neither locality are the needs of the lowest income households being met.8

3.26 Local government financing attempts to adopt an equalizing dimension through the block grant
system, which accounts for demographic and social characteristics. Within the block grant, the social
subsidy norm is weighted to reflect the labor active/inactive status of the population, the unemployment
rate, and the income-earning capacity of the area. It is not clear, however, whether this weighting is
sufficient to meet the different social assistance needs. Local government officials claim that these
weights do not generate sufficiently differentiated funding levels, and that many local authorities are
having serious difficulties in delivering even the programs mandated by law for which part local funding
is required (especially social assistance for the long-term unemployed and house maintenance assistance,
particularly in urban areas.) Various strategies are being adopted to pass would-be claimants to other
local authorities. (One such strategy is to raise the minimum residency requirement in a particular local
authority to, say, three or four years)

3.27 A Workable Program Model. As the 1993 Act was being prepared much discussion surrounded
the pros and cons of nationally mandated social assistance programs, with prescribed eligibility criteria
and benefit levels, including possibly a nationally prescribed minimum income for all. Although
introducing entitlements for certain groups of the population, the 1993 Act stopped well short of
providing a guaranteed minimum income for all due in large part to affordability. What exists, therefore,
is a mixture of some modern, Western approaches to social assistance, overlaid on subjective, case-by-
case eligibility criteria that are remnants of the previous system.

3.28 Further reform of social assistance programs should capitalize on the experience gained in recent
years as well as on the indications on the features of poverty as discussed in this report. In this respect,
the categories of citizens entitled to a nationally mnandated social assistance program could be extended
to include others with a high probability of belonging to poor segments of society. Benefits should then
be set at levels ensuring that beneficiaries are lifted above the lower poverty line, but without creating
undue disincentives to work. The system would have to be administratively simple so that benefit levels
can be made more substantial and the potential target groups reached more effectively.

' 'No material correlation was found between the income position of and the (social assistance) subsidy
amounts granted to families. Contrary to the preliminary assumption, however, it is not the lowest income families
that receive the highest subsidy, but the families being in the most advantageous income position." (CSO 1994)
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3.29 This advancement would require addressing several design issues:

* Which groups should be added -- the elderly without a pension entitlement could easily
be added to the existing groups -- but who else?

* What is the minimum level to be set?

* Should the minimum be determined at the national level, local level, or a combination?

* How should the minimum be adjusted to account for household size-by per capita
measures or equivalency?

* What should be the income ceiling governing eligibility -- less than at present for GYET,
more than the minimum pension?

* Should eligibility be determined by local authorities, a national body, or a combination?

* How should eligibility be measured-mean tests of income,income/assets, or other
characteristics (such as unemployment and/or housing status)?

* Who will bear the cost? - will it be shared between the local government and the central
budget? Will more be funded centrally?

3.30 A less ambitious approach would be to promote the general concept of means-tested income
minimums but allow individual local authorities to specify them according to their budgetary resources.
This strategy would rest devolved administrative responsibility with local governments, making operations
more consistent than under a more centralized approach. Yet it would leave scope for different
standards-one of the major problems that already afflicts the social assistance system.

3.31 Who should assume=financing responsibility? If responsibility for assessing assistance is to remain
at the local level, some of the cost of financing the programs should remain there too. Otherwise, local
authorities will have every incentive to accept all claims, since the cost will be entirely met by the center.
Yet, giving local authorities too much financial responsibility would continue to prompt local authorities
to do their best at minimizing expenditure on social assistance programs. A compromise position should
be established, whereby local authorities have incentives to be efficient and effective with social assistance
payments, but not frugal to the point of failing to address poverty alleviation. As is the practice in
Hungary for support to the long-term unemployed, most countries adopt a cost-sharing arrangement
between the local government and the central government. Differential cost-sharing arrangements could
be envisaged for different categories of the population-for example, social assistance for the elderly
could be reimbursed at a higher percentage than benefits for working age people. But in any event,
greater resources in the form of the block grant must be transferred to local governments to enable them
to meet their additional funding obligations.

3.32 The size and administrative capacity of local governments vary tremendously. Some are quite
capable of administering professional programs and effectively; others are not. Any policy reform that
places more responsibility on the shoulders of local governments should also have measures to strengthen
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their capacity to administer. In some circumstances, it might make sense to stratify the capacity of local
governments and to distribute functions to different levels of government. Personnel should also receive
training in modem program operating techniques.

Areas for Further Work

3.33 This report has shed light on several issues that fell outside its specific terms of reference. A
more comprehensive understanding of the determinants of poverty in Hungary and more precise policy
recommendations will require further work. Several areas of analysis are salient:

* The links between the labor market and poverty are critical, calling for a thorough
analysis of the labor market-trends in employment, wages, unemployment, and
withdrawal from the labor force-and feeding into labor market policy perspectives that
address the alleviation of poverty.

* Education and training are emerging as major determinants of poverty particularly as
they are requirements in the labor market. A study of access to and participation in
education and training among both children and adults would probe both the static and
dynamic (intergenerational) phenomena of poverty.

* Income from the black and grey economies has almost certainly cushioned the decline in
formal market economy incomes and social transfers. Work to-date has indicated the

- magnitude of income from activities in the hidden economy, but little is known about the
distribution of those incomes. From an anti-poverty policy stance, this knowledge would
be very helpful.

* A related issue is the need to examine the distribution of unrecorded incomes in the 1993
HBS. The type of work that was done by Revesz on the 1989 and 1991 HBSs should be
repeated.

* The situation of single mothers on extended childcare arrangements (GYED, GYES, and
GYET) seems particularly precarious, and the recently adopted reform measures are
potentially quite harmful to this group (who number around 260,000 mothers). A special
study of this group, and an assessment of the impact of the reform measures on their
situation, would be constructive.

* The TARKI panel, now four years old (1992-1995), is a rich data set that can tell a great
deal about the dynamics of poverty and the movement of people in and out of poverty,
around the poverty line, and into deeper poverty. This data set should be fully exploited
as a panel to provide further insight into these questions.
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Annex 1: Poverty before the Transition

1. In Hungary, as throughout much of Central and Eastern Europe, the study of poverty and social
inequality was prohibited for decades on ideological grounds. Yet work was carried out -- often behind
closed doors -- and in recent years findings have been made available.' In the late 1960s, around 1
million Hungarians -- 10 percent of the population -- were found to be in poverty (below the minimum
subsistence level), and another 1.5 million close to poverty (below the somewhat higher socially
acceptable minimum). In addition to old age persons who were known to be poorly off (especially those
living in remote locations), research of the late 1960s found a new poverty phenomenon -- workers and
their families, not only those engaged in agriculture and having irregular employment, but also those with
regular jobs. This phenomenon challenged one of the basic principles of socialism. Another dimension
of poverty that emerged during this period was the vulnerability of an important ethnic minority group -
- the gypsies, who through the combination of low education, low skill, marginal labor market status and
large number of children were found to be substantially over-represented in the lowest income groups.
Moreover, low school attainment of gypsy children -- and indeed children of other unskilled workers2 --
was considered to be a key determinant of inter-generational poverty.

2. After a decade of repression, research on poverty emerged again in the 1980s. Observers of
poverty in the early 1980s (e.g. Ferge) noted the absence of "traditional poverty", citing hunger, mass
squalor, precarious living conditions and general scarcity as features of the past. Instead, notions of
relative poverty and relative deprivation became more the order of the day. Broadly three strata of society
were identified: the privileged, the middle stratum and the deprived. A key factor affecting the relative
income position of households was the extent to which they participated in the second (private) economy.
Around 1.5 million people were recorded as "deprived'-' in the early 1980s, and their characteristics
differed little from the 1960s: the elderly, inactive dependents, the poorly educated and unskilled who
held low paying and/or irregular jobs, and those living in remote parts of the country. By the end of the
1980s, however, those in poverty were somewhat different in characteristic. Of significance was the shift
in poverty from rural locations to urban dwellers, and from pensioners and the inactive to young working
families.

'I/ For a good synopsis of past research on poverty see: Fabian, Zoltan. " Review of the Social Science
Research into Poverty in Hungary". Background paper commissioned by the World Bank, Budapest, November
1994.

2/ Around 20 percent of children in families where the household head was an unskilled worker failed to
complete primary school at this time.
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Table A1.1: Ratio of those living below the subsistence minima, 1977487

all households Households with Households without
active earners active earners

a. From Income Surveys

1977(a) 11.7 10.7 18.0
1982 10.3 10.0 11.9
1987 12.7 13.5 8.5

b. From Household Budget Surveys

1978(a) 15.4 14.4 21.1
1980(a) 13.8 13.2 17.2
1982 14.8 15.0 13.3
1983 16.7 16.5 18.0
1985 15.7 16.0 14.2
1987 13.8 14.5 10.5

Source: CSO Statistical Yearbooks; "Some Characteristics of the Population Living Below the Subsistence
Minimum", special publication of the CSO, Budapest, July 1993.
Note: (a) Subsistence mninima calculated retrospectively by CSO back to 1982. Values for 1977, 1978 and
1980 are estimates based on the assumption that the ratio of the national subsistence minima to the
average monthly per capita income was the same for those years as for 1982.



Annex 2: Data and Methodological Considerations

1. This study utilizes two data sources: the 1993 Household Budget Survey (HBS) and the 1992-93-
94 Household Panel Survey (HPS).' The 1993 HBS, which is the main data source, is part of a tradition
of budget surveys undertaken by the Central Statistical Office (CSO) since the early 1950s. The surveys
are conducted every two years, and 1993 is the first HBS which fully incorporates western economic
concepts. The 1993 sample is about 9000 households, selected in a two-stage stratified design, and
covering the whole non-institutional population in Hungary.

2. The HPS is a panel survey conducted by TARKI (Social Research Informatics Center), aimed at
following changes in the social and economic conditions of Hungarian households. The HPS's main
advantage is that it follows the same households over time and thus permits to study the dynamics of
poverty. It is this feature of the data which is utilized in this report. The drawback is that the sample
size is only 2000 households, so that the amount of disaggregation in the analysis is limited.

3. The most important methodological point to be addressed is whether household income or
expenditure should be used as the basis for the analysis. Most previous work on poverty and social
transfers in Hungary has relied on income (for example, see Szivos, 1994, Toth et al., 1994, Milanovic,
1991). The main reason for this was the high quality of income data in past Hungarian household
surveys, stemming in part from the fact that wages in the state sector and public transfers used to be the
main sources of income and these could easily be cross-checked at the firm or state level. With the
transition away from a command economy and central planning this has changed, and private sector
incomes have grown in importance. It is well known that there is a large "black" or "grey" economy
operating in Hungary, which largely escapes taxation and recording in official statistics. Even fully legal
and known own account activities are often missed in household income surveys. In a detailed
comparison of survey income figures with macro-economic aggregates, Revesz (1994) found that wage
earnings were fairly well reported in the 1989 and 1991 HBS (91 percent and 86 percent of the macro-
total, respectively), but self-employment income was under-reported by as much as 80 percent.

4. A similar analysis is underway for the 1993 HBS, and preliminary results suggest that the
problem of under-reported income from own account activities has remained. In addition, under-reporting
of private sector wages and salaries has become an additional problem. (Wages and salaries in the HBS
account for 70 percent of the macro figures.) According to Table A2. 1, average reported household
income and expenditure (adjusted for the size and composition of households - see below) in the 1993
HBS are identical. This is the case in Budapest as well as in the rest of the country. There are however
some differences according to socio-economic category. For groups where wages and pensions are the
main sources of income, the difference between average income and expenditure is small. For the self-
employed and sole proprietors, expenditure exceeds income by almost 30 percent, most likely as a result
of under-reported income. For poorer groups, such as households headed by an unemployed person or
those relying on child care benefits as main source of income, expenditure exceeds income probably as
a direct result of the low level of income, necessitating borrowing or dis-saving.

5. This equality between average household income and expenditure in the HBS results raises
questions because it does not correspond to the economic reality as captured in the national accounts.
According to these, total household consumption was roughly 1900 billion HUF and total household
income was 2200 billion HUF, implying an aggregate saving rate of about 14 percent (see Szivos, 1995).

A fourth wave is now available, but is not reflected in this report.
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6. There is a further disturbing result in the 1993 HBS data. Annex 3 table A3.1 shows the
distribution of income and expenditure by deciles, ranked by both income deciles and expenditure deciles.
The figures show that the distribution of expenditure is more equal than income when individuals are
ranked by income decile, but less equal than that of income when ranked by expenditure decile - a highly
unusual result. Figure 1.2 plots the distributions.

Table A2.1: Average Household Expenditure and Disposable Income
per equivalent adult (HUF per year), 1993

Household
expenditure Household income per Expenditure as

per equivalent adult equivalent adult percentage of income

Budapest 200,598 201,690 99.5%

Towns 183,801 182,944 100.5%

Villages 171,284 171,263 100.0%

Permanent employee 200,996 204,861 98.1%

Temporary employee 133,401 133,130 100.2%

Self-employed 227,440 179,542 126.7%

Sole propnetor 267,701 207,277 129.2%

Unemployed 136,548 120,267 113.5%

Pensioner 155,807 158,844 98.1%

Child care receiver 170,008 139,388 122.0%

Other 165,618 155,434 106.6%

Country 182,771 182,643 100.1%

7. Observations from almost all countries - developed and developing - suggest that the distribution
of expenditure is more equal than that of income because typically the rich save and the poor (and often
the middle classes) dis-save. If the HBS results correspond to economic reality, the reverse would be true
in Hungary. Since income is disposable income, it would mean that the income tax system is very
progressive in Hungary to the point of pulling the highest incomes below expenditure, while at the same
time the social transfer system is so generous that it pushes the income of the poor above their
expenditure level. Alternatively, the HBS results could reflect reporting errors, in particular under-
reporting of income by the rich and under-reporting of expenditure by the poor. The former is very
likely, and consistent with the numbers in Table A2. 1. Evidence in Hungary as well as in other transition
economies suggests that private sector incomes have the most unequal distribution, and these are the
incomes which the rich are likely to hide. Under-reporting of expenditures by the poor is less self-
evident, but it is possible, to the extent that people with low education, the elderly, and others who may
have difficulty reporting expenditures accurately are concentrated among the poor. Such difficulties could
arise in filling out the HBS diary forms or simply in recalling expenditures.
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8. The selection of income or expenditure as measure of household living standard will thus have
an impact on calculated poverty statistics as well as on indicators of the targeting of social transfers. The
difference could be significant. Figure 1.2 shows that up to a benchmark of approximately 200,000
HUF/year, the selection of expenditure as the criterion will lead to higher poverty estimates than if
income is selected. Moreover, households are ranked differently by the two distributions: the Pearson
correlation coefficient between household income and expenditure is 0.71. This means that the pattern
of poverty will not be the same with the two criteria. In order to assess the extent of this the poverty
profile tables were recalculated using net household income as the criterion. When using a relative
poverty line (2/3 of mean household income per equivalent adult) the differences with the expenditure
based poverty profile were minimal -- very few rank reversals occurred among the categories of
households. In the case of the minimum pension poverty line, rank reversals were, however, more
frequent. In particular, people living in towns, single female adults, households were the head had less
than primary education, child care receivers, and the aged had lower poverty incidence with income than
with expenditure criterion. It is normal that sensitivity to the criterion is higher for lower poverty lines,
especially a line such as the minimum pension which, in the case of income, only cuts off 2.5 percent
of the population.

9. All this shows that there are some problems with the HBS data, although it does not take away
from the fact that it is the best data source available in Hungary to study poverty and social transfers.
It should also be emphasized that such problems are by no means unique to the Hungarian HBS. In fact,
they are typical of almost all household surveys which collect both household income and expenditure,
although of course the extent of divergence between the two measures differs. Practically, the existence
of these data imperfections does not absolve one from deciding whether to use income or expenditure as
the basis of the analysis. The choice has been to use expenditure for two reasons:

* There are strong and well-known theoretical advantages to using household expenditure
for poverty analysis, because it is deemed to reflect better permanent income (for
example, see Deaton and Muellbauer, 1980);

- The weight of evidence, from the 1993 HBS as well as from earlier HBS, suggests that
the reporting problems are more severe with income. This pertains especially to private
sector income. (However, it is clear that further research into this question is needed).

10. The use of household expenditure as the basis to measure the well-being of households requires
that two factors be taken into account: household size and composition, and differences in prices faced
by different households. The former has been done by expressing expenditure on a per equivalent adult
basis. The OECD-scale has been used (first adult = 1; other adults =0.7; children less than 14 years =
0.5). This scale corresponds closely to the one implicit in the calculation of subsistence minima by the
CSO for different types of households. The question of regional price variation in different parts of
Hungary has also been addressed. While no official statistics are available to that effect, the answer
appears to be negative, which is plausible given that Hungary is a small country with good means of

2/ This is actually a fairly high correlation as far as household survey data are concerned. In comparable data
sets in other Central and East European and FSU Countries, correlations as low as 0.2 have been observed.
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transportation.3 Hence this study is based on nominal expenditure as collected in the survey. This is
consistent with use of HBS data in Hungary (for example, see Szivos, 1995).

3/ A study for Poland found that regional price variation does not exceed 2% for the average consumption
bundle as a whole (Grootaert, 1995).
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Table A3.1: Distribution of Disposable Household Income
and Household Expenditure by Alternative Rankings (HUF/year)

Individuals Ranked by
A) Income Deciles

Deciles Disposable Household Income Household Expenditures

1 86,019 .112,013
2 118,129 130,230
3 134,201 135,738
4 148,013 151,341
5 161,285 173,036
6 174,821 173,857
7 191,439 186,539
8 214,198 204,148
9 247,474 238,632
10 351,371 317,764

All 182,679 182,317

B) Expenditure Deciles

Decile Household Expenditure Disposable Household Income
1 76,208 112,022
2 103,141 135,629
3 121,259 149,553
4 137,161 157,202
5 152,364 168,525
6 169,722 182,482
7 188,836 190,672
8 214,274 209,695
9 255,971 232,518
10 405,577 289,038

All 182,317 182,679



Table A3.2: The Composition of Household Income (percentage)

Wage Self- Property Social Private Other Total Mean gross Taxes and Transfers Disposable
income employment income transfers transfers income income contributions income as

income I l l (HUF/year) a
I I I I I I ~~~~~~~~~~~~~~~~~~~~~~~~percentageI I I I I I o~~~~~~~~~~~~~~~~~~~~~~~~~~~f gross

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ I _ _ _ _ _ _ _ _ _ _ _ I I__ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ I _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ in co m e

Budapest 61.8 6.4 0.3 28.0 2.4 1.2 100.0 520,620 21.5 1.6 76.9
Towns 56.4 9.9 0.3 29.3 3.0 1.2 100.0 490,739 17.8 1.7 80.5
Villages 46.2 15.0 0.5 34.5 2.3 1.5 100.0 445,633 13.3 1.7 85.0

1 Male adult 45.6 14.0 0.5 37.0 1.2 1.6 100.0 235,404 16.5 4.9 78.6
1 Female adult 23.3 6.6 0.8 64.3 3.4 1.6 100.0 178,059 8.0 3.1 88.9
1 Adult with 53.2 5.1 0.1 29.2 11.3 1.1 100.0 350,888 15.0 1.4 83.7
children

2+ Adults 51.8 10.5 0.4 34.4 1.7 1.2 100.0 495,094 16.5 1.9 81.6
2 Adults with 1-2 64.1 11.3 0.2 19.0 4.1 1.3 100.0 592,069 19.9 1.4 78.7
children

2 Adults with 3 53.5 9.6 0.3 32.5 2.7 1.4 100.0 643,664 16.5 0.8 82.6
children

2 Adults with 4+ 36.7 8.0 0.0 53.2 1.0 1.1 100.0 541,688 9.4 0.4 90.2
children

3+ Adults with 1-2 58.6 13.7 0.3 24.4 1.8 1.2 100.0 710,811 18.6 0.9 80.5
children

3+ Adults with 3+ 33.2 5.7 0.0 54.8 3.3 3.0 100.0 609,271 8.1 0.6 91.4
children

Below min. pension 29.1 6.6 0.2 61.3 1.5 1.3 100.0 253,602 6.2 1.1 92.7
Btwn min. pension 38.5 8.6 0.2 49.9 1.7 1.1 100.0 319,448 9.6 1.7 88.6
and 2/3 mean exp.

Between 2/3 mean 49.5 10.0 0.2 37.2 2.1 1.0 100.0 418,523 14.1 1.7 84.2
exp. and subsistence
min.

Above subsistence 61.6 12.0 0.5 21.3 3.2 1.5 100.0 634,653 21.0 1.7 77.3
min.



Table A3.2: The Composition of Household Income (percentage) (continued)

Permanent employee 70.7 8.2 0.3 17.1 2.6 1.2 100.0 640,724 21.7 1.4 76.9

Temporary 44.6 6.9 0.4 35.5 11.7 0.9 100.0 314,576 3.8 1.1 95.1
employee

Self employed 24.2 51.3 1.3 19.1 2:2 2.0 100.0 544,471 16.5 1.6 81.9

Sole proprietor 24.6 60.2 0.8 12.4 1.6 0.3 100.0 758,746 24.7 1.1 74.2

Unemployed 15.5 11.9 0.2 65.9 4.1 2.4 100.0 298,214 4.6 1.4 94.0

Pensioner 4.3 9.0 0.6 83.0 1.9 1.4 100.0 251,258 1.4 2.9 95.6

Child care receiver 19.2 8.7 0.3 57.4 13.3 1.1 100.0 344,534 2.4 1.5 96.0

Other 45.3 9.7 0.6 35.3 5.4 3.6 100.0 366,944 10.9 1.4 87.6

Less than primary 12.1 10.8 0.2 73.8 1.8 1.3 100.0 230,359 2.9 2.7 94.3

Primary 42.6 10.8 0.7 43.0 1.6 1.4 100.0 377,833 11.2 1.8 86.9

Secondary 59.1 13.1 0.3 22.6 4.0 0.9 100.0 552,667 17.4 1.5 81.1
vocational

Special post primary 58.7 7.6 0.2 30.2 1.9 1.4 100.0 432,899 15.2 1.7 83.1

Secondary grammar 56.6 10.1 0.4 28.5 2.8 1.6 100.0 518,733 18.0 1.6 80.4

Other secondary 62.3 10.7 0.3 23.2 2.3 1.2 100.0 596,892 20.9 1.5 77.6

College 69.2 7.8 0.2 19.2 2.3 1.2 100.0 705,002 24.4 1.7 73.9

Universitv 68.4 8.4 0.3 18.5 2.4 1.9 100.0 815,036 26.6 1.6 71.8

All 54.1 10.8 0.4 30.8 2.6 1.3 100.0 480,431 17.1 1.7 81.2



Table A3.3: The Composition of Social Transfers (percentage)

Pension Unemployment Family Child care Social Child care All social
benefit allowance allowance assistance fee transfers

Budapest 71.0 5.6 16.2 1.7 2.9 2.6 100.0

Towns 62.0 8.4 22.1 1.9 3.0 2.7 100.0

Villages 61.2 10.9 20.1 2.4 2.7 2.7 100.0

I Male adult 89.5 8.6 - - - 1.7 - 100.0

I Female adult 97.5 1.0 - - 1.5 - 100.0

I Adult with children 12.6 7.9 62.6 4.6 10.3 2.0 100.0

2+ Adults 84.8 7.4 5.4 0.0 1.8 0.6 100.0

2 Adults with 1-2 9.7 16.8 51.8 8.0 3.6 10.2 100.0
children

2 Adults with 3 3.8 7.1 63.8 8.5 6.2 10.6 100.0
children

2 Adults with 4+ 1.3 6.6 69.0 7.5 10.4 5.1 100.0
children

3+ Adults with 1-2 33.9 11.8 43.7 2.9 4.5 3.0 100.0

children
3+ Adults with 3+ 22.4 9.8 46.6 3.9 13.3 3.9 100.0
children -

Below min. pension 52.3 14.3 21.2 3.4 6.6 2.1 100.0

Btwn min. pension 65.6 10.5 17.0 2.0 3.4 1.5 100.0
and 2/3 mean exp.

Btwn 2/3 mean exp. 65.9 8.3 18.8 2.0 2.7 2.3 100.0
and subsistence mm.

Above subsistence 61.5 7,5 22.9 92.0 2.3 3.9 100.0
min.

Permanent employee 37.8 11.2 38.5 3.8 3.6 5.2 100.0

Temporary employee 34.8 12.1 35.9 0.9 13.7 2.7 100.0

Self employed 34.1 9.8 43.7 4.0 2.9 5.4 100.0

Sole proprietor 21.2 5.4 54.3 5.8 10.1 3.2 100.0

Unemployed 15.4 43.9 25.9 4.0 6.0 4.7 100.0

Pensioner 94.6 1.9 1.9 0.1 1.4 0.1 100.0

Child care receiver 14.8 14.1 42.7 12.3 3.9 12.1 100.0

Other 39.1 23.6 20.9 3.2 10.1 3.1 100.0

Less than primary 88.9 3.7 4.3 0.3 2.4 0.4 100.0

Primary 70.8 9.0 14.8 1.5 2.9 1.1 100.0

Secondary vocational 34.3 14.4 37.2 4.9 4.1 5.0 100.0

Special post primary 58.9 13.7 18.9 3.4 1.2 3.9 100.0

Secondary grammar 65.7 7.2 21.1 1.1 3.4 1.5 100.0

Other secondary 5X.2 9.6 24.4 2.4 2.1 4.3 100.0

College 60.4 5.7 26.8 1.3 2.4 3.4 100.0

Universitv 62.8 5.8 19.8 2.1 1.5 8.1 100.0

All 63.6 8.7 20.1 2.1 2.8 2.7 100.0



Table A3.4: The Composition of Household Expenditure (%)

Food Beverages Clothing Housing Housing Medical Transportation Education, Construction, Other Total exp. Total
and and niaintelnance and and recreation purchase of expenises exp.

tobacco footwear hxealth communication dwellings (HUF/year)
I ~~~~~~expenses

Budapest 31.2 6.0 7.1 13.5 5.3 5.0 14.1 7.5 7.1 3.2 100.0 399,104

Towns 32.8 5.6 8.1 15.0 5.7 4.0 12.8 6.4 6.4 3.2 100.0 394,110

Villages 36.3 6.3 7.1 13.6 5.7 3.0 12.8 4.7 7.7 2.7 100.0 377,344

1 Male adult 34.8 10.4 5.0 17.1 4.6 3.6 12.0 6.2 3.0 3.5 100.0 199,575

1 Female adult 37.2 3.7 4.8 23.6 6.1 5.5 5.9 5.1 4.8 3.3 100.0 162,784

1 Adult with 32.4 3.9 9.5 16.7 5.2 3.2 9.0 7.6 10.1 2.3 100.0 322,701
children

2+ Adults 34.9 6.5 6.7 14.4 5.7 4.2 12.7 5.7 6.0 3.2 100.0 388,573

2 Adults with 1-2 30.5 5.4 8.8 12.5 5.7 3.4 15.4 6.7 8.7 2.8 100.0 488,743
children

2 Adults with 3 33.2 5.7 7.7 12.2 5.2 3.1 12.2 6.2 12.3 2.2 100.0 553,108
children

2 Adults with 4+ 41.5 5.5 9.5 12.4 6.4 3.9 4.5 5.2 8.2 2.9 1)0.0 442,495
children

3+ Adults with 33.9 5.7 8.9 12.1 5.2 3.1 14.5 6.3 7.2 3.2 100.0 566,333
1-2 children

3+ Adults with 43.7 9.0 7.4 11.5 6.1 3.1 7.0 4.2 5.3 2.8 100.0 482,599
3 + children

Below min. 49.8 8.1 5.5 18.7 3.9 3.9 2.7 3.6 2.3 1.4 100.0 149,203
pension

Btwii min. 44.9 7.6 6.0 18.5 4.4 4.0 5.1 4.2 3.1 2.3 100.0 214,261
pension and 2/3
mean exp.

Btwn 2/3 mean 39.5 6.8 7.1 16.9 5.0 3.9 8.8 5.3 4.0 2.7 100.0 313,302
exp. and
subsistence min.

Above 28.6 5.2 8.0 11.9 6.2 3.8 16.8 6.8 9.3 3.4 100.0 562,545
subsistence min.



Table A3.4: The Composition of Household Expenditure (%I

Table A3.4: The Composition of Household Expenditure (ff (continued)

Permanent 31.8 6.0 8.4 12.9 5.6 3.6 14.9 6.7 6.9 3.2 100.0 481,424
employee

Temporary 41.2 11.0 7.3 12.1 3.3 4.1 11.1 3.3 5.1 1.4 100.0 295,082
employee

Self employed 28.3 4.8 7.9 11.3 6.0 3.3 17.6 6.3 11.3 3.3 100.0 570,866

Sole proprietor 26.7 5.9 7.1 11.4 6.0 4.1 25.3 5.8 2.7 5.0 100.0 699,835

Unemployed 39.2 7.8 6.6 15.0 5.2 3.6 7.0 4.3 9.3 1.7 100.0 309,657

Pensioner 40.6 5.9 4.7 18.8 5.9 4.9 6.6 4.5 5.5 2.7 100.0 232,912

Child care 31.8 4.4 5.8 13.9 5.1 3.4 6.6 2.8 24.4 1.9 100.0 386,455
receiver

Other 34.0 6.0 7.8 17.2 4.9 5.0 9.6 5.2 7.9 2.5 100.0 331,689

Less than 44.6 6.6 4.9 18.3 5.9 4.5 4.1 3.2 5.5 2.5 100.0 203,048
primary

Primary 39.4 7.1 6.6 15.9 5.4 3.6 8.6 5.1 5.4 3.0 100.0 313,339

Secondary 33.8 6.5 8.1 13.5 5.6 3.4 13.3 5.7 7.0 3.1 100.0 448,921
vocational

Special post 33.0 7.2 7.8 14.6 4.4 5.1 9.2 6.0 9.8 3.1 100.0 344,284
primary

Secondary 30.7 5.2 7.6 13.9 5.5 4.0 12.5 6.9 10.9 2.8 100.0 434,207
grammar

Other secondary 30.0 5.2 7.8 13.0 5.9 3.8 17.0 6.9 7.4 2.9 100.0 480,887

College 26.5 4.7 8.7 12.4 6.0 4.6 19.1 8.5 5.6 4.0 100.0 539,640

University 25.8 4.2 8.3 11.4 5.4 4.2 19.6 7.7 9.9 3.4 100.0 587,840

All 33.7 6.0 7.5 14.1 5.6 3.8 13.1 6.1 7.0 3.1 100.0 388,963



Table A3.5: Incidence of Poverty among Children

Below minimum pension Below 2/3 of mean expenditure
(6,400 HUF/mo) (10, 129 HUF/mo)

Budapest 3.8% 26.5%

Towns 4.7% 24.5%

Villages 6.9% 30.9%

Permanent employee 2.9% 21.6%

Temporary employee 18.6% 53.8%

Self employed 2.3% 22.8%

Sole proprietor 0.0% 6.0%

Unemployed 19.6% 63.7%

Pensioner 12.6% 51.8%

Child care receiver 26.6% 56.2%

Other 9.4% 31.7%

Male headed households 4.5% 26.0%

Female headed households 9.8% 33.6%

Education of head

Less than primary 29.6% 68.4%

Primary 11.7% 51.5%

Secondary vocational 4.1% 25.1%

Special post-primary 7.1% 31.8%

Secondary grammar 0.7% 18.3%

Other secondary 1.0% 14.3%

College 0.9% 4.9%

University 0.0% 2.1%

All 5.4% 27.4%



Table A3.6: Average amount of Social Transfers (HUF/year) received by Recipient Households

Pension Unemployment Family Child care Social Child All social
benefit allowance allowance assistance care fee transfers l

Below min. pension 135,857 82,483 68,014 48,844 26,539 81,772 160,551

Btwn min. pension and 162,054 78,504 68,454 42,647 19,572 62,013 165,779
2/3 of mean hhold exp.

Btwn 2/3 of mean 179,959 80,638 68,129 40,890 17,377 74,614 164,504
hhold exp. and
subsistence min.

Above subsistence min. 200,310 79,427 65.361 42,347 16,343 105,151 158,353

Budapest 201,857 100,743 61,961 38,162 26,663 199,678 167,932

Towns 183,024 76,346 66,791 41,616 18,983 73,128 158,311

Villages 165.529 77,977 69,644 44,746 14,695 77,417 163,420

I Male adult 146,802 7,472 - - 13,215 - 132,444

1 Female adult 126,620 88,884 - - 8,511 - 126,672

I Adult with children 95,477 68,193 66,515 40,415 23,587 59,954 104,093

2+ Adults 212,589 79,557 47,181 39,468 17,658 252,459 195,428

2 Adults with 1-2 123,884 83,546 59,052 40,974 14,646 79,552 113,285
children

2 Adults with 3 91,877 77,466 133,604 45,567 24,663 90,041 209,485
children

2 Adults with 4+ 48,727 60,614 198,800 46,543 43,921 70,037 287,935
children

3+ Adults with 1-2 148,954 76,009 76,185 46,398 23,340 74,550 173,541
children

3+ Adults with 3+ 141,641 83,475 155,658 36,509 59,963 86,950 333,952
children

Permanent employee 151,464 73,128 65,725 42,989 17,300 89,818 128,019

Temporary employee 141,369 55,363 65,238 30,525 30,213 50,203 116,467

Self employed 147,036 67,379 64,731 34,190 17,618 107,136 123,224

Sole proprietor 87,712 61,447 78,301 68,426 36,777 51,438 115,196

Unemployed 114,801 95,532 76,659 43,169 30,602 77,566 201,139

Pensioner 197.412 80,453 69,738 38,450 14,255 90,954 208,597

Child care receiver 123,848 98,997 84,437 38,680 16,355 59,666 197,858

Other 112.728 93,578 65,379 48,421 45.654 65,656 149,309

All 179,928 79,775 66,962 42,289 18.207 86,112 162,238

Note: These data refer to household level and not to per equivalent adult.



Table A3.7: Average amount of Social Transfers (HUF/year) per household (recipient and non-recipient)

I Pension Unemployment Family Child care | Social | Child | All social
I benefit allowance I allowance I assistance | care fee | transfers

Below min.pension 81,365 22,286 32,949 5,357 10,339 3,221 155,517

Btwn min. pension 104,536 16,742 27,137 3,205 5,411 2,416 159,448
and 2/3 of mean
hhold exp.

Btwn 2/3 of mean 102,500 12,905 29,318 3,168 4,141 3,589 155,620
hhold exp. and
subsistence min.

Above subsistence 82,958 10,084 30,910 2,688 3,061 5,204 134,905
min.

Budapest 103,267 8.175 23,535 2,504 4,275 3,782 145,538

Towns 89,057 12,016 31,697 2,738 4,274 3,915 143,697

Villages 94,101 16.696 30,946 3,756 4,106 4,207 153,812

I Male adult 77,929 7,501 - - 1,512 - 87.039

I Female adult 111,645 1,120 - - 1.700 - 114,466

I Adult with children 12,879 8,107 64,111 4,682 10,544 2.059 102,362

2+ Adults 144,232 12,617 9,152 74 3,089 969 170.135

2 Adults with 1-2 10,896 18,960 58,403 9,006 4,031 11,444 112.740
children

2 Adults with 3 7,985 14,919 133,604 17,894 12,934 22,149 209,485
children

2 Adults with 4+ 3,649 19,068 198,800 21,733 29,914 14,772 287,935
children

3+ Adults with 1-2 58,687 20,478 75,757 5,106 7,864 5,274 173.166
children

3+ Adults with 3+ 74,969 32,893 155,658 12,995 44,345 13,091 333,952
children

Permanent employee 41,334 12,266 42,096 4,114 3,944 5,652 109,406

Temporary employee 38,922 13,512 40,069 981 15,284 2,971 111,740

Self employed 35,520 10,238 45,511 4,170 3,068 5,571 104,078

Sole proprietor 19,999 5,072 51,223 5.430 9,535 3,031 94,291

Unemployed 30,352 86,268 50,965 7,870 11,734 9,324 196,514

Pensioner 197,197 4,009 3,985 219 2,973 175 208,558

Child care receiver 29,334 27,980 84,437 24,364 7,787 23,956 197,858

Other 50,707 30.542 27,132 4,118 13,026 4,056 129,581

All 93.986 12.926 29,662 3,065 4,212 3,995 147,847



Table A3.8: Social Transfers as a percentage of Household Expenditure and Disposable Incoine (all households)

Percent of expenditure Percent of
disposable illc:IIIC

Pension Unemployment Family Child care Social Child All minus All social All social transfers
I benefit allowance I allowance assistance care fee pensions I transfers

Below min. pension 76.6 13.3 16.2 3.0 6.7 1.6 40.8 117.4 66.2
Btwn min. pension and 2/3 of 64.2 6.8 9.1 1.1 2.3 0.8 20.2 84.4 56.3mean hhold exp.

Between 2/3 of mean hhold exp. 43.3 3.8 7.2 0.8 1.3 0.9 14.1 57.4 44.2and subsistence min.

Above subsistence min. 21.1 2.0 4.9 0.4 0.6 0.7 8.6 29.7 27.5
Budapest 43.2 2.8 5.0 0.6 1.2 0.5 10.1 53.3 36.4
Towns 37.4 3.7 7.5 0.7 1.5 0.8 14.3 51.7 36.4
Villages 40.8 5.3 7.6 1.0 1.5 1.0 16.4 57.2 40.6
I Male adult 52.4 5.5 - - 1.3 - 6.9 59.3 47.0
I Female adult 83.3 0.8 - - 1.4 - 2.2 85.5 72.3
I Adult with children 3.2 8.2 22.9 2.4 5.0 0.8 34.3 41.5 34.9
2+ Adults 51.9 4.1 2.3 0.0 1.1 0.1 7.5 59.4 42.1
2 Adults with 1-2 children 3.0 5.7 14.1 2.5 1.1 2.6 26.0 29.0 24.2
2 Adults with 3 children 1.7 4.5 29.9 4.0 3.2 3.9 45.5 47.3 39.4
2 Adults with 4+ children 1.1 4.6 48.1 5.3 7.0 3.5 68.5 69.6 58.9
3+ Adults with 1-2 children 12.1 5.2 15.1 1.1 1.6 1.0 24.1 36.1 30.3
3+ Adults with 3+ children 17.1 7.6 35.9 2.9 11.6 3.2 61.2 78.3 60.0
Permanent employee 10.5 3.2 9.3 1.0 1.0 1.0 15.5 26.1 22.2
Temporary employee 16.7 4.8 14.5 0.2 7.3 0.7 27.6 44.3 37.4
Self employed 8.6 2.4 8.7 1.2 0.7 0.9 13.9 22.6 23.3
Sole proprietor 3.5 1.2 8.1 1.1 1.7 0.7 12.7 16.2 16.7
Unemployed 10.9 33.4 16.3 2.6 4.9 3.2 60.4 71.2 70.1
Pensioner 95.9 1.5 1.3 0.1 1.4 0.0 4.3 100.2 86.8
Child care receiver 5.8 9.0 28.8 10.2 3.3 8.0 59.3 65.1 59.8
Other 22.4 12.2 7.2 0.9 6.7 1.0 28.1 50.5 40.3
All 39.9 4.1 7.0 0.8 1.4 0.8 14.2 54.1 37.9



Table A3.9: Poverty Impact of Selected Reforms of the Family Allowance

A. Poverty line = minimum pension (6,400 HUF/mo)

Family allowance proposals

poverty FAI FA2 FA3 FA4 FA5 Percentage of
incidFenceF3 A4 AShouseholds under

i ciec (difference) (difference) (difference) (difference) (difference) new benchmark

I Male adult 4.8 56

I Female adult 5.3 - - - - - 81

I Adult with 1 child 9.2 - -3.0 - -1.5 -4.5 85

2 + Adults 3.3 - - - - 68

2 Adults with 1-2 children 2.8 +0.1 +0.1 - -0.1 79

2 Adults with 3 children 6.4 - -6.4 - -0.6 -6.4 94

2 Adults with 4+ children 19.0 - -19.0 - -5.5 -19.0 100

3+ Adults with 1-2 children 6.5 +0.7 +0.7 -0.5 +0.1 -0.8 85

3+ Adults with 3+ children 21.4 - -18.1 -7.8 -6.7 -18.1 100

Permanent employee 2.6 +0.2 -0.3 -0. I +0.1 -0.4 62

Temporary employee 19.3 +2.8 -0.7 +2.8 -2.6 -2.6 94

Self-employed 2.0 +0.7 +0.2 +0.7 +0.4 - 77

Sole proprietor 2.0 - - - - - 65

Unemployed 17.5 - -4.6 -2.0 -2.8 -6.9 95

Pensioner 5.7 - -0.3 - -0.3 90

Child care receiver 23.6 - -13.6 -3.6 - -17.2 100

Other 9.5 - -2.7 -2.7 -4.8 -4.8 86

Less than primary 13.1 - -1.9 -1.4 -3.6 -3.6 95

Primary 7.3 +0.4 -0.5 -0.1 +0.4 -1.0 84

Sec. vocational 2.9 +0.2 -0.9 +0.1 +0.2 -1.1 76

Special post-primary 9.8 - - - - - 79

Secondary grammar 1.3 - - - - - 67

Other secondary 1.2 - - - - - 60

College 0.3 - -0.2 - - -0.2 46

University 0.0 - - - - - 34

All 4.5 +0.1 -0.7 -0.2 -0.2 -1.0 74



Table A3.9: Poverty Impact of Selected Reforms of the Family Allowance (cont'd)

B. P verty line = 2/3 of mean expenditure (10.129 HUF/mo)

Family allowance proposals
Actual
poverty FAI FA2 FA3 FA4 FAS Pecnueo

incidence (difference) (difference) (difference) (difference) (difference) new uner

__ __ _ __ _ __ _ __ _ __ _ _ __ _ __ _ __ _ __ __ _ __ _ __ _ __ _ __ __ _ __ _ __ _ __ _ __ _ new _ben ch maw k

I Male adult 22.6 - - - 56

I Female adult 34.7 - - - - 81

1 Adult with I child 24.9 +0.7 -4.9 +0.7 -4.1 -7.1 85

2+Adults 22.5 +0.4 +0.4 +0.4 +0.4 +0.4 68

2 Adults with 1-2 children 20.4 +0.4 +0.4 +0.1 +0.2 -0.1 79

2 Adults with 3 children 29.8 - -21.5 -1.4 -3.2 -21.5 94

2 Adults with 4+ children 71.4 - -57.3 -2.5 - -57.3 100

3+Adults with 1-2 children 29.4 +3.3 +3.3 +2.0 +2.9 +1.7 85

3+Adults with 3+ children 72.7 - -31.7 -6.3 -1.5 -31.7 100

Permanent employee 18.7 + 1.0 -0.6 +0.9 +0.9 -0.7 62

Temporary employee 51.3 - -3.0 - -2.1 -5.1 94

Self-employed 22.6 +0.7 -1.3 +0.7 +0.7 -1.3 77

Sole proprietor 4.7 +8.7 +6.0 +8.7 +8.7 +6.0 65

Unemployed 57.4 - -11.7 -7.2 -1.2 -15.8 95

Pensioner 35.7 -0.3 -0. 1 -0.7 -0.8 90

Child care receiver 54.8 - -19.8 -2.6 - -22.3 100

Other 35.6 +2.1 -1.8 +2.1 -2.3 -2.3 86

Less than primary 51.0 - -1.9 -0.6 -3.8 -3.8 95

Primary 37.3 + 1.0 -3.1 +0.3 + 1.0 -3.4 84

Sec. Vocational 22.7 +0.9 -0.9 +0.7 +0.9 -1.2 76

Special post-primary 30.4 - - - - - 79

Secondary grammar 15.1 +1.7 -0.9 +0.9 +1.7 -1.1 67

Other secondary 12.3 +0.6 - +0.1 +0.6 -1.1 60

College 5.5 +0.3 +0.3 +0.3 +0.3 +0.3 46

University 5.1 +0.3 +0.3 +0.3 +0.3 +0.3 34

All 25.3 +0.8 -1.3 +0.3 +0.4 -1.7 74

Note: The family allowance reform proposals are as follows:
FAI (government proposal): meas-testing the family allowance at 25,000 HUF gross income per capita per month (in 1995 HUF and before
receipt of the allowance) and instituing an age limit of six years in families of two wage earners and one child.
FA2: FAI plus additional 3,750 HUF/mo per child in households with 3 or more children
FA3: FAI plus additional 3.750 HUF/mo per child in households with 2 or more unemployed nmembers
FA4: FAI plus additional 3,750 HUF/mo per child in households where head has less than prinuy education
FA5: FAI plus additional 3,750 HUF/mo per child if either children, unemploymnent, or educaton criterion in, respechvely, FA2, FA3, or FA4 is
met.



Table A3.10: Poverty Impact of Selected Reforms of Child Care AUowance and Fee,
and Social Assistance

A. Poverty line = minimum pension B. Poverty line = 213 of mean expenditure
(6,400 HUF/mo) (10, 129 HUF/mo)

Proposal Proposal child
Actual child care Proposal Actual care Proposal social
poverty allowance social poverty allowance and assistance

incidence and fee assistance incidence fee (difference)
(%) (difference) (difference) (9) (difference)

I Male adult 4.8 - -0.2 22.6 - -0.2

I Female adult 5.3 - -0.5 34.7 - -0.5

1 Adult with I child 9.2 - -4.8 24.9 +1.4 -1.1

2+ Adults 3.3 - -0.6 22.5 +0.1 -0.5

2 Adults with 1-2 children 2.8 +1.0 -0.4 20.4 +3.1 -0.3

2 Adults with 3 children 6.4 +1.9 -2.0 29.8 +4.4 -3.6

2 Adults with 4+ children 19.0 +8.2 -2.6 71.4 +6.8 -5.6

3+ Adults with 1-2 children 6.5 +0.2 -1.0 29.4 +1.2 -0.7

3+ Adults with 3+ children 21.4 +18.5 -11.4 72.7 +2.4

Permanent employee 2.6 +0.4 -0.6 18.7 +1.8 -0.5

Temporary employee 19.3 - -2.5 51.3 -0.5

Self-employed 2.0 +1.3 -0.5 22.6 +0. -0.4

Sole proprietor 2.0 - - 4.7 + 1.0

Unemployed 17.5 +4.2 -3.2 57.4 +2.0 -2.5

Pensioner 5.7 +1.8 -0.8 35.7 +0.2 -0.6

Child care receiver 23.6 +5.2 -7.5 54.8 -0.2

Other 9.5 -2.2 -0.6 35.6 +1.6 -1.9

Less than primary 13.1 -0.2 -2.3 51.0 +1.0 -1.0

Primary 7.3 +1.4 -1.2 37.3 + 1.0 -1.0

Sec. Vocational 2.9 +0.7 -1.0 22.7 +2.0 -0.6

Special post-primary 9.8 - - 30.4 +2.5

Secondary grammar 1.3 +0.8 -0.2 15.1 +1.1 -0.6

Other secondary 1.2 +0.8 - 12.3 +1.2 -0.2

College 0.3 -0.3 -0.3 5.5 +2.0 -0.4

University 0.0 - - 5.1 -

All 4.5 +0.7 -0.9 25.3 +1.3 -0.6

Note: Proposal child care allowance and fee: child care allowance and fee are abolished; child care fee is replaced by a payment of
6,400 HUF/mo (=minimum pension) up to the child's third birthday, if recipient household has income less than 25000 HUF/mo
per capita (prior to the receipt of the family allowance). Proposal social assistance: social assistance is eliminated for households
with income over 25,000 HUF/mo per capita (prior to the receipt of the family allowance), and the saved funds are reallocated to
the poor in proportion to existing social assistance payments.



Table A3.11: Ex-ante Targeting of Social Transfers (recipient households)

Between 2/3 of
Between minimum mean household

Below pension and 2/3 of expenditure and Above
minimum mean household subsistence subsistence
pension expenditure minimum minimum All

Pension 66.9% 14.6% 10.2% 8.2% 100.0%
Unemployment benefit 26.6% 30.2% 23.2% 20.0% 100.0%
Family allowance 12.8% 25.6% 29.5% 32.2% 100.0%
Child care allowance 13.2% 26.7% 29.6% 30.6% 100.0%
Social assistance 11.0% 26.4% 32.3% 30.3% 100.0%
Child care fee 11.5% 25.4% 33.7% 29.4% 100.0%
All social transfers 50.7% 17.1% 15.3% 17.0% 100.0%

Table A3.12: Ex-ante Targeting of Social Transfers (amounts of money)

Between minimum Between 2/3 of mean
Below pension and 2/3 of household expenditure Above

minimum mean household and subsistence subsistence
pension expenditure minimum minimum All

Pension 73.6% 12.1% 7.8% 6.5% 100.0%
Unemployment benefit 36.5% 27.5% 20.0% 16.0% 100.0%
Family allowance 18.4% 25.8% 28.5% 27.3% 100.0%
Child care allowance 14.7% 29.0% 27.9% 28.5% 100.0%
Social assistance 25.1% 29.1% 22.3% 23.5% 100.0%
Child care fee 13.0% 21.6% 27.7% 37.7% 100.0%
All social transfers 64.2% 14.5% 10.6% 10.6% 100.0%
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