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Abstract

Socid safety netsin ECA trangtion countries are, in many respects, the most complicated and
least eadly defined area of socid protection. Across the region, countries have inherited a broad
range of public programs, policies and services for addressng a wide variety of socia needs. By and
large, these mechanisms have proven ill-suited to the needs of a market economy and incapable of
addressing the types of socid risks which have emerged during the trangtion period. This paper
reviews the role of safety nets in trangtion economies within the context of a socid risk management
framework. The risk management framework builds upon this traditiona view and considers poverty
and vulnerability within a dynamic framework. The paper discusses the objectives of safety nets, the
legacy of pre-trangtion programs, developments during the trandtion period, Strategic choices facing
countries, and the operationa experience and strategy of the Bank.

The development of safety nets during the trangtion has varied widely by country, in part due
to divergent pre-trangtion starting points, as well as differing socioeconomic conditions and politica
and culturd factors. Despite these differences, a number of smilarities can be drawn. By and large,
countries in the Former Soviet Union (FSU) have retained a greater emphasis on subsidies for housing
and utilities, while countries in Central and Eastern Europe (CEE) have relied more on cash benefits.
Means-tested socid assstance schemes based on a minimum income guarantee have been more
prevadent in CEE, dthough many FSU countries have introduced, or are in the process of introducing,
such programs. Thereis dso limited evidence that the Centrd Asan countries rely more upon informal
safety nets, such as extended family networks, than other countries. The pace of reforms varies greetly
across the region, as well. While some countries have adopted ambitious safety net reforms, other
countries have changed little,

ECA countries face sgnificant chalenges to transform inherited safety nets to the needs of a
market economy. While many countries have preferences for benefit structures smilar to those of
OECD countries, these may not necessarily be the most appropriate models. The socid risks in
trangtion economies are sgnificantly different from those of developed market economies and of
many other developing countries, as well. Further, cultura and economic differences between
trangtion economies and OECD countries, and between trandition economies themsdves, militate
agang a one-gze-fits-dl solution. Yet, in designing social safety nets for trangition economies, three
fundamenta issues must be addressed: (i) trandtion shock; (ii) the movement to a market economy;
and (iii) popular perceptions about safety net programs. The paper discusses reform options and
program design options as they relate to the context of the transition.

The paper reviews country developments and Bank involvement in safety net operations to
date and finds that across the region, further didogue and analyss is needed. Effective safety net
programs that meet the changing needs of vulnerable groups are criticd for the success of the
trangtion in ECA. While important changes have taken place, there is a need to raise the profile of
safety net policies both within ECA countries and a the World Bank.
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SAFETY NETSIN TRANSITION ECONOMIES:
TOWARD A REFORM STRATEGY

INTRODUCTION

The demands on ECA countries to provide safety nets for their populations have grown
ggnificantly during the trangtion period. Increased poverty, unemployment and deteriorating hedth
datus, among other socid risks, have exceeded the potentia of the inherited system to cushion the
shock of trangdtion, as policies adopted by the former socidist regimes are ill-suited to the risks of

market economies and, in fact, may have exacerbated them.

The safety net policies designed by individua countries during the trangtion have been diverse,
based on different objectives and leading to substantidly different outcomes. While many countries have
introduced socid assstance targeted to lower-income populations, others have retained broader
benefits, and/or relied heavily on subsidies for housing and utilities. Non-cash benefits and services vary
amilarly across countries. The relative importance of forma safety nets aso differs congderably. In
fact, in a number of countries, socid assstance and other benefit programs play a minor role in
addressing the needs of vulnerable groups, as public financing has collgpsed and benefit levels have
been eroded.

This paper reviews the role of safety nets in trangtion economies within the context of a socia
risk management framework. Socid safety nets are often described as a means to help the vulnerable
and poor only after they have reached a sate of deprivation. The risk management framework builds
upon this traditiond view and congders poverty and vulnerability within a dynamic framework. That is,
safety net programs should both dleviate poverty and reduce the likelihood of faling into poverty. Our
paper discusses the objectives of safety nets, the legacy of pre-trandtion programs, developments
during the trandtion period, drategic choices facing countries, and the operationd experience and
strategy of the Bank.

We discuss policy consderations that are likely to be critical for safety net design, including the
impact of the trangtion shock and the socid risks involved, the development of a market economy, and
the education of public opinion. In addition, we find that the diversity among transition countries implies



that each country make a careful appraisd of the severity of its own trandtion and the socid and
economic consequences for its population.  1n other words, one socid risk management strategy is not
necessarily suitable for al. Nonetheless, we suggest that certain drategies on the part of trangtion
economies and certain courses of action on the part of the World Bank are more likdly to result in an

effective management of socid risks.

. THE NEED FOR SAFETY NET PROGRAMS
A. Safety Net Programs Defined

Defining safety net programs in the trangtion countries is a chalenge in and of itsdf. Acrossthe
region, countries have inherited a broad range of public programs, policies and services for addressing a
wide variety of socid needs The complexity and multiplicity of programs has increased congderably
snce the trangtion with the introduction of programs to combat unemployment and poverty. The
increased involvement of locad governments in socid assstance has aso led to increased program
diversity, as subnationd governments have started to design and implement their own policies. Socid
programs dso have gained in complexity as they began to have multiple objectives -- for example the

provison of long-term unemployment assistance which serves both as a labor market program and a
poverty aleviation palicy.

The trangtion from state centra planning has required a fundamenta reconsideration of the role
of the state and public policy. This paper focuses on safety net mechanisms which are not employment
related. Although, penson systems and active and passive labor market programs adso have important
poverty reduction functions, they are addressed in companion papers. Socid investment funds, which
support community based development initiatives are not addressed directly in this paper (See Box 1).
Family policies, incdluding family and child alowances, regular and one-time socid assistance payments,
and community-based policies, are included. In addition to government programs, NGO activities
(charity and otherwise) and informa and private safety net mechanisms have important roles in socid
safety net provison Because of the role of informa safety nets and the particular risks involved, the
baance of public and private involvement in safety nets demands particular attention.  Lastly, we touch
upon the safety net benefits provided through socid funds.



Types of Benefits

Many safety net programs in trangtion economies gppear Smilar to those of OECD market
economies. We have condructed a typology of such benefits in Annex A primary diginction in this
typology is whether or not bendfits are targeted to families with limited resources — most often, those
that society designates as poor. Targeting is probably the first consderation that governments must
address when fisca resources are constrained and needs are great. This is true not only of trangtion
economies but of developed market economies, as well. Targeting mechanisms fal into three

categories.

Firgt, means testing which indudesindividud or household income-testing, and may or may
not include some type of assetstedt;

Second, ‘proxy’ means-testing, or indicator-targeting, where digibility is based upon one
or more indicators correlated with poverty which are easier to observe than income, such as
household size and geographic location. (In broad terms, categorical benefits may be
regarded as a form of indicator targeting, adthough they may be wesak predictors of
poverty.);

Third, sdlf-targeting in which individuds sdf-allocate benefits based upon their own

decisons and choices, such as price subsidies on foodstuffs which are more often consumed
by the poor.

Safety net benefits may be provided ether in cash or in-kind. In-kind benefits consst of arange
of goods and services which are directly provided, subsidized, or paid-for through vouchers. Non-cash
benefits generdly include goods and services that society congders necessary to reach as a minimum
living standard. These include food, energy supplies, transportation, education, and goods and services
for the frall dderly and dissbled. They dso may incude services for families or individuas with
behaviora problems, acoholism, and drug abuse. The benefits of in-kind programs represent directed
consumption. For example, food stamps cannot be used for activities that society may not condone

such as the consumption of acohol or gambling. In most cases, however, economic theory suggests



that welfare is improved through the use of cash benefits so that individuas and families can determine

their own consumption patterns to maximize their welfare,

Next, benefits can be distinguished by their coverage. Benefits can be universa -- onesthat al
individuas or families can gpply for, or categorical -- ones that are only distributed to certain types of
families or individuals. Universa benefits that are not targeted are rare, and are generally restricted to
in-kind subsidies for household goods and services (e.g. food and energy), even in socidist economies.
Universa targeted benefits, which are avallable to dl individuds and families meeting an income or asset
test, are dso used to provide smilar types of in-kind subsidies. Targeted universal benefitsinclude cash
socid assstance paid to those in poverty.  Such benefits are generally provided to a smal fraction of
the population

Categorica benefits range from benefits which are provided to broad population groups, such
as children, or more narrowly focussed programs, such as those for foster-parents, orphans, and war
veterans. While such benefits are frequently targeted, that is restricted to those with lower incomes, this
is not aways the case. Categorical programs are provided in one way or another in most developed
market economies. Many benefits under socidism were narrowly categorica and extremely fragmented
— with many separate benefits provided for many different groups and sub-groups. Nonetheless, there
are certain groups within the population which are frequently consdered vulnerable in both market and
trangtion economies. For example, benefits are most often directed toward children. Different countries
address children’s needs in different ways. Some cash and in-kind programs may include dl children,
regardiess of family income, while other programs include children in particular types of families — for
example, angle parent families, families with many children, families with low income, or orphans. In
addition to children, the ederly and the disabled are frequently the focus of safety net programs,
dthough digibility criteria differ substantialy across countries and programs. In the trangition economies,
the newest category is the unemployed.

Safety net benefits may be provided on an ongoing basis, a intervals, or through one-off provision.
Some programs can be both regular and periodic, such as socia assistance benefits which may be paid
monthly, or as a one-off benefit, depending on household digibility. Safety net programs may aso be
differentiated by other criteria. Benefits may be provided according to strict centrally determined criteria



or they may be at the discretion of individual social workers. For example, a program may

ingtitute strict income tests but require a qualitative assessment by the socia worker of the individua’s
surroundings for afina digibility determination. In program design there are trade-offs between programs
which specify al aspects of igibility and those in which local authorities, who have specific information
about their communities, can provide assistance at their discretion. Frequently, emergency assistance and

one-off benefits are provided in a more discretionary manner than ongoing transfers.



SOCIAL INVESTMENT FUND (SIF)

Socia investment funds or social funds (SIFs) are quasi-financial intermediaries that channel resourcesin
the form of grants to private and public organizations and community groups to undertake small investments,
called “microprojects’. Socia funds emerged in Latin America more than a decade ago to mitigate the socid
costs of structural adjustment. They were conceived as short-term compensatory mechanisms to create |abor
demand and develop or restore social and economic infrastructure. They demonstrated how a government
program could reach disadvantaged groups and alleviate their plight, thereby giving stabilization and structura
adjustment policies ime to take hold. The success of SIF operations in Latin America generated interest in
Eastern Europe and Central Asia (ECA) to use SIFs to mitigate the negative social impacts of transition. The
Albania Development Fund, effective in 1993, was the first SF in the region. Today, there are SIFs in six
more countries; altogether they manage more than US$100 million from the World Bank, other donors, central
and local governments and beneficiaries.

SIFs in ECA share some common strategies to improve the quality of life through labor market and
poverty dleviation interventions. Common short term aims are to inject cash into communities by financing
works that create labor demand, restore public confidence in government and give reforms time to take hold.
Longer-term objectives to contribute to sustainable development are to: (i) improve or stop the deterioration of
human resources by investing in badly neglected social infrastructure and services (e.g. health and education);
(ii) restore or improve the financing and operation of small economic infrastructure (e.g. water, roads,
bridges) necessary for private sector growth and employment; (iii) improve the prospects for long-term
earnings of salf-employed by increasing their productivity through training, credit and other types of micro-
business support; and (iv) stimulating positive externalities from social capital (i.e. socia solidarity, inclusion,
trust) that affects access and redistribution of resources.

Social funds in transition economies have demonstrated that they are well suited to (i) finance rapidly and
efficiently small investments to improve productivity of capital assets and create secondary employment
effects, especialy for self-employed who need better infrastructure to take more risk and engage in high
return activities; (ii) include the poor in productive activities to enhance their earning opportunities, particularly
those in transient poverty who are able to work but have low incomes arising from low productivity; (iii)
attract co-financing from sub-national governments, NGOs, donors and users/beneficiaries to protect and
improve human and physical capital; and (iv) use informal family and community networks to reach the
under-served and provide them services.

Socia funds have much potential, but limited experience, to upgrade skills of laborers to enhance their
earning chances and reduce their dependence on public and private transfers, and increase labor force
participation rates of female workers (risk reduction); enlarge the safety net by becoming a permanent work
program which can be expanded when crisis hits (risk coping); and transfer resources to single industry
towns to aid redeployment of labor dedicated and linked to restructuring of state-owned enterprises (risk
mitigation).

Is a socia fund the best use of resources relative to alternative interventions, such as socia assistance,
unemployment benefits and active labor market policies? The answer will vary with country circumstances
and ingtitutional capabilities. The capacity of SIFs to address the incidence and severity of poverty is difficult
to ascertain. While SIFs are probably not the best instrument to fulfill a temporary income-support function, it
is possible to design a SIF to appreciably enhance its benefit transfer function.




Measuring Poverty.

Because of their poverty aleviation objectives, safety nets, and targeted programs in particular,
rely on measurements of poverty to determine eligibility and direct resources to vulnerable populations.
Messuring poverty is a difficult task which is fraught with methodologica complexities There is no
correct or ‘scientific’ method for measuring poverty and decisons on what gpproach to use are
inevitably subjective. Poverty is usudly measured usng: (i) an absolute poverty line relaed to a
normétive threshold providing for basic nutritional and socid needs; or (i) areldive poverty line related
to prevailing income levels -- such as 50 percent of mean per capitaincome. While no one gpproach is
‘correct’, there are standards of measurement for each of these gpproaches that are generaly
recognized as being methodologicaly sound. Didtinctions between poverty measures are extremely
important from a policy perspective, however, especidly if poverty-relief benefits are related to officidly
recognized poverty lines. Policymakers should be aware that the role of safety net policy is not to raise
al familiesto a sandard of living equa to or above the poverty line through the use of income transfers.
Rather, poverty lines represent gods set for society and means to identify groups who are digible for

extra assstance.
B. The Risks Covered by Safety Net Programs

The dynamics of social risk in ECA countries have changed draméticdly during the trangtion.
From al perspectives -- regiond, naiond, household and individua -- the prevaence and incidence of
risks has increased.  Safety nets can address a range of risks which have emerged or intensified during
trangtion. In contrast with socid insurance programs, safety nets cover risks which are not insurable.
For example, while the provison of old age pensions is possible through socid insurance or savings, the
actual outcome of poverty in old age cannot be insured. The risks addressed by safety nets can be
categorized by scope, frequency, and degree of correlation.

Scope: Risks can be idiosyncratic or covariant. Idiosyncrétic risks affect only some
households in a community, such as individuad risks affecting a family such as illness and
frictiond (uninsured) unemployment. In contrast, covariant risks impact whole communities,
asisthe case with cyclicd and regiona (structura) downturns, and regiona and economy-

wide shocks from trandgtion.



Freguency: Risks can be catastrophic or non-catastrophic. Catastrophic risks occur
infrequently, but with severe effects. Some catastrophic risks can be covariant and some
idiosyncratic. Some catastrophic risks can be predicted more accurately across a
population while others cannot. For example, the most severe risks, such as war and
revolution, will completely uproot a society. The economic and politica breek-down of the
former Soviet Union and Centrd and Eastern is such a catastrophic event — as it was unique
and unpredicted. Similaly, the mdt-down of the southreast AsSan economies can
characterized as catastrophic, as can the war in Bosnia. Other catastrophic risks can be
predicted with gregter certainty, including increased unemployment following a downturn in
the business cycle. The prevaence of some catastrophic risks can be forecast in the
aggregate, if not individualy. These incdlude poverty in old-age, long-term unemploymert,
the onset of adult disability (menta, physical, or substance abuse), and poverty or disability
in childhood or a birth. In contrast, noncatastrophic risks occur more frequently, with
non-severe effects. These include temporary unemployment or illness.

Correlation: The degree to which risks are corrdlated is another important risk attribute. 1n
some cases, risks may be augmented by repeated shocks For example, the trandtion
shock aso led to a higher prevaence of morbidity and mortality among many populations.
Smilarly, war potentialy leads to many a series of repeated shocks. In contrast other risks

are uncorrelated, and, as aresult, are single shocks or isolated events.

When a socid risk exhibits two specific characteristics, risk reduction policies are more essily
developed and implemented. These characterigtics arer (i) that the risk results from an exogenous
shock, and (ii) that the probability of occurrence is known. Socia insurance operates on this basis, as
insurers provide insurance by predicting and pooling the risks of many individuas. By contrast, because
of their focus on ex post mechanisms, safety net programs are generdly necessary when the probability
of the risk is unknown and the risk is not exogenous.

Unpredictable risks are exogenous but the probability of its occurrence is unknown because the
event is extremdy rare or because the event is hitherto unknown. Such risks have dso been
characterized as exhibiting uncertainty. Uncertain risks can affect individuas, as well as communities.



For example, if an individua becomes ill with a hitherto unknown disesse, that event can be considered
as an unpredictable risk or uncertainty.

Risks can dso be influenced by endogenous factors which amplify their effects. For example,
individuas and communities influence the likeihood of a risk through their own choices and actions.
Substance abuse is arisk which is affected by individua behavior, asis (but not always) pregnancy. At
the aggregate leved, a country's policy choices -- willingness or resstance to reform — can intensify or

reduce socid risks.

The impact of specific risks and exogenous shocks on individuas and communities may aso
depend on initid endogenous conditions. For example, in many countries there are links between
ethnicity and poverty, placing some groups a greater risk. In many ECA countries, post-trandtion
poverty is paticularly widespread and severe among Roma, due to ethnic discrimination and socio-
culturd factors. Roma communities often lack access to basic socia services which place them at an
increased risk of poor hedth and low school attendance, which subsequently lead to disadvantages in
the labor market, subsequent low wages and/or unemployment, and, consequently, low incomes and
poverty. Ethnic margindization can magnify the impact of repeated shocks and lead to the development
of ‘cultures of poverty' and socid excluson. Initid conditions can aso affect the probability of a
disruptive event occurring, as factors such as geography, natural resources and ethnic diversity can
make a country or community more or less susceptible to various risks, including conflict, naturd

disaster, and economic crisis.

Risksin Transition

In ECA countries, the trangition represents a unique catastrophic event which resulted in a series
of corrdated shocks. Across the region, the collgpse of GDP led to a realignment of prices and
subsequent economic didocations which have had serious socioeconomic consequences. The armed
conflicts in any number of ECA countries have been unpredictable and catastrophic. Abdracting from
the one common trangtion experience and the cases of conflict, patterns of risk across and within
countries have differed greatly due to socioeconomic, geographic, and historicd factors. Contrasts
within and across countries and regions (e.g. between the new OECD countries and South-Eastern

Europe; and between Central and Eastern Europe and Centrd ASa) are increasingly stark. Post-



conflict countries present a particular chalenge for the efficacy of safety nets as these populaions must
ded with both recongtruction and the trangtion to a market economy. Cross country differencesin the
scope and compostion of risks are important from a policy perspective, and, in part, determine the
proper mix of safety net and socid protection policies.

The incidence and diversity of risk have increased throughout ECA during the transtion as the
socid impact of the trandtion has taken its toll. The collgpse of output and subsequent price shocks
resulted in precipitous declines in household income and employment and, consequently, the emergence
of poverty and unemployment. Poverty has grown in both relative and absolute terms across the region.
Petterns of poverty vary considerably. In some countries (e.g. Poland) poverty is rather shalow, while
in other countries, pockets of persstent poverty are common (eg. Bulgarid). Poverty and socid
welfare are closgly linked to labor market trends. Poverty assessments have confirmed strong links
between unemployment, particulaly long-term unemployment, and poverty. In addition to
unemployment, ethnicity, family size, and education have emerged as significant risk factors for poverty.

During trangtion, ECA countries have aso experienced increases in a broad range of socid
risks for which safety nets are designed, including acohol and substance abuse, suicide, depression,
crimindity, domestic violence, progtitution and trafficking of women, socid didocation (due to conflict,
migration), and divorce (see Box 2 on countries in conflict). Hedth risks are aso on the rise, including
sexudly tranamitted diseases and non-communicable diseases associated with lifestyle factors (eg.
acohol, poor nutrition). In addition, school attendance has falen in many countries, with and immediate
implications for children's hedth (as schools provided immunizations, meds and public hedth
information) and future implications for |abor market readiness. Trangtion has aso led to growth in the
severity of socid excuson, and increases in risks which exclude and margindize groups from society.
Increasingly vulnerable groups include ethnic minorities (including Roma), dreet children, children in
difficult circumstances, and the homeless.

Box 2: Social Assistancein a Climate of Organized Ethnic Violence

Organized ethnic violence has become part of the scene in severd parts of Eastern Europe and
Centrd Asa The Bakans are the present “hot spot”, but Armenial Azerbaijan, Georgia/Abkazia, and
various Stuations within the Russian Federation (Cechnya, North Ossetiag, etc.) come quickly to mind as
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wdl. The politicdly correct euphemism for such casesis “post-conflict Stugtion”, but in fact thereislittle
reason to believe or even hope that ethnic violence is near being finished in the region.

One can differentiate between two Situations. In one, conflict results in the physica segregetion
of warring ethnicities into different jurisdictions — Armenia and Azerbaijan provide an example. For dl
practica purposes each country expelled al members of the opposte ethnic group. In such “border
conflict” gtuations, assuming that a resumption of violence can be avoided, the problems of socid
protection and labor market development are not, in fact, so different than if people had been didocated
by naturd disasters. Perhaps the main difference is thet it is less likely that people will return “home”
than it would be if they had been digplace by anaturd disaster.

In a more complicated Situation, however, the warring ethnicities continue to share the same
jurisdiction. Segregation may occur within that jurisdiction, but nevertheless people are confronted with
the difficulties of relying on at least some common indtitutions of government. The Federation of Bosnia-
Herzegovina is an example. In such Stuations, people may view socid protection programs that entail
net transfers from their ethnic group to another as helping the enemy gird for the next round in the
conflict.

Decentrdization in such circumstances can become the mechanism that one ethnic group usesto
avoid cross-subsdizing another. Responshbility for socia protection, and especialy socid assstance,
can be decentralized to subdivisons that are smal enough to be more or less homogeneous ethnicaly,
with water-tight barriers separating them. In the short run this may be the price of peace, but it
fragments risk pools and guarantees that poor subdivisions have poor socid protection programs. In the
polar case, decentralization becomes the precursor of disintegration.

When ethnic hodtility makes a state-wide socia assistance program impossible, especialy when
this is reinforced by decentrdization, it may be desrable to fortify the socid assistance eements of
programs whose basic purpose is not socid assstance. For example, it may be desirable to give specid
attention to a “socid pension” that s independent of work history or contributions; to design specid
provisons for the poor in the hedth finance system, and to create pecid tariffs for the poor for public
utilities, transport and even food. In “normal” countries, these measures might be thought “ second best”
to an explicit and wdl-functioning socid trandfers sysem. In Stuaions where conflicts among ethnic
groups are close to the surface, these second best mechanisms may be the best one should hope to
achieve,

C. Risk Management Strategies
Objectives

Safety nets are generdly designed to address three objectives.  Firdt, safety nets provide for
poverty alleviation and the reduction of economic vulnerability through tergeted programs for
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households in chronic poverty (e.g. due to disahility, poverty in old age) and those at risk of transent
poverty (eg. dueto illness or temporary loss of income).

Safety nets adso contribute to consumption smoothing, by dlowing households to maintain
their income levels through programs such as family and child benefits which compensate families for the
cogts of raigng children. Safety net programs alow for pre-retirement income maintenance, while old-
age pendons provide for redigribution of income across the life cycle. In addition to individua and
household consumption smoothing, safety nets dlow for intergenerationd and inter-societa
redistribution, as benefits targeted to individuals in need of assstance (such as the aged and disabled)

transfer income from high to low risk groups.

Findly, safety nets contribute to economically sustainable development by promoting growth
through the establishment of socid funds and other income generdting activities. Community-based
safety net programs promote development through the direct provision of employment and the fostering
of productive activity, aswell as community involvement. These benefits may be particularly important in

ECA countries where civil society and socid capital were virtudly nonexistent under sociaism.

Srategies

Safety net programs hdp governments, households and individuads manage risk. Andyzing
safety net policies in terms of risk can hep determine the optima mix of policies and drategies. Risk
management strategies relate to the objectives outlined above. The three main srategiesinclude:

Risk Reduction policies that are introduced ex-ante and contribute to economic growth
through employment and income generation. Education and training leading to human
capital formation serves a risk reduction function. In the case of safety net policies, risk
reduction policies include socid funds which provide jobs, foster other income generating
activities, and encourage business development. Family alowances and other benefits for
children reduce risk by enabling childrento take advantage of educationa opportunities through

provison of adequate financia and nutritiona resources.

Risk Mitigation policies that are introduced ex-ante and focus on consumption

smoothing. Other programs such as pensions, unemployment insurance, hedth insurance,
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disability insurance are more important in terms of risk mitigation. These programs need to be
coordinated with safety net programs, however, to ensure that safety net expenditures are cost
effective.  Among safety net programs, child dlowances may provide an important risk

mitigation function dlowing for life-cycle consumption-smoothing and cohort transfers.

Risk Coping strategies that are introduced after the adverse risk has occurred and are
the most important function of safety net policies. These include means-tested poverty
dleviation programs, one-time cash benefits, services for specific groups such as the ederly,
orphans, and the disabled, and programs and charity provided by NGOs. Socid insurance
benefits also serve risk coping objectives as they provide a basic benefit to those with no other
source of income and cushion the effect of among the dderly and dissbled. Smilarly,

unemployment benefits provide ass stance to those temporarily without wage income.

From a policy perspective, trangtion countries face the chalenge of cregting flexible safety net

policies which are rlated to the risk management srategies identified above. Since safety net policies

are programs of last resort, they require careful coordination with other socid protection programs.

Congderation of risk management drategies can strengthen linkages between programs (e.g. making

employment or school attendance a condition for receipt of socia assistance to reduce repeated risks).

Vulnerable Groups

Risk management drategies can be associated with categorica programs for children, the

elderly and the disabled. Families with children have been a primary focus for socid safety net benefits

in socidis and market economies dike.  Typicd programs include targeted or universa
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child dlowances. Targeted child alowances are risk coping strategies providing enhanced resources to
families beow a certain living sandard. Targeted child dlowances dso act as risk reduction strategies
as they provide poor children adequate nutrition and better educationa opportunities for a brighter and
more productive future. Child benefits that are not explicitly targeted but are categorical (i.e. to families
with many children or sngle-parent families) are often based on the assumption that the categories
chosen are more vulnerable to poverty. Thus, they are, in theory, implicitly targeted.

Family benefits that cover dl children, or al but the most wedlthy, represent risk mitigation
drategies for those above the poverty levedl.  In most countries, family formation Starts & a relatively
young age before parents reach their peak earnings years. Thus, family alowances transfer funds from
empty-nes families and the childless to young families with children. Thistype of risk sharing issmilar to
that provided by PAYG pengons. It provides life-cycle consumption smoothing for child-bearing
cohorts and transfers income to children. Such life-cycle consumption smoothing can be judtified on the
grounds that under imperfect information, young families cannot borrow funds based on ther future
earnings. Broadly based child dlowances have dso been advocated as sdlf-targeted risk coping
drategies in countries in which families with children, or, rather, families with many children, are more

likely to be poor.

Programs addressing the needs of the aged and the disabled aso have risk coping and risk
mitigating functions. Cash benefits for the disabled at birth (or those not insured through employment)
are risk coping srategies when the recipients are poor. If benefits are not targeted, they represent a
trangfer from families do not have a disabled child to those who do.  This type of transfer is risk
mitigating to the extent that the risk of having a disabled child is random across families. The same
argument can be made for PAYG pendons — that is, trandfers are made to families with improvident
elders from families whose elders have saved for their old-age or, those whose eders have shorter life
expectancies. In the case of the aged, cash benefit programs may represent risk mitigating or risk
coping drategies, depending on the extent to which they are targeted. (Similar arguments can be made
with regard to other in-kind benefits that are not targeted.) Again, it isasocietd decison asto whether
old-age and disability benefits should be targeted or not. Ceteris paribus, however, poorer countries
are less able to afford untargeted benefits than countries with higher per capitaincome.
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From an individud perspective, policies need to be desgned to alow individuas and
households to formulate their own risk management srategies. The shift from a paterndist welfare date
to a market economy is a profound one, demanding a rapid move toward self-sufficiency. This requires
that an gppropriate mix of policies be available for addressng socid risks and that incentives be well
managed. Public relations and communication strategies are aso important to ensure that people are
well informed about safety net programs and that policy making is transparent.

1. THE PRE-TRANSITION SAFETY NET
A. Safety Netsin Planned Economies

Safety nets in planned economies were fully embedded the planning process. In theory,
financid security was provided to dl individuds equdly, firg through employment and second through
socid insurance. Socid insurance included old-age, disability, and survivors pensions and short-term
benefits for sick-leave and maternity leave. Other benefits and basic needs, particularly in the USSR,
were provided through enterprises, including nursery schools, hospitals, and housing. In generd the
socidist welfare states provided an extensve web of “cradle to grave’ benefits, which provided a
plethora of largely untargeted and uncoordinated socia programs.  From a risk management
perspective, policies under central planning sought to reduce risks through employment promotion and
household income support. Risk reducing and risk mitigating policies were intertwined, as consumption
smoothing mechanisms were linked to employment. Risk coping strategies were largdy absent, as the
focus on ex ante solutions assumed that households would not fdl into poverty. Society was relaively
egditarian in terms of living standards and femde |abor force participation was high (dthough inequities
emerged in other ways, including wage discrimination and occupationa segregeation).

While the planned economy succeeded in providing most people jobs and stable incomes over
the course of ther lifetimes, it proved fiscaly unsugtainable over the longer-term. Household income
was supported by a broad range of consumer and producer subsidies that redistributed incomes among
republics, regions, enterprises and households. Such subsidies aggravated a plethora of other price
distortions produced by the economic planning process. For example, as a result of extensive cross

subsidization, enterprises could afford to pay for redundant (and inefficient) labor and provide expensve
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‘employee benefits that could never have been supported within a market system. As a consequence,
the system failed to offer attractive rates of economic growth in the long run as protected, loss-making
enterprises continued to flourish. Nonetheless, despite these inherent inefficiencies, it provided a more
reliable, if relaively low, standard of living as compared to OECD countries. Eventudly, when the
system broke down, it resulted in a substantid and unexpectedly deep shock. As underlying systemic
inefficiencies became overwheming and growth and productivity began to stagnate in the late 1980s,
maintaining full employment became impossible and the socid risks of poverty and low income, which
had been hidden under socidism, emerged as a redlity. Because of the direct link between employment
and risk management policies, existing socia programs were not designed to assst those who lost their

jobs. And with job loss there was aloss of accessto theimplicit ‘socidist safety net’.

In the pre-trangtion world, a safety net, as understood in a market economy, would have had
little purpose, as the basic needs of the population were met through guaranteed employment and price
subsidies. Pre-trangtion safety net programs focused amost exclusively on individuas and familieswith
gpecid needs, including children and the disabled. Categoricd untargeted family benefits were the most
common form of assgtance. For example, child benefits were provided to families with many children,
sgngle mothers, children of military servicemen, and mothers without dimony. Such Stuaions were
consdered to be unusud and/or deserving. Although a means-tested social assistance benefit was
established in 1974 in the USSR, it was of rdatively minor importance. Probably the most sgnificant
child benefit in the USSR was the universa birth grant established in 198 Buit this benefit was not
regarded as a part of atargeted safety net meeting risk coping or risk mitigation needs. Rather, it wasa
pro-nataist entitlement for an act which benefited the Sate.

While some pre-trandtion benefits gppear to be smilar to those of market economies, others
are amply privileges or rewards. For example, the wide range of benefits for veterans fits this
description.  Even the rationae for family kenefits vacillates between that of a safety-net program for
gpecia categories and/or a reward for an action useful to the state. The concept of privileged benefits
and specid needs created a hornet’s nest of multiple and overlapping benefits in the pre-trandtion
sysem. The overdl framework, however, was consistent with the importance placed on: (i) or+the-job

inkind benefits, (i) a pricing dructure that subsidized housing, energy, and food, and (iii) intricate

16



networks of privilege, favoritism, and influence which supplied goods and services outsde of norma

markets and channds.

Without exception, ECA countries inherited complex safety nets, but ones that were intricately
interwoven within the economic planning framework. This legacy of socidist indtitutions, policies and
processes continues to shape socid policy making in the trangtion period (Barr, 1994). On the one
hand, the extensive web of benefits and subsidies which were provided to households helped maintain
living sandards. But, the plethora of benefits forestalled cost-containment efforts and proved to be
fiscaly unsugtainable, even prior to the trangtion. At the enterprise level, benefits and services were a
financia burden to firms. At the end of the day, the inheritance of apaerndisic welfare sate of
pervasive benefits and services created high expectations that inherited benefits and privileges would be
maintained. As a result, sreamlining and scaling back entitiements has been paliticaly difficult in the
trangtion period, despite severe fiscd condraints. Similarly, the pre-trangtion stigma attached to
poverty precluded popular, political support for anti- poverty programs despite expanding needs.

B. Services for Special Groups

Benefits and services provided under the socidist system were largely categoricd, targeted a
groups thought to be vulnerable or deserving. In addition to safety net programs, some groups had
additional privileges provided through the socid insurance system (such as early retirement) and ather
public programs and services. In some cases the recipients of these benefits were in need of assstance,
and in other cases they were not. The most common categories were families with many children, the
dissbled, and the ederly. Other groups included veterans, orphans, and employees in certain

occupations (e.g. considered to be hazardous such as miners).

Benefits and services for families were widespread, as programs often employment promotion
and pro-natalist objectives. A broad range of benefits were provided to families with children,
particularly through the workplace, including regular cash payments, birth grants, parentad leave
arangements, school grants, maternal and child hedth services, subsdized housng and consumer
goods, childcare and kindergartens. In the USSR in 1989 3 percent of GDP was alocated to such
family benefits and services.
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The disabled were aso provided specia assstance, and benefits for this group included (and
ill include, in many cases) a complex array of price subsidies, aswell asthe direct provision of durable
medical equipment, spa care, trangportation, and other kinds of cash and in-kind benefits. These
benefits were provided on the assumption that persons with disabilities had extra needs that could not
be met within the norma context of work and pensons. Thus, society had the responghility to provide
additiond benefits to persons with disabilities.

Similarly, inditutions for the aged, persons with disabilities, and orphans represented solutions to
problems that were outside the rubric of normd life. The emphasis on resdentia inditutions was a
pervasive feature of the pre-trangtion system, which dill pergsts. Throughout the region, many children,
dissbled, elderly, mentdly ill and other margindized groups were inditutiondized in poorly run and
maintained facilities, isolated from the rest of society.

C. Cash Benefits and Allowances

Family Benefits

A wide range of benefits were provided to families with children to maintain household income,
and to encourage parents to work and have children. The main programs included: (i) monthly
alowances for families (such as those with many children); (ii) lump-sum birth grants; (iif) maternity
benefits for insured and uninsured mothers; (iv) parental and child care benefits; (v) paid leave for care
of asck child; and (vi) funera benefits. To a great extent these benefits were provided on the job,
except for those targeted as categorica payments to groups with perceived specia problems. There
were often multiple and overlgpping benefits within the categories outlined above. For example, a the
end of the 1980s in the USSR, separate family alowance programs existed for families with four or
more children, sngle mothers, disabled children, orphans and children of military servicemen. In
addition to these benefits, a means-tested family alowance was introduced in 1974 for familieswith low

incomes.

Social Assistance.

As it was assumed that poverty did not exist under socidiam, little emphesis was placed on
socia assstance and poverty dleviation benefits. Other than a few means-tested family benefits, regular
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cash benefits for low income households were rare. If benefits did exist they were not related to
minimum consumption requirements, such as a subsistence basket, and were highly discretionary (Barr,
1994). Because of the emphasis on full employment, individuals who could not work were consdered
socid problems, and as a result poverty benefits were stigmatized and digible individuals often did not
aoply.

D. Subsidies

Heavily subsidized prices of consumer goods, housing and utilities were the mogt significant form
of household support in the former socidist countries. In the USSR in the late 1980s, consumer and
producer subsidies comprised nearly 10 percent of GNP (IMF and Goskomstat). Housing subsidies
were primarily direct budget transfers for congtruction and maintenance. As aresult of these subsdies,
households spent a reatively low share of their totd income on housing -- 3 percent of tota
expenditures in Poland in 1991 and a similar level in the USSR (Subbarao, et a., 1997). Also, as a
result of these subgdies, the maintenance of high-rise gpartment buildings often was left undone.

E. Informal Safety Nets

In addition to public programs, informa arrangements existed during the pre-trangtion period.
While little is know about these mechanisms, some evidence is available on private household transfers,
remittances from abroad, family and community trading networks for coping with the shortage economy
(see Cox, e d., 1997 on Russa), and traditiond community dructures such as the mahdla in
Uzbekistan (see Coudoud and Marnie, 1998). Further, it is known that informa arrangements were
important for the alocation of norma and luxury goods among families, in addition to those in which

families provided assistance to each other.
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IV.  POST-TRANSITION SAFETY NET POLICIES
A. The Necessity of a New Type of Safety Net

The politica dissolution of the Soviet bloc and the economic met-down of the CEE countries
created catastrophic, unforeseen shocks for the populations of transtion economies. Trangtion shock
was characterized by measured declines in GDP of 30 to 50 percent (perhaps exaggerated due to
measurement errors), compounded by didocations due to privatization and confusion spawned by the
development of competitive markets. In addition, socid services formerly provided by state-owned
enterprises were gradualy shed because they were no longer affordable or appropriate to a market
economy. As a reault, the implicit pre-transition safety-net structure dissolved. At the same time,
problems of vulnerability and poverty experienced by market economies sarted to emerge, as incomes
declined and unemployment appeared. These problems were compounded by the extreme economic
uncertainty that followed the trangition in a population that had been used to unusua conditions of job
stability, at least in recent pre-transition years!

The indiitution of unemployment kenefits for workers who lost their jobs due to restructuring
was the firgt response to economic disintegration during trangition. But such benefits were insufficient to
ded with the problems of the newly unemployed who exhaugted their benefits in countries in which
unemployment rates reached double digits, such as Poland, Hungary and elsewhere. In other countries,
particularly in the CIS, unemployment was not adlowed to increase, but wage arrears placed many
workers in limbo, neither employed nor unemployed — a Situation that would be a severe aberration in

devel oped market economies.

Dueto sharp declinesin red GDP and spiraling inflation (often following the initid phase of price
deregulation), another outcome of the trangtion was a sgnificant drop in the purchasing power of the
mgority of the population and a monumenta sense of didocation after a hitherto very stable existence.
Such a shock to the population was catastrophic within our definitional framework of socid risk. Of

course, for those countriesin which armed conflict took place, this shock was intengfied even further.

! Past dislocations engendered by the 1917 Revolution, World War 11, and any number of explicit and implicit Stalinist
policies certainly cannot be underestimated.
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Thus, the second response to the disintegration of the planned economy was a hodgepodge of
subsdies and benefits intended to reduce the joint shocks of inflation and declining living sandards.
While subsidies were eventudly removed in the mgority of cases (in part, due to fisca congtraints and,
in part, due to the efforts of internationa inditutions), and cut-backs were made in certain other benefit
supplements undertaken early in trandtion, the end result was a complex mix of benefits which were

neither fish nor foul and which did not effectively protect the population from the trangtion shock.

At the same time, the ECA countries were becoming market economies. Asaconsequence, in
addition to the direct shocks of trangtion, those risks inherent in market economies were developing.
For example, in market economies, the didtribution of income is likely to be greater than those of
planned economies, as individuas are paid according to their productivity rather being guaranteed a job.
Consequently, a population of working poor may arise. Further, exhaustees of unemployment benefits
and workers without wages may dso fdl into poverty. Thus, the rationde for safety-net policy must
aso change from one primarily dedling with specid- population issues (such as disability, coholism, or
behaviora aberration) to one concerned with poverty dleviation. Socid safety net programs in market
economies are meant to provide a floor of protection while atempting to reduce the risk of poverty

overdl.

The ability of many ECA countries to transform their socid policies to meet new objectives has
been magind. Fird, sysgemic privileges have been politicadly difficult to remove, and, as a
consequence, policymakers have often not been eager to remove them. Second, because trangition
shocks have disrupted incomes across the board, policymakers have often been unwilling to target the
poor, particularly when pre-trangtion attitudes towards poverty preval in many quarters. Before
trangtion, those in poverty, who did not fit in a recognized category, were consdered to be socid
deviants and, consequently, the undeserving poor. |If this mindset continues, the same attitudes will hold
for post-trangtion poverty. This may be one reason that individuas remain on their jobs without pay,
rather than admitting that they are de facto unemployed. In sum, the development of market-oriented
poverty palicies is confounded by the widespread nature of the trangtion shock, its resulting fisca
condraints, alack of familiarity
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with the techniques of targeting, and attitudind reluctance to change — not to mention the difficult issues
that dl countriesfacein desgning adequate and affordable sociad safety nets.

B. Policies | mplemented

The development of safety nets during the trangtion has varied widdy by country, in part due to
divergent pre-trangtion starting points, as well as differing socioeconomic conditions and political and
culturd factors. Despite these differences, a number of smilarities can be drawn. By and large, the FSU
countries have retained a greater emphasis on subsidies for housing and utilities, while CEE countries
have relied more on cash benefits. Means-tested socia ass stance schemes based on a minimum income
guarantee have been more prevaent in CEE, dthough many FSU countries have introduced, or are in
the process of introducing, such programs. There is dso limited evidence that the Centrd Adan
countries rely more upon informa safety nets, such as extended family networks, than other countries.
The pace of reforms varies greatly across the region, as wel. While some countries have adopted
ambitious safety net reforms, other countries, particularly dow reformers such as Turkmenistan and
Bdarus, have changed little.

This section describes some of the mgor policy instruments implemented during the trangition.
As mentioned at the outset, categorizing safety net programs is problematic. For example, the line
between targeted family benefits and socid assstance is often difficult to draw. Distinguishing between
cash and in-kind programs is smilarly chalenging, as some programs dlow socid workers to provide

ather acash or an in-kind benefit.

Price Compensation Schemes

Some of the earliest income support mechanisms adopted during the trangtion period were
price compensation measures. In the USSR in the late 1980s, and early 1990s, supplementary
payments compensating for price increases were adopted to protect household incomes from the
shocks of liberdization (Kuddo, 1998). In 1991 in the USSR supplements were added to most wages
and benefits, and new benefits were introduced including birth grants, parental leave and additiona
categorica child dlowances (eg. for sngle parents). These early compensation measures formed the
bassfor the establishment of anew system of universal
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family dlowances in many FSU dates including the Baltic sates and Russa. However, due to fiscal
congraints, in some other countries, these benefits were later abolished or ther red vaue rapidly
eroded.

Countries have aso implemented programs to protect vulnerable groups from increasing housing
and utility prices Alongsde privatization of housng and increased rents, some countries (Russia,
Hungary) have introduced targeted housing benefits to assst low income families with housing costs.
Data for Poland and Russia suggest that housing subsidies amounted to 25-35 percent of government
expenditures in 1991-93. Programs and policies to protect the poor from increasing energy costs have
a0 been introduced. In 1995, Bulgariaintroduced a targeted winter benefit which wasfirst paid in-kind
and now is being pad in cash. Romania has a form of lifdine tariff and Hungary and the Kyrgyz
Republic provide compensation through the socia assistance system.

Family and Child Benefits

In the early trangtion years, cash benefits paid to families played an important role in cushioning
household incomes from trandtion shocks. Poverty assessments have shown family sze to be a
sgnificant risk factor for poverty across countries. Even as inflation eroded the red vaue of benfits, the
growth of unemployment and the absence of other forms of assstance made family benefits an important
source of cash income for many households with children, especidly in rurd aress. While many family-
related benefits, including child care services, were scaled back as state owned enterprises were closed
or divested socid assets, family alowances were generdly protected as a percent of GDP during the
early years of trandtion, but subsequently declined.
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Table4.1: Public expenditureson family allowancesin Central and Eastern Europe

(in percentage of GDP, 1989-95)

1995
1989 1990 1991 1992 1993 1994 1995 GDP
1989=10
0
Czech Republic 2 1 4 2 1 2 0 85.3
Sovakia 29 28 21 9 7 5 - 86.9
Poland 2.0 5 9 9 3 - - 98.2
Bulgaria 6 6 2.3 7 1 0 0.9 76.5
Romania 29 27 4 0 08 08 07 82.2
Lithuenia 01 01 - - - - 0.4 36.0
Russa - 05a - - 06b 07b - 60
Ukraine 01 01 03 0 - - - 42.9
Azerbajan - 20 24 20 25 2 0.2 33.3

Source: Children at Risk in Central and Eastern Europe: Perils and Promises, Economies in Transition Studies,
Regional Monitoring Report - No. 4, UNICEF, ICDC, 1997; p. 95.

Notes: a. Datarefer to the USSR and the percentage of net material product (Goskomstat 1992); b. World Bank, 1995.

Country gpproaches to family and child benefits during the trangtion have differed greetly. While
some countries (Russa and Estonia), have introduced new universal child alowances, others have
targeted previoudy universd benefits (Poland, Bearus), introduced new targeted benefits (Czech
Republic, Lithuania), or diminated benefits atogether (Georgia). Design of benefits has been smilarly
varied, with benefits often differentiated according to the number and age of children, the presence of a
sgngle mother, and resdence in rurd or urban areas. Other family benefits, including birth grants,
parenta leave benefits and maternity leave for uninsured mothers continue to be important. While most
countries have retained benefits from the pre-trangition period, others have consolidated programs or
introduced new benefits. The provison of child care and pre-primary education has aso undergone
ggnificant changes in the trangtion period. Kindergarten enrollment rates have fdlen throughout ECA,
with the exception of the countries of the former Y ugodavia and a number of FSU dtates such as Latvia
and Estonia (UNICEF, 1998). These declines have been attributed to a number of factors including
changing female employment paiterns, increasing codts to families, and the closing of child care facilities
attached to state owned enterprises.
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Targeted Social Assistance

As poverty increased in the early 1990s, countries began to introduce or strengthen existing
socid assistance cash benefit programs. ECA countries have adopted diverse gpproaches to targeting,
seiting of bendfit leves and adminigration.  As the USSR did not have targeted social assstance, but
rather relied on family benefits, CEE countries have been ahead of the FSU in implementing socid
assstance. CEE dates such as Poland, Hungary and the Czech and Sovak Republics passed new
legidation on socid assstance in the early 1990s which built upon exigting programs. Estoniaand Latvia
introduced new means-tested socid assistance programs in the early 1990s, and in 1995 the Kyrgyz
Republic was the first CI'S country to adopt a nationa poverty benefit.

Targeting. Socid assstance schemes in ECA adopt many different approaches to targeting
benefits to vulnerable groups, most of which involve an income test combined with other criteria on

household assets, employment status, household size and composition, and headlth. Examplesinclude:

Bulgaria: Like many other countries in the region, Bulgarids socid assgance sysem is a
minimum income guarantee scheme which provides digible households, whose income fals
below a centradly set ‘Basic Minimum Income (BMI), with a benefit equa to the difference
between their income and the threshold. In addition to the income-test, the socid assistance
goplicant must aso pass an asst tett (financid and property). Among other criteria,
beneficiaries must be registered with the labor offices, must not own a business, or have lived
abroad to be digible. Applicants for benefits apply to local sociad assstance offices and socid
workers determine digibility through interviews and home vigts.

Armenia: Armenia is the first country in the region to introduce a socid assistance program
based on proxy-means testing. Building upon the ‘Paros program which was implemented in
1994-5 to digtribute humanitarian aid, the country has begun providing benefits based on a set
of observable characteristics determined to be corrdlated with poverty. Households receive
points based on indicators such as the presence of children, students, pensioners, disabled or
unemployed in the household, as wel as housng conditions, employment and other income-
related benefits.
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Russia: Socid assgtance in Russa is a discretionary benefit paid at the locd level and has
become increasingly decentrdized to the regiond and municipd levels. With Bank support the
Government has been experimenting with three different targeting methodologies in three pilot
oblagts including (i) proxy-means-testing; (ii) a ‘categoricd filter’ which pre-screens applicants
firs upon the basis of household characteridtics, and then applies a means-test; and (ii) a
complex means-testing formula which estimates potential household earnings.

Uzbekistan: In 1994 Uzbekigtan introduced an innovetive mechaniam for targeting socid
assgance bendfits to low income families, utilizing traditional pre-Soviet local community
gructures called ‘mahalas’ The mahallas, which are comprised of respected citizens, are not
pat of the sate adminigration. Usng centrd government guidelines on digibility, the mahalas
identify socid assstance beneficiaries based on their own locad assessment of living standards
and a st of wdfare indicators, including household composition and characteristics, and assets.
The system is unique in the way it combines objective criteria set by the central government, and
the discretion of the mahdla

Benefit levels. In mogt countries the income threshold for benefit digibility is nomindly tied to
some kind of measure of minimum subs stence, dthough due to inflation and nationa budget condraints
these levels are usudly no longer rea measures of poverty. In Lithuania, the Minimum Standard of
Living (MSL) was originaly based upon a consumption basket of food and non-food products and
sarvices firgt evaluated in 1990. The basket has not been reevalusted since mid-1992 and a new
‘applied MSL’ was introduced for benefit setting which amounted 22 percent of the origind MSL in
1997 (Gassmann and de Neuborg, 1997). A amilar Stuaion exigs in Bulgaria where the minimum
income leved is not indexed, but rather adjusted on an ad hoc basis by government decree. In other
countries, the benefit is linked to the minimum wage which is mogt often not indexed to inflation. In
Uzbekigtan there is no naiona threshold, ingead the mahalas determine digibility based upon their
assessment of locd living Sandards.

Benefit length. Mogt countries have both a regular monthly benefit program as well as
occasiond benefits for households in temporary need of assstance. In Estonia the benefit period for
socid assgance is limited to three months if one family member is working, and to sx months if dl
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members are unemployed or meet digibility criteria. The Kyrgyz Republic has a benefit payment period
of one year, based on reported incomes in the previous three months. In FY R Macedonia, where there
was previoudy no limit, a celling of four years has just been introduced. The period of digibility varies

greatly across countries.

Work incentives. Socid assstance programs in ECA ded with labor market incentives in
different ways. Because of the emergence of sgnificant numbers of working poor in many countries, it is
important that benefits be designed not to tax workers for additional earnings. Some countries have
introduced an income disregard into the socid assistance benefit program to encourage continuation of
employment. For example, in Bulgaria 30 percent of wage income is disregarded in the calculation of
eigibility for benefits. Other gpproaches to incorporating labor market incentives into socid assstance
programs include requiring beneficiaries to be registered with labor offices, limiting the digibility period
for socid assstance, and keeping benefit levels low. In Estonia, non-working household members of
working age who are not registered at employment services are not included in benefit caculations. In
many countries these labor market links are weak or non-exigtent, and there are no incentives for

individuas to seek work or participate in active programs, ingtead of claiming benefits.

Administration. Ingitutional and financing arrangements for socid assstance differently across
countries. In some countries socid assstance is legidated and financed by the central government, while
other countries have decentrdized provision and/or financing of benefits. In many countries, including
Bulgaria, Romania and Latvia responsibility for financing socia assistance has been trandferred to loca
governments, with some support -- not necessarily earmarked for socia assistance -- through centra
budget transfers. In other cases, such as Armenia, Estonia and the Kyrgyz Republic, funding for socid
assgance is centrdized in the gate budget and is administered at the locd level. In Bulgariafinancing of
socid assigtance is split between the central and locd budgets. Regular socia assistance is paid out of
municipa budgets, and a supplementary winter benefit -- to compensate poor households for energy
expenses -- is pad centrdly. In other countries, administration and financing of dl or some socid
assgance programs is completdy decentrdized. In Hungary, in addition to nearly 34 nationd
programs, there are a plethora of loca programs. A review of programs found that local governments
had adopted over 2,500 decrees on digibility and benefit levels for socia assistance (Sipos, 1995).
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Non-Cash Assistance

In addition to cash tranders, in-kind assstance takes many different forms in ECA. On-going
subgidies for housing and utilities in many countries are probably the most important as a share of the
government budget and their impact on household expenditures. Direct in-kind provision of goods and
sarvices dso remans common. Benefits largely remain based upon those provided by the socidist
regimes and are targeted to certain groups such as the ederly and disabled. Hedth benefits, including
provision of free medicines and medica supplies (e.g. crutches and prostheses) are frequently provided,
as are vouchers for public transportation and school books, meds, and uniforms for children. For
example, the range of in-kind socid assgtance benefits found in Romania in 1997 includes medls,
medica devices, hedth services, home care for the disabled, transportation for pensoners, school
children and students, and televison and radio licenses for the disabled, war veterans and * survivors and

victims of the revolution.’

Non-cash assstance care dso provided through residentid inditutions. The socidist regimes
relied heavily on inditutiondization for children, dderly and the dissbled. These sarvices have been
maintained in the trangtion period. In some countries, such as Lithuania, Armenia, Bulgaria and
Romania, trangtion has brought a grester emphagis on inditutionaization, with increesing numbers of
children and disabled in public care. This may be due in part to declines in living sandards that have
made families less able to provide care. In other countries, such as Hungary, there has been a shift
away from inditutiondization of children. This may be due to policy reasons, such as the availability of
foster care, cultura reasons, or the collgpse of the public care system due to declining resources

(UNICEF, 1994).
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Informal Safety Nets

Difficult economic circumstances have increased the importance of informa coping mechanisms
for many households. A number of studies have indicated the growing role of family and community
networks in providing support to vulnerable households and individuas. In some cases, particularly in
Centrd Ada, where officid socid assistance is underfunded and paid a \ery low levds, informd
mechanisms may be more effective than forma programs for addressng socid risks. Inter- and intra-
household transfers have been found to be quite important in a number of countries including Russia,
Kyrgyz, Albania, and Romania. As an example, in Albania, many families borrow from family, friends
and neighbors to cover dally expenses and to cope with unexpected codts, including medical care
(World Bank, 1997). Remittances from abroad are dso important in some countries, such as Albania
and Armenia. In Albania transfers from outside the country, particularly from Greece, are the largest

source of incomein rurd aress.

Community-based Services and NGO involvement

Countries have been increesingly involving non-sate actors, including NGOs and community
organizationsin the provison of socid services. Some countries have passed legidation which alows for
the participation of NGOs in socid policy. For example, Bulgarid s and the Sovak Republic's new laws
on socid assstance establish the regulatory framework for NGO involvement in socid services.
Hungary has had a paticularly active NGO sector, since 1989 roughly 35,000 new non-profit
organizations have registered. It is estimated that about 15 percent of these are involved in socid
welfare provison including, children and youth services, large family organizations, organizations for the
physcaly and mentally dissbled and the chronicdly ill, kidney and diabetes organizations, sght- and
hearing-impaired organizations, dderly services and indtitutions, and organizations serving the homeless,
refugees, and the poor and needy (Jenkins, 1998). In Lithuania, under the Socid Policy and
Community Socid Services Development Project, the government is experimenting with community
based sarvices in three municipalities. Sub-projects will support services for children, the disabled and
edely with a shift away from inditutiondization toward services. The project seeks to prevent
indtitutiondization and strengthen the coordination between cash and non-cash services.
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C. Assessment of Policies

Because of their complexity, evauaing socid safety net policies within and across countries is
an extremdy difficult task. Programs cannot be examined in isolation, rather the effectiveness of the
whole range of policies needs to be consdered in order to assess whether the safety net is mesting its
objectives. This exercise is especidly chdlenging in ECA because of the lack of congstent and quality
data, and because of rapidly changing circumstances. While a number of countries have implemented

household surveysin recent years, data are rarely comparable across countries and over time.

Three questions are of particular importance in policy evauation. First, do programs reach the
poor? Second, do they dleviate poverty -- are benefit levels adequate and do active programs lift
people out of poverty? And third, are they cost-effective (e.g. how much of public spending is dlocated
to safety nets, and what are the codts of targeting?)? To answer these questions, both time series and
survey data should andyzed. Trends in socid safety net programs should be based, in part, on
indicators such as (i) socia assstance expenditures as a percent of GDP, (ii) socid expenditures as a
percent of the nationa budget, (iii) socid assstance recipients as a percent of the population, and (iv)
families receiving monthly family alowances as a percent of prime childbearing-age women (18-45).
Unfortunately, even such basic data do not exist and would have to be collected, with consderably
difficulty, on a country-by-country bass. Findings from a number of country-specific sudies are

avallable, however, and such andysisfor severd countriesis provided below.

Incidence. Despite growing poverty, aggregate benefit receipt of socia assstance (not
including family benefits) has been found to be quite low, to the extent that some socid assstance
schemes have been termed ‘irrdlevant’ (Milanovic, 1998). Cross-country analyss of household survey
data from 1993-5 found that 2.6 percent of households in Bulgaria received assstance, 2.7 in Estonia,
and 3.7 in Poland. In contrast, 24.4 percent of households in Hungary received assistance.

Targeting can be assessed by andysis of exclusion errors -- measuring the extent to which
poor households are excluded from assstance, and inclusion errors -- the extent to which non-poor
households do receive benefits. Both inclusion and exclusion errors within targeted programs have been
found to be high in ECA. A cross-country study of eight ECA countries found that cash socid
assstance was not well targeted to the poor. On average, the bottom quintile of the population received
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28 percent of socid assstance cash transfers (Milanovic, 1998). This varied across countries, ranging
from 52 percent in Sovakiato Sx percent in Russa and Ukraine. On the other hand, poverty anadyssin
other countries suggests that socid assistance seems to be well targeted, including FY R Macedonia.

Poverty alleviation impact. The capacity of safety net programs to address the incidence and
Severity of poverty isdifficult to ascertain, as programs have ex ante effects (e.g. family benefits), aswell
as ex pog, by assgting families which have dready falen below a minimum income threshold. Andyss
of the poverty dleviation impact of in-kind benefits and servicesis dso quite difficult. In generd, the red
vaue of cash benefits -- family alowances and socid assstance -- has been eroded in red terms by
inflation, as few countries have indexed benefits. By 1995, the red vaue of child alowancesin Armenia
and Moldova had falen to less than 20 percent of 1991 leves (Figure 1, UNICEF, 1994). Smilar
trends have been observed for sociad assstance. In Bulgaria the socid assgtance digibility threshold
was 31 percent of its 1991 level in 1997. Between 1993 and 1995 monthly socia assistance benefits
per household amounted to US $54 in Poland, US $10 in Bulgaria, and US $5 in Russia

Figure4.l: Real Changein Child Allowances, 1991-95
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Anaysis for some countries has looked at the effectiveness of transfers in lifting households out
of poverty. The Bulgaria Poverty Assessment estimated that socia assistance brought 12 percent of
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poor households out of poverty in 1997. Child alowances were responsible for lifting 7 percent out of
poverty and pensions 40 percent (Skoufias, 1998).

V. STRATEGIC CHOICESFOR POST TRANSITION SAFETY NET POLICY
A. Policy Considerationsin Safety Net Design

To date, safety net programs remain an amagam of pre-and post-trangtion policies. While
numerous governments have preferences for benefit structures similar to those of OECD countries,
these godls have yet to been achieved. Nor should they be. The socid risks in trangtion economies are
ggnificantly different from those of developed market economies and of many other developing
countries, aswell. Further, cultural and economic differences between transition economies and OECD
countries, and between trangtion economies themsalves, militate againgt a one-gze-fits-al solution. Yet,
in designing socia safety nets for trangtion economies, three fundamenta issues must be addressed: (i)
trangition shock; (ii) the movement to a market economy; and (jii) popular perceptions about safety net

programs.

Transition Shock. The shock of trandtion has been caastrophic and higtoricaly
unprecedented. No population in the region has recovered fully from the shock, athough some
countries, such as Poland, Hungary and the Czech Republic, are proceeding at a relatively faster pace
towards an economic environment more in kegping with that of OECD countries. Nonetheless, in most
trangition economies, safety net policies need to take into account the trangtion shock, asit resulted ina
country-wide decline in living sandards that in many countries till affects the mgority of the population
Consequently, in these countries safety net policies have a dua purpose — to rectify trangtion loss and
address the needs of the lowest income deciles of the population. In fact, in many countries, the
magjority of the population appear to be more concerned about transition-shock losses and less about
the welfare of the poorest members of the population. This is a result of the prevailing view of the

economy, which is il one that vaues the cradle-to-grave security provided by socidism.

The Market Economy. Of course, the movement towards a market economy is the
fundamenta congderation in the redesgn of the socia safety net sysem. Thus, programs need to be

developed that are sustainable in the future. In other words, the risks of trangtion economies are likely
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to mirror the risks found in other countries with Smilar economic conditions. In normal circumstances,
catastrophic risks should be predictable (and insurable) in the aggregate and should be related to those
risks which pertain to individuas and/or specific communities (floods, fire). Programs should primarily
focus on the risks associated with life events (including initia unfavorable conditions at birth) and cyclicd
fluctugtions. In other words, policies should not only address the current poverty profile but be
designed to encourage economicaly sustainable development and consumption smoothing in the future,
For example, poverty in many ECA countries is concentrated among working-age families due to
unemployment and wage arears. In the future, the issue of wage arrears should diminish and the
trangtion-related component of structurd unemployment should diminish. Thus, a flexible gpproach to
poverty desgn might provide child dlowances to families in which the income-digibility cut off was not
indexed so thet, with economic growth, fewer and fewer families would be included in that part of the
safety net.

Popular Perceptions. The third congderation in designing ECA safety net programs is the
need to secure public acceptance of the role of safety net programs in a post-trangtion economy.
Under the former socidist system, socid programs were primarily intended to assst individuds and
families with specia needs (such as the aged and disabled) rather than to provide a safety net to reduce
economic vulnerability. Persons in poverty outsde of specific sandard groupings were most likely
conddered to be socid deviants. Consequently, there are ingrained attitudes againgt socid assstance as
a poverty reduction instrument that need to be changed. One possible way to bresk down existing
attitudes would be to establish broadly targeted programs, such as child alowances, which are more
likely to gain politicd acceptance. Another possibility would be to develop targeted socia assistance
programs which interact with job training programs and micro-enterprise development as a means to
encourage program participation. A third related strategy would be to inditute public information
campaigns amed at reducing the stigma of benefit recipiency. Such campaigns could reduce the sigma
of program participation in the eyes of society at large, and in o doing encourage digible families to
aoply for benefits.
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B. Policy Objectives

The primary objective of safety net programs in ECA countries is to edablish a risk
management drategy that reduces the catastrophic risk of trangtion and addresses future, more
predictable socid risks that are inherent in market economies. (Such future risks are likely to differ by
country according to each country’s stage of economic development.) Safety net programs should not
only meet risk-coping needs but should reduce the likdihood of income vulnerability nationwide and
mitigate vulnerakility to life cycle trangtions. In ECA countries, the redlization of these objectives will be
difficult in the face of serious budget congtraints and a much reduced tax base due to declines in GDP
and severe reductions in tax compliance, particularly within the CIS countries. Thus, the design of
safety net programs require the careful consideration of trade-offs between groups if poverty reduction
and risk reduction are to be achieved.

For example, the importance of child dlowances in the safety net package is a complex issue.
On the one hand, the provison universa family alowances may place an untoward fisca burden on the
budget. Further, there are red questions and divergences of opinion as to the degree to which parents
are individudly responsible for the number of children they bring into the world and the resources they
dlocate to ther upbringing. These are socia decisons that must be made within a carefully defined
budget congraint on a country-by-country basis. Ceteris paribus, poorer countries should be less
likely to provide untargeted child alowances than those with higher per capitaincomes. Nonethdess,
on the other hand, when the income distribution of a country isreativey flat, with snd| differencesin the
position of the poverty line cresting a sgnificant difference in the percent of the population recorded in
poverty, untargeted child benefits might be the best way to protect children from the adverse
developmenta consequences of poor nutrition and lack of schooling. Thisis likely to be the case in

many trangtion economies.

We have dready examined the way in which child alowances meet dl three risk management
objectives. Thus, the maximization of risk management drategies in trangtion economies with binding
budget condraints suggests that programs be targeted first towards children. Children represent the
future of the country, and investments in their human capital will prevent poverty in the long run. Child

alowances may aso be the best way to provide financid assstance to help mitigate reductionsin living
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gandards resulting from the shock of trangtion. Many World Bank poverty assessments for ECA
countries indicate that children are more likdly to be in poverty. Y, in a Stuaion of fiscd constraint,
child alowances till ought not be universal. They should exclude families with income above a certain
level.? In the future, if child alowances are capped, economic growth will reduce the percentage of
families recaiving adlowances automaticdly, even if initidly they are received by the mgority of the
population. Since child adlowances were not provided to dl families before trandtion, governments
should inform the public that the current am of child dlowances is to soften the impact trangtion shock
— that is it is a trangtiond rather a permanent benefit. In that way, the dlocation of safety net
expenditures can gradudly be targeted to the resdua poverty population once economic growth

resumes and the economy is more normaized.

Child adlowances should dso not be high enough create an environment in which discouraged
adult family members are content to recelve assstance payments ingead of actively pursuing
employment opportunities. Programs that foster welfare dependency are not appropriated risk
management srategies as they do not reduce the risk of poverty overdl. And parents living on the dole
provide poor role models for their children. By contrast, policies which promote employment do
reduce the risk of lifetime poverty for current and future generations. Higher rates of employment
should promote faster economic growth, ceteris paribus, as, in the long run, the best way to reduce
poverty isto raise sandards of living

While risk management drategies suggest that family alowances can address the catastrophic
shock of trangtion and reduce the risk of poverty in the future, the needs of other vulnerable groups,
such as the aged and disabled, are dso important. Many pensioners and persons with disabilities,
however, are not in poverty as they receive pensons, wages, and family support. Consequently,
programs directed towards these groups, and towards children, need to be carefully reviewed to
improve targeting, directing limited budgetary resources towards the poor. Less needy individuals can
purchase goods and services on their own. At the end of the day, the provison of a targeted socia

assgtance benefit avalladle to dl digible households should be the firgt priority of government, and,

2 The concept of ‘affluence-testing’ to exclude the rich, as opposed to including the poor is gaining attention in
OECD countries.
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when necessary, even displacing untargeted child alowances. Targeting aso requires that governments
rectify the current Stuation of overlapping benefits. Benefits need to be ssimplified and coordinated

across programs.

Governments need to evaluate both the incidence and depth of poverty to target programs
effectively. And, ongoing poverty assessments should be implemented to help policymakers decide on
the relative emphasis to be placed on different programs. For example, dthough pensions gppear to
reduce the risk of poverty in many trangtion economies, in other countries, the aged are more likely to
be poor and require an additiond safety net. Similarly, in some countries, poverty is centered in rura
areas and unemployment in the mgor dtiesis minima. While in others, rurd inhabitants are better off
dueto ther ability to grow their own food, and the unemployed and workers with wage arrearsin urban
aress fare less well.  Difficult choices may be required to distribute resources fairly by demographic
group (i.e. the old old, children under five, children of school age, eic.) and geographic location (i.e.
regions with high unemployment; single enterprise towns). Such decisions need to be based on a
reliable objective (empirica) assessments supported by ingtitutiona knowledge.

The provision of targeted benefits in Stuations of budget congtraint may require rict reductions
in untargeted benefits. However, certain popular privileges that are not needs based, may have to be
phased out more dowly for political reasons by grandfathering those currently on the rolls and/or
keegping the amount of the benefit fixed. Assuming some inflation, such benefit cgps will erode in red
terms over time. Further, programs that include the purchase of goods and services (eg. prostheses,
whed chairs, home care) should be diminated for those who can pay, or perhaps provided with a
diding payment schedule. Other benefits, which are overlapping (such as duplicative hedth benefits for
those in areas suffering environmental damege) should be eiminated or phased out as quickly as
posshle. Thisrequires a serious governmenta effort to review al bendfitsindividualy and make difficult
choices when enacting safety net reforms.

C. Program Design and Program Administration

Three key policy objectives for the development of effective safety net programs in trandtion
economies are: (i) targeting, (i) employment promation, and (iii) benefit coordination. Program design

incorporating these objectives, however, requires consderable technica expertise if the objectives are
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to be met. In the absence of clearly delineated and well managed programs, policy initiatives are
unlikely to be successful. Further, the specific detalls of program policy and program adminigration are
asintegra to the implementation of an effective safety net as overdl objectives and design.

Program Design |ssues.

Targeting. Many countries are faced with decisons about targeting safety net benefits and
savices. Given severe resource condraints and growing poverty, targeting can be an important
mechanism for directing assistance to the most vulnerable. However, a number of consderations
become important in assessng when and how certain benefits should be targeted, including: (i)
adminigrative capacity to determine digibility and deliver benefits; (i) adminidirative costs and the costs
of trandtioning to a new system; (iii) politicd consderaions, and (iv) culturd factors and existing

organizationa structures.

Tageting mechaniams fdl into three categories means testing, indicator targeting, and sdif-
targeting. Under means testing, digibility for benefits is based on individuad or household income
(income testing) or income and assets (means testing). To award means-tested benefits, social workers
use standard documentation on income (and assets), possibly augmented by home and neighborhood
vidits to discern sgns of unreported income and business activity (for example, the presence of a new
automobile or televison). Some countries in the ECA region, such as Macedonia, report considerable
success with income targeting, while others do not.  Under indicator targeting, or ‘proxy’ means-
testing, eigibility is based upon one or more indicators which are corrdated with poverty, but whichare
more easlly observable than income, such as household size and geographic location.  Full proxy means
testing relies on Satidtical indicators that are correlated with poverty. These indicators are best
developed thorough a careful andyss of extesve survey data on family income, assats, living
arrangements, and household accoutrements.  Findly, self-targeted programs alocate benefits based
upon individua behavior, such as price subsidies food products which are more often consumed by the

poor.

A number of specific circumstances will shape country decisons about the selection of targeting
mechanisms. Perhaps most important is the difficulty in measuring household income. The highly informd
nature of much of the economy in many the trangtion countries, and the reliance on barter in some FSU
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countries, greatly complicates the measurement of wage income. In many countries, unreported income
and assats, concedled employment, and in-kind and irregular wage and benefit payments are important
factors. In addition, evidence from both quditative and quantitative surveys indicates that many
households, particularly those in rurd aress, rely on home production from private plots. Given these
sgnificant gaps in income data, it is unlikely that income-testing scheme can be afully effective targeting
mechanism. In this regard, proxy means-testing, such as the Paros scheme in Armenia -- which targets
socid assstance based upon a set of indicators, including income -- may be a more redigtic option. A
number of Lain American countries, with high rates of informa sector activity, including Chile, Costa
Rica and Colombia have adopted indicator-based targeting.

While the use of proxy daa as a subditute for individud family income and asset data is
attractive, good survey data must be available and their collection may engender some of the same
problems as those of direct income-reporting. Further, proxy targeting requires that that some variables
ggnificantly vary with poverty satus. 1dedly, the degree of variance explained by the proxy equations
should be rdatively large. Otherwise, this method is as likely to have as many errors of incluson and
excluson as decisons made by socia workers using actua means-testing criteria. For example, recent
reports on the Paros scheme in Armenia have indicated that substantia revison is necessary if the proxy
criteria are to be successful.  Other countries have tried to combine income testing criteria with
judgmental criteria on asset ownership to determine the presence of income from informa market
activity.

Ancther congderation for trandtion countries in targeting benefits is the extent to which pre-
exiding categorica benefits may or may not be effectively targeted. In reforming and redesigning benefit
schemes, the capacity of exigting programs to meet the needs of vulnerable groups is an important policy
consderation. For example, poverty andysis undertaken in Romania found that child alowances were
effective in reaching poor households. Building on this finding, benefit levels were raised in 1997 during
acrigs period to protect the poor from further restructuring. Decisions on whether to target or maintain
benefits are subject to a range of country specific condderations, including political and higtorica

condderations.
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Employment Promotion. A key objective of an ECA safety net should be the promotion of
employment rather than the creation of a culture of welfare dependency. It is dl too easy to desgn
programs that have benefits thet are high enough to discourage work or to have such sharp reductionsin
benefits once a certain income is reached so that work effort is effectively discouraged.  Such work
disncentives are known as poverty trgps. For example, in Macedonia in the early 1990s, sociad
assstance payments provided a family of four with the equivaent of the average wage. Naturdly, with
such generous benefits there was little incentive for the unemployed to search for new jobs even after
their unemployment benefits were exhausted. In Poland, the dligibility criteria for the housing subsidy
program contains sharp income cut-offs which provides every incentive to limit family income,

The linked issues of poverty traps and work incentives have been one of the primary motivators
for the reform of socid protection programs in OECD countries. These issues have been given little
atention in trangtion economies, however, dthough they are likely to become incressingly important.
The relative inattention to these issuesin safety net program design is probably related to severd factors.
Firg, socid assstance benefits in many countries are minimal, poorly targeted, and provided to so few
that poverty traps are inconsequential.  Second, to date, the international community has paid more
attention to penson and unemployment insurance programs than to safety net policies. Program-design
andysis to avoid poverty traps and work disncentives is sophisticated, and currently relatively few
andydts in trangtion economies have the tools to conduct such andyds. Thisisan areain which greater

technica capacity-building training would be opportune.

There are many reasons why policies to encourage work incentives are likely to become more
important to trangtion economies in the future. In some CEE countries, a population of long-term
unemployed has dready developed; in others, socid assstance is being used to maintain workers on
jobs without pay. In each case, governmenta support discourages job search and/or self-employment
activities. Work incentives would also be enhanced by greater coordination between targeted casht
benefit programs and jobs programs. As such, it should be a government priority to direct employable
paticipants in means-tested cash benefits programs to jobs programs, including training, micro-

enterprise development, public service jobs, and multi- purpose programs such as SIFs.
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Program Coordination: Limited linkages between safety net programs and jobs programs are
only one area in which program coordination can be improved. The socidist legacy of overlapping and
fragmented programs complicates and raises the cogts of benefit adminigtration, and limits the ability of
the system to provide for the comprehensive coverage of risks.  Many programs represent categorical
entitlements based on pre-trangtion assessments of vulnerability and/or privileges for groups considered
to have provided exemplary service to society (under socidiam). Program coordination would include
the dimination of pre-trangtion entitlements that are not needs based and the amagamation of
overlgpping bendfits, such as the multiplicity of categories of child benefits that exist in many countries.
Current fragmented benefit sructures aso multiply the difficulties of establishing incentives within the
sysem to minimize poverty trgps and provide labor market incentives.  While many countries are
garting to smplify and consolidate duplicative benefits, particularly family benefits, much more needs to

be done to create a coherent and comprehensive safety net.

Cash vs. In-Kind Benefits From atheoretical perspective, cash benefits are generdly preferred
to in-kind benefits, as they avoid digortionary consumption effects which reduce individud and
agoregate welfare. However in-kind benefits may be preferable in certain circumstances by encouraging
the consumption of essentid goods and/or improving targeting through self-sdection. In trangtion
countries two factors are particularly important in choosing between cash and in-kind benefits. Firg, in
countries with high levds of inflation, in-kind benefits may be preferable as they hold ther red vdue
while cash benefits are eroded. Many ECA countries have experienced bouts of hyperinflation, when
the red benefits of cash transfers dropped dramaticaly. A second consderation is administrative.
Where countries lack the adminigtrative capacity to target and ddliver cash benefits, in-kind benefits may
be more gppropriate, at least in the short run.

Typicd in-kind benefits subsidize specific consumption items such as housing, energy, food and
trangportation.  In pre-trangtion economies, digortionary price structures provided implicit in-kind
benefits to everyone in the population. Since trangtion, with the implementation of market pricesin
many parts of the economy, targeted subsidies have been provided to relaivey lower-income families
for energy and/or housing. In theory, these subsidies ought to have offset the impact of the second
wave of the trangtion shock resulting from price liberdization. In practice, they could turn into a



continuing entitlement even after the economy has adjusted to the new price structure. Such subsidies
aso digtort consumer preferences and therefore do not maximize welfare. If such benefits incorporate a
fixed digibility cap not indexed for wages or prices, however, as the economy regains momentum a
smdler proportion of the population will receive the benefits. For example, in the Czech Republic,
means-tested energy subsidies are provided to offset the rapid increase in fud prices, but they are
scheduled to be phased out after severa years.

School lunch programs are frequently identified as an example of a positive in-kind program.
These programs, which offer nutrition to children, dso provide incentives to low-income parents to
continue their children’s education. While educationd attainment has been high in trangtion economies,
as universa literacy was a priority under the former regime, in the face of condrained educationd
budgets and lower red family income, school attendance rates have sarted to decline in some countries.
Thus, school lunches may offer congderable externdities to society which may outweigh targeting errors
of indusion.

Assgtance to groups with specid needs is particularly chalenging in the trangtion context.
These are often groups that fdll within the rubric of pre-trangtion socid policy. With the trangtion, the
incidence and range of societd problems has grown. Conditions such as disability, homeessness,
suicide, domestic violence, adcohol and other substance abuse require a diverse mix policies and
programs. Determining the appropriate baance of in-kind and cash benefits and services is an mgor
chdlenge, particularly given the undue emphasis placed on inditutiondization in socidist regimes. Shifting
away from in-kind provison of services to cash benefits through the de-ingtitutiondization of children,
elderly and disabled is currently being tested in Romania and Lithuania Smilarly, foster-care programs
are being encouraged in Sovakia as an dternative to orphanages (See Box 3).

The provison of socid services is interconnected with the issue of targeting.  Pre-trangtion,
many services were provided for the disabled and dderly regardless of income. These included
trangportation, prosthetic devices, spa treatments, and specid diets. These services are no longer
affordable on an untargeted basis. Yet there gppears to be a strong social consensus in favor of their
provison. One solution is to provide referrds for such services, but not payment or service provison

itsdlf, to those who can afford to pay. For those with dimmer resources, the provision of services could
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be fully paid for or subsdized by socid welfare offices. Changes of this nature are currently being
implemented in the Sovak Republic.

Box 3: De-indtitutionalizing Social Policy in ECA

One of the most deleterious legacies of socid safety nets under socidism was their over-reliance
on resdentia inditutions for socid care. Inditutionalization was often the only option for the ederly who
were unable to live on ther own, adults with physicd and menta disabilities, and children in difficult
circumstances due to poverty, ethnicity, disability and other risk factors. In many cases, those who were
placed in inditutions were those most vulnerable and margindized within society, including the
chronicdly ill, criminds, children with learning disabilities and Roma and other minorities. Recent data
suggest that nearly 3 million people live in approximately 7,400 inditutions in ECA, of which
approximately 820,000 are children.

While the degree of inditutionaization varies across ECA countries, this phenomenon has in
generd increased during the trangtion, in particular for children and the disabled. The growth of poverty
and the eroson of the socidist safety net and guaranteed employment have led to increasses in
vulnerability and socid risks and, consequently, inflows into inditutions. As an example, in Lithuania, the
number of children in resdential care grew 32 percent between 1990 and 1995 and in Kyrgyz Republic
the number of children in inditutions rose by 69 percent between 1992 and 1995. Not only has
trangtion led to growth in the indtitutiondized population, but evidence indicates that living conditionsin
indtitutions have deteriorated sgnificantly as budgets have shrunk and operating costs — indluding those
for energy and maintenance — have expanded with price liberaization.

Many ECA countries have begun exploring aternatives to ingtitutions for addressng socid welfare
needs. Experience of western European countries and the United States suggest that community based
sarvices, such as home care and day services, and specia education programs for children with learning
disabilities can be more effective, efficient and humane options. ECA countries are well-positioned to
begin developing such sarvices and to shift away from resdentid inditutions, as decentrdization and
increased NGO activity and community participation in civil society have laid the groundwork for
grester consumer involvement in socia services.
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Making the trandtion to community based care involves dgnificant changes in country
approaches to socia policy. Six eements form a comprehensive and integrated strategy. (1) Changing
public opinion and mohilizing community support; (2) Strengthening the community-oriented socia
welfare infrastructure, such as schools of socid work, training programs for staff in resdentia inditutions
and g&ff in loca socid assgance offices, (3) Rloting community-based socia service programs to
provide the flexibility for testing a wide range of gpproaches and adlow for identifying and correcting
inappropriate approaches and mistakes made on a smal scae; (4) Designing pilot projects to reduce
the flow of individuds entering resdentid ingtitutions and to reintegrate individuas into the community;
(5) Redesgning, converting, or dosng individud fadilities. Personnd in resdentid inditutions can be
retrained on new forms of service delivery, and aternative uses for ingtitutions can be found. (6) Based
on piloting experience, developing a nationa system of community-based socid services with revised
legidation on dassfication, placement and rights of the vulnerable, new funding streams, monitoring
evauation, and accountability.

Some ECA countries are dready leading the way in this transformation. For example, in three
communities in Lithuania, disabled children are atending classesin day centers. In Constanza, Romania,
gpartments with house parents are used to care for HIV-positive children who attend a regular school.
In Shkodra, Albania, a family support center for keeping at-risk families together provides counsdling,
home vigting, parent training, and referrd sarvices Findly, in Armenia, through its “ Children’s Initiative’
the government is devel oping a comprehensive strategy for deindtitutiondization and the development of
reintegration programs for children in resdentid care.

Adapted from D. Tobis, “ Moving From Residential Institutions to Community-Based Services in Eastern Europe
and the Former Soviet Union” Forthcoming World Bank Study.

Socid services, in paticular, are ones which could be provided through community
organizations and NGOs. Partnership with non-state actors can help increase the range of socia
services which are available, improve qudity through competition and increase public participation and
ownership of safety net programs. Some sarvices and programs may be more effectively ddivered
through NGOs. Some countries may find that certain specidized programs can be handled more
effectively by NGOs. Another possibility is for the date to agree to have some Government programs
be contracted out to the NGOs. However, careful consderation of the roles of state and non-state
actors is important to ensure that the state does not abdicate its role in socid policy, particularly in

countries with more sarious income constraints.

Administration and institutional capacity

Adminigrative smplification goes hand in hand with program consolidation. In many cases,
related and overlgpping benefits are ddivered by separate implementing agencies. For example, in
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Bulgaria medicines for low-income patients were distributed through both the Ministry of Labor and the
Ministry of Hedth, and child dlowances were paid through four different agencies: the socid assstance
system for poor households, the labor offices for the unemployed, the socia insurance system for the
employed and the Minisry of Educetion for sudents. Smplifying benefit Structures should be
accompanied by asmilar rationdization of administrative bodies.

Building adminidrative and inditutional capecity for ddivering safety net policies is an urgent
need across the region. Because of the increased demand for safety net policies and the introduction of
new programs and sarvices, exiding inditutiond arangements have had difficulty meeting needs.
Inherited safety net indtitutions were weak to begin with -- not least because socid welfare services
were conddered low priority ‘unproductive’ sectors. Adminidrative condraints included (among
others): (i) week inditutiond coordination and unclear divison d labor among ministries and different
levels of government; (i) poorly trained staff; (iii) lack of incentives for st&ff; (iv) lack of flexibility and
overly bureaucratic inditutions, and (v) lack of transparency and communication with the public. In
addition, the adminigtrators and staff of safety net programs often do not redlize that the rationde for a
safety net in a market economy differs greetly from the rationae for programs before the trangtion,
when socia services were just supplements to cradle-to-birth security based on guaranteed jobs and
Specid privileges.

Decentralization. Local and municipad governments have been granted increased autonomy in
the adminigration and implementation of socid policy. Baancing intergovernmenta respongibilities for
financing and delivering bendfits is a tricky task involving equity and efficiency tradeoffs. On the one
hand decentrdization is desirable because loca governments are better able to evauate and respond to
locd needs, while on the other, lack of centraization makesit difficult to ensure the equity and qudity of
program adminigtration across locdities. In particular, two specific problems arise. While locdly
managed socid wdfare offices are more likely to know community and individua needs, they may also
be more prone to show favoritism in the distribution of assstance. Further, the financing of socid safety
net programs often requires the subgdization of one region by another. When such subsidization
becomes transparent, more affluent regions may be unwilling to support programs which require larger
subsdies. In addition, while decentralization was an expected and necessary development following



decades of rigid centrd control, decentrdization proceeded unplanned in many cases, and locd
governments found themsdves without the fiscal basis to fund their new found responsibilities.

The decentraization of safety net programs has led to adverse outcomes in a number of
countries, as local governments have lacked the resources to pay bendfits to digible recipients. In
addition, where funds for safety net policies are not earmarked, decentralization has often left payment
of benefits to the discretion of local government officids. In contrast with other policy areass, such as
education and hedlth, socia assstance often loses out in budget battles due to the lack of strong vested
interests (e.g. doctor and teacher associations). Faced with competing interests, socia assistance is
often left unfunded (eg. in Bulgaria, Romania, Lithuania, Russia). Decentrdization proceeded in an ad
hoc manner during the early trangtion period -- as state owned enterprises divested services and the
sate attempted to ‘off-load’ fiscal responghbilities on to loca governments. As a result some countries
have recently begun to re-centralize aspects of socid assistance (Latvia, Bulgarid). Y et other countries,
such as Uzbekistan, which utilizes the *‘mahdlas in communities, safety net program operate with a high
degree of locd autonomy. Sovekia is atempting to seect a middle road in which policies and
adminigration are centralized but loca offices are being given increasing ability to make decisons about
benefit digibility on a case by case bass.

Building poverty monitoring capacity. Accurate information on socid needs is an essentia
element of safety net policy. Targeting, in particular, relies on detailed information on the characteritics
of the poor. ECA countries inherited weak information systems for administering safety net policies.
Data collected were often incomplete and inaccurate and surveys and information systems were not
designed with policy andyss in mind. In generd few channds existed for incorporaing andyss into
policy ddiberations. One of the most urgent challenges countries face is strengthening the availability and
use of information for designing, monitoring and evauating policies.

V1. BANK INVOLVEMENT AND DIRECTIONSFOR THE FUTURE
A. A Framework for Bank Assistance in ECA Safety Net Programs

The attention devoted to the development of safety net programs in trangtion economies needs
to be as intengve, if not more intensive, than that dready provided other socia protection policies.
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Program design must be quite country specific — in fact, even more gecific than that required in the
design of penson and labor market policies. Up until now, however, rdatively less time and effort has
been devoted to the redesign of socid safety nets. In sum, whereas the Bank has ascribed the highest
priority to poverty reduction, the attention provided safety-net programs has not been commensurate
with thelr importance. One reason for this lacuna may be the fact that the cash-benefits and socid
sarvices are not traditiond areas of Bank involvement. Yet consderable capacity has been devoted to
program evauation and poverty assessments.  Equivaent attention is now needed for policy design and
implementation.

The development of World Bank programs to meet the safety net needs of ECA countries must
be formulated as coordinated multi-year efforts rather than a series of unconnected initiatives. Individua
operations should be developed within an integrated framework in which each prior operation is a
building block for subsequent efforts. Bank operations should serve to both inform the Bank and build
capacity within Governmen.

The World Bank has four basic types of activities at its digposa to help ECA countries design
and implement requisite safety net strategies and policies. First, the Bank may conduct economic and
sector work (ESW). Inthe area of socid safety nets, the most important product would be the poverty
assessment.  Second, based on that assessment, the Bank can support changes in safety net programs
and policies through sectord adjustment loans. Adjustment loans should not be provided on a stand-
aone basis, however, as policy changes aso require changes in program management, adminigtration,
monitoring, and evauation. Thus, a coordinated implementation loan should be developed at the same
time as the adjusment loan. Further, some of the new lending instruments such as LILs and APLs
provide new opportunities for Bank involvement, paticularly in nonttraditional areas.  Additiond
funding through IDF grants, PHRD grants, and trust funds from other countries should not be
overlooked in the development of safety net reform.

Last but not least, the Bank may directly provide technical assstanceitself. This assistance may
be furnished to our clients even in the absence of an adjustment operation. In effect, one of the primary
products of an adjustment operation is just this type of technical assstance. It is likely, however, that
even in the absence of an adjustment loan, an investment loan to supplement the Bank provided TA, to
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increase inditutional cgpacity through training, and to upgrade information technology and facilities
would be needed. Alternatively, such assstance could be provided by, and/or supplemented by,
bilateral, internationa, and NGO ass stance, as appropriate.

Economic and Sector Work (ESW).

Ongoing poverty assessments are required prior to the development and implementation of
sgnificant policy and administrative changes. Such assessments develop measures of poverty that are
country specific and measure both the incidence and depth of poverty. Different standards should be
used to measure the sengtivity of the poverty line to smal changes in measurement. The digtribution of
incomeis aso important to policy development and needs to be consdered specificaly in ESW. With a
norma income digribution it is easer to st a poverty line that is rdativey impervious to its exact
placement. With a digribution of income that is reatively equa except for the upper tal, smal
movements in the poverty line can lead to large movements in the measured incidence of poverty.
Poverty assessments should also determine the economic and demographic profile of poverty. In other
words, which measurable groups have a higher risk of poverty that others. This type of informéation is

crucia to the development of program design.

Poverty assessments should involve appropriate ministerid officias and government experts so
that inditutional capacity and knowledge is developed within the country. Since living standard
assessments are done with the consent of the country, the building of capacity can be developed as a
integra part of the project. The results of poverty assessments and other Bank ESW should be
digtributed widely throughout the country through trandated text and within-country presentations.
Further, within Bank coordination is aso necessary. When country-specific ESW is conducted by units
in the center (research or network), it should be distributed and presented to staff in PREM and
ECSHD operationd units. Further, more generdly, coordination between PREM and ECSHD should
be ongoing in these areas. And the HD network and center research units should ensure that country
gpecific studies done within the Bank or outside the Bank be distributed to appropriate st&ff within
PREM and ECSHD.

Consderable education is required in trangtion economies among both high levd officids and
others with an interest in safety net issues, indluding mid-level government officids, government anaysts,
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business, labor unions, and the press. As a result, there is consderable scope for a series of
conferences on safety net policies Smilar to the many conferences held on pendion policy issues snce
the gtart of trangtion. To date, this opportunity has not been seized, with the result that there appearsto
be consderable misunderstanding of the role of safety nets in a podt-trangtion environment. Within the
Bank, collaboration with EDI in these areas should be developed further.

Policy Devel opment

In developing adjustment operations (as well as providing free-standing policy advice), the Bank
should involve country counterparts in the development of the policy matrix to ensure project ownership
by the Borrower. Idedlly, these discussons should include evidence from economic and sector work to
motivate the need to search for new policy dternatives. Discussons between Government
representatives and the Bank mission team should be conducted as a two-way didogue in which the
Bank daff ligen as much as they recommend. Only by lisgening can Bank daff understand the
importance of both political and socia congraints, as well as socid and political opportunities, to design
innovative policies and programs. Mission teams should both be willing to work with governments and
be willing to walk away from policy loans should there be insurmountable differences of opinion on key
determinants of program success. Bank teams should be open to a diverdity of safety net solutions
induding the panoply of cash and in-kind benefit aternatives. In addition, new idess should be
investigated, particularly in the area of socid services, including the deinditutiondization of children and
the strengthening of community based socid services (Romania, Bulgaria, Armenig, Lithuania). Asthe
diversity of socia risks increases in ECA, the Bank is chdlenged to address new aress (eg. post-
conflict support, Roma issues, etc.). Similarly, the Bank should not shy away from the use of pilot
projects in policy or adminigtration when natiorwide solutions are not acceptable or when evidence is

not sufficient to rank one policy more favorably than another.

Investments in Social Safety Nets

Investment operations ought to be fully coordinated with safety-net policy reform. Frequently
the management and adminigtrative structure to implement new policies must be put in place before the
reform can be successful. Such adminigrative changes may require technica assgtance with
organizational desgn, management training, daff training, and organizationa fadlities (including
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information technology). Second, management information systems may be needed to monitor program
success in terms of operationd efficiency, outreach capacity, and the minimization of fraud and abuse.
Additiond capacity may need to be developed to assess overall program success -- for example, in
monitoring the duration of program participation and trangtions into employment. Further, client follow-
up studies of the poverty profile of the population and the efficacy of income support and socid services
to serve that population may require additiona training and resources to build capacity from within.

An additiond form of technicd assgtance that is particularly important in ECA countries is the
dissemination of public information explaining the rationale for socid safety net policy reforms. Over the
past severd years, the importance of public information campaigns related to pension reform has been
increasngly recognized. Certainly, experience with the Polish penson reform program suggedts that
public information can be crucid to gaining public acceptance. The use of public information to spotlight
the Macedonian privatization program was sSmilarly important to its successs To dae, public
information has not been used to support socia safety net initiatives. Y e, thisis an areain which pre-
and pogt-trangtion differences in the objectives and methods of securing minimum living sandards are
as griking as the differences between pay-as-you-go and funded pension systems. And, it both cases it
is the psychologica perception of the role of the State that is crucid. In both cases, the population
needs to move away from the concept of state provison and state responsihility to the concept of
individud respongbility. This is a difficult step to take when what is often evident to the mgority of
citizensis a loss of economic gability and government guarantees. Consequently, the advantages of a
safety net based on risk management strategies need to be stressed and compared to the disadvantages
of asystem which ultimately failed current and future generations dike.

B. A Review of Bank Operations Related to Safety Net Policies

To assess the volume of work conducted for ECA countries since trangition in a comprehensive
way, it is helpful to categorize World Bank operations according to seven regiona groupings. While the
countriesin each group have a number of common features in addition to geography, these grouping are
in no way structured to present a critica andyd's based on government structure, per capita income,

economic Stuation, cultural congruence, or any other measure of smilitude.  The groupings selected
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are: (i) Centrd Europe; (ii) the Baltics, (iii) Bakans|; (iv) Bakans|l; (v) Russaand Neighbors; (vi) the
Caucasus, and (vii) Centrd Asa

In discussng Bank operations, we focus on three categories of Bank activity — economic and
sector work (primarily poverty assessments, but including other economic and sector work as well);
adjusment loans (including SALs, LILs and other operations), and investment loans. A ligting of mgor
World Bank safety net projects in trangtion economies is provided in Annex 2. We focus on countries
in which al three dements — ESW, policy advice, and investment support -- have been present and on
the ways in which sector work, policy work, and implementation projects have been coordinated.
There are many reasons why the Bank’s activities in a particular country, however, may not have
contained dl these dements. In particular, the Bank’s activities are demand-driven — that isif a country
is not interested in a policy diaogue about its socid safety net programs, a sructurd adjustment
program cannot be initiated. Second, with a limited staff, Bank managers must make strategic decisions
about the palicies and inditutions which will be addressed. Socid safety net issues may have not been
on the radar screen of Bank operations and ECA governments at the start of the trangtion. Other
issues within the human development sphere, such as penson reform, may have taken precedence.
Further, privatization projects, banking reform, macroeconomic stabilization, and other critical reforms
may have aso taken priority in the difficult process of transition.

Central Europe

The countries included in the Centrd Europe grouping are the Czech Republic, Hungary,
Poland, and the Sovak Republic. Both Poland and Hungary had extensive poverty assessments and
other sector work conducted relatively early in the trangtion. A recent CEM was finished for the
Sovak Republic in 1998 and one is in process for the Czech Republic. Both these documents have an

evauation of the socia assstance system.

In Braithwaite, Grootaert, and Milanovic (BGM, 1998), a Satistical andyssis presented on the
impact of the socid assstance programs in two of these countries. Poland and Hungary. The findings
are not entiredly encouraging. Poland was found to have a rdatively high poverty line and provide
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generous benefits to a rdaively low percentage of recipients® Nonetheless, only 27.2 percent of

recipients were in the lowest consumption decile and 35.5 percent of al recipients were not poor.

While these findings suggest that targeting could be improved considerably in Poland, the findings for
Hungary are no more encouraging. In Hungary, the poverty line was rdatively high, the number of
recipients was aso high, and the amount per recipient was low. In Hungary, 34.7 percent of recipients
reported consumption in the lowest decile but amost 87 percent of the households recaiving benefits
were not poor.* Thus, program leskage in Hungary was substantially worse than in Poland.

These findings suggest that in the past it would have been gppropriate for the Bank to have
pursued discussions with Government on the implementation of the safety net programs. Unfortunately
this did not occur, and by now both countries are unlikdly to request Bank assstance as they quickly
graduate to European Union status.

The Baltics

The Bdltics include the traditional countries -- Estonia, Latvia, and Lithuania Only Estonia has
had aforma poverty assessment. Both Latvia and Lithuania have had bank projects that have included
asocia safety net component. In Latvia, A project was funded in 1998 with the objective of designing
amore efficient and effective ddlivery system for socid security including increased use of dternativesto
inditutiondizetion. In addition, recent sector work has included an assessment of the Latvian socid
assgtance reform.  Thus, while operational work in Latvia did not follow an initid poverty assessment,
policy advice has been combined with implementation assstance and sector work to improve the
Latvian socid safety net.

In Lithuania the Bank gpproved an innovative project in 1997 which includes support to
srengthen safety net policies — including monitoring and evaduation, and support for community-based
socid service development with the objective of reducing ingtitutiondization. The Loan suypports multi-
sarvices socid centersin Six municipdities which provide mostly day servicesfor a risk groupsincluding

mentally handicapped children, children in need of short-term care prior to placement in foster homes,

% In Poland social assistance benefits included income tested scholarship; social assistance from enterprises; alimony
from social fund; social assistance for nursing; social assistance; and others benefits.
*In Hungary social assistance benefits were comprised 34 programs (including assistance of long-term unemployed).
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battered mothers and children, acohol and substance addicts and the elderly. Early results suggest that
the programs are progressing well and may be replicated across the country.

BGM provide an assessment of the Estonian socid assistance program based on 1995 data.”
The assessment indicates the program was not as effective as those of the two Central European
countries discussed above. However, the sysem was sgnificantly changed in 1997 — through a
combination of two programs, a means-tested housing alowance, and an income support benefit, and
indications from the latest household survey are that the effectiveness of the safety net has increased.
While there is room for improvement in this system, the Bank has gpparently not had the opportunity to
effect policy reform through an adjustment loan. The last poverty assessment was conducted in 1996; a
new poverty assessment is planned for 1999. Hopefully, this new assessment can lead to a further

policy didogue.
Balkans|

The Bdkans | group includes Bosnia-Herzegovina, Croatia, Macedonia, Slovenia, and
Y ugodavia— in other words dl the countries that used to make up the Former Yugodavia. So far, the
only poverty assessment was done in Macedonia, dthough poverty assessments for Bosnia-
Herzegovina and Croatia are planned for the upcoming years. The Bank has been requested to do little
in Sovenia (except for minor technica assstance) and will not launch any programs in Belgrade until
politicd conditions warrant it. Work in Macedonia has included andysis, policy development, and
investment assstance. These activities began with an investment operation which contained (i) technical
assigtance to develop a poverty line and (i) investment funds to establish pilot socid welfare offices and,
eventudly, upgrade the information technology within dl the socid welfare offices. While work in
Macedonia did not start with a poverty assessment, Macedonia did not have a fragmented socia
assstance system, o it was more possible to provide investment assistance in advance of policy reform.
Further, the technical assistance provided in the investment loan included the development of a poverty
line. This ensured that the subsequent poverty assessment and adjustment loan could be prepared

®In Estonia, social assistance includes subsistence benefits, other support from state or local governments, and
social support from enterprises and other organizations.
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smultaneoudy.® These efforts were extremely successful and integrated, in part, because of the prior
development of the poverty line. Further, the adjustment loan also covered labor market issues so that
linkages between programs were considered during the operation. Government was aso concerned
about work incentives due to the substantial growth in the number welfare beneficiaries. In sum, our
operations in Macedonia represented alogica development on the part of the Bank.

Balkans 1|

The Bakans 1l group includes Albania, Bulgaria, Romania, and Moldova. This group of
countries present a very ambitious profile in terms of Bank involvement. Each country has had a
poverty assessment, an adjustment operation with a safety- net focus, and either an investment operation
or the development of a socid investment fund. Nonetheless, the path taken in each case has been quite
different. In the future, Moldova is scheduled for a second poverty assessment, and Romania for a SIF
While the Bank has not planned a SIF for Albania, the poorest country in the region, recent civil unrest
and lack of accessto al parts of the country may make such an operation infeasible at thistime.

A great ded of work has been done in Albania, but it has been somewhat fragmented. For
example, in Albania, the poverty assessment was finished in 1997 by ECSPE, while ECSHD’s Socid
Safety Net project was started in 1994 prior to the assessment. Nonetheless, Albania's safety net
programs have been sustained by World Bank investment activities. A new living sandards study is
scheduled for 1999 which will hopefully be linked to further policy didogue.

Improvement of Romania s safety net programs has been the focus of considerable World Bank
activity snce 1991 when the Ministry of Labor and Socia Protection received technical assstance as
part of alarger Technical Assstance and Critical Imports (TACI) Loan for the Government as awhole.
This was followed by comprehensive sector work in 1992, and the Employment and Socid Protection
Project in 1995, which seeks to consolidate fragmented socid assstance benefits and streamline
adminigration and targeting. A complete poverty assessment was undertaken in Romania in 1996-97,
based upon an integrated household survey financed under the TACI Loan. In support of the ambitious
economic reform program of the new Government eected in November 1996, the quick disburaing

® A small investment |oan was also provided to support the adjustment loan.
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Socid Protection Adjustment Loan (US$50 million) was gpproved in June 1997 to provide support for
policies to improve the socid safety net, including cashbenefit and in-kind programs. In addition,
another investment loan focuses on socid services for children, induding an extremely innovetive
initigtive to help street children and to reduce indtitutiondization through improved incentives for home
and foster care. Most recently, the Socia Investment Fund Loan has been gpproved and signed by the
Government (January 1999). However, implementation of projects is still hampered by excessvey
centralized and complex adminigtrative procedures, most of which are a legacy of the Ceausescu era
and the Bank isworking aggressively with the Government on improving both policy and implementation
of projects.

Bank activities in Moldova accderated in 1997 and 1998. In 1997, an adjusment loan
included conditionality to make timely payments to socid asssance beneficiaries.  This work was
followed by a poverty assessment that is currently ill in draft form. Simultaneoudy, a SIF project was
developed and the proposed credit is about to go to Board. While the coordination of thiswork is not
clear, it provides a solid groundwork for further support.

Congderable work has aso been done in Bulgaria, including a poverty assessment that was
darted prior to Bulgarial's 1997 economic collgpse and finished afterwards using a follow-up survey.
BMG concluded that Bulgaria had ardatively low poverty line, alow number of recipients, and low per
recipient benefits’. The study indicates that 20.5 percent of an insignificant amount of funds were
received by the lowest decile and that 87 percent of social assistance was received by those outside the
poverty population. The draft poverty assessment compares the poverty rate in 1995 and the poverty
ratein 1997 and finds it increases from a 5.5 percent rate to a 36.0 percent rate, asgnificant increasein
the incidence of poverty due to a second round trangition shock. The 1997 andysis indicates that 17
percent of the poor receive socia assstance as do 12 percent of the nonpoor. The 1998 Social
Protection Adjustment Loan supports efficiency improvements in the safety net programs and the
redllocation of resources within existing programs towards needy groups, without increasing public
expenditures. The framework for targeting is the poverty assessment. Although thereis no companion
implementation |oan, technica assstance for inditutiond reform and public relations is being supported



separatdy through grant from the Bank's Indtitutional Development Fund (IDF). Further, as a result of
current economic conditions, a socid fund project is dso in preparation.  Other initiatives related to
safety net issues are being pursued as well.

Russia and Neighbors

The countries in this grouping include Russa, Ukraine, and Belarus. As Russa is by far the
largest and the most important country on the internationa stage, condderable ass stance resources have
been targeted towards Russia by the international community. These efforts have been multiplied since
the collgpse of the Russian economy in 1998. The Bank has produced some of the earliest and most
sophisticated work in poverty and socia safety net policies in Russa BGM reports that Russa has a
rdatively high poverty line, a high number of recipients, and ardatively low per-recipient benefit® Their
sudy indicates that 64.5 percent of socid assistance benefits go to the nonpoor and that 87 percent of
the poor receive no socid assstance. Thisis not an encouraging record. While the 1994 Employment
Services and Socia Protection Project (ESSP) was, n pat, intended to review socia assistance
programs, this segment of the program was not implemented. More recently, however, Government
has started pilot projects on a regiona level to be supported by the ESSP and the Socia Protection
Implementation Loan (SPIL) (the coordinated investment loan for the 1997 Socia Protection
Adjusment Loan (SPAL)). That loan provides for a comprehensive review of al sociad assstance
programs and the rationdization of benefits. Child dlowances are aso included in the policy conditions
for the loan. As these efforts were Sdetracked by the recent financia collapse, ECSHD has
pearheaded an effort to review the safety net needs of the Russian Federation which isinclusive of both
ECSHD gaff and colleagues from aher areas of the Bank who have conducted much of the Russian
economic and sector work.  While initid Bank efforts towards safety net reform have not been
extremely successful, particularly in view of the wedth of knowledge gained about the needs of the
country, overarching difficulties in other areas have made progress toward safety net reform rather

beyond the Bank’ s control.

"In Bulgaria, social assistance included social benefits for households.
®n Russia, social assistanceis paid by the local authorities; fuel allowance are not included in the study.
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Much less sector work and cooperation has been forthcoming from Ukraine and Belarus. In
1996, a Ukrainian poverty assessment was conducted, followed by a very smal US2.6 million Socia
Protection Support project, whose primary purpose is to support the administration of the housing
subsidy. There will be a continuing didogue with Government to decide on future sector work on socid
safety net issues. Ukraine has not been one of the most prominent reformers in the CIS. The Bank
conducted a poverty assessment for Belarus 1996, but no follow-up policy adjustment or
implementation loans. Some work by consultants is being funded through trust fund financing. Belarus

has been even less reform minded than Ukraine.
The Caucasus

The three countries included in the Caucasus region are Georgia, Azerbajan, and Armenia. The
needs of these countries are somewhat different from those of the others we have discussed, except for
Bosnia, as regiond conflicts have had a consderable adverse impact on their economies and on
economic growth.® In Georgia, a poverty assessment will be completed in 1999. A SIF project went
to Board prior to that assessment. In Azerbaijan, a poverty assessment was completed in 1997 and a

socid protection SIL is scheduled for the future.

Bank involvement in Armenia has been the most extensve among the Caucasus countries in
terms of sector work. A SIF has been recently introduced and an interesting proxy targeting system has
been developed based on a scheme for didributing humanitarian aid. Evauations of that program,
however, suggest thet it should be revised to gainer greater participant acceptance and improve the
accurecy of the targeting indicators. Nonetheless, the willingness to try new approaches is a podtive
ggnd for the Bank. In addition, the Bank is supporting deingtitutiondization of children through an IDF
grant. Further policy work and investments in nationwide Government capacity is wanting. Given that
this is a post-conflict country, however, the timing for the development of more stable programs may be
difficult to apprise.

® Whileinternal armed conflict has also affected Russia, its impact was far less given the size of the conflict and
conflict region relative to the size of the country. Moldova, and Albania have also experienced conflict, with political
conflict in Albaniaand ethnic conflict leading to a seccessionist region in Moldova.
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Central Asa

Centrd Asais composed of agroup of five countriesthat are very different in their populations,
economies, and approaches to reform. Tgikistan is the fifth major post-conflict country in the region.
To date, past and current work have focused on poverty assessments. Work in Turkmenistan has been
limited to a forthcoming poverty assessment. LSMS work started with financing from a Technical
Assigtance and Indtitution Building Project, but was suspended when the Bank halted disbursements to
Turkmenistan in 1998. Some andysis of socid assistance was carried out as part of the CAS dialogue.
Work in Uzbekistan has aso been limited to poverty assessment preparation. These Governments have
been less interested in conducting a didogue with the Bank than those of the Kyrgyz Republic and
Kazakhstan.

Bank involvement in safety nets in the Kyrgyz Republic has been intensve and ongoing,
beginning in 1994 under the Socid Safety Net Project supported the design and implementation of a
new means-tested socid assstance benefit through extengve technica assistance and training. Lessons
learned from piloting and evauation under the Project informed the drafting of a new Law on State
Bendfits, which became effective May 1998 and provided the regulatory basis for the Unified Minimum
Benefit (UMB), the monthly socid assstance program, and additiondl categoricad benefits. Early
assessment conducted in September 1998, suggests that the program is functioning well. Additional
support for strengthening of the UMB is being provided under the recently approved Sociad Sector
Adjustment Credit (SOSAC), which went to the Board in November 1998. Safety net measures in the
SOSAC include the development of a permanent system of poverty monitoring and household surveys,
as well as assessments of the effectiveness of targeting under the UMB and the potentid impact of the

removad of utility prices on the poor and the implications for socid assstance.

In Kazakhgtan, work on safety netsis now progressing rather rapidly after rdatively little activity
on the topic prior to 1997. An adjusment operation focusng on public adminigtration included a
component on housing alowances which provided some insight into socid safety net delivery. A 1998
poverty assessment is providing the andytic foundation for a Socid Protection Reform Adjustment Loan
(SPRIL) that is currently under preparation. That operation will focus both on safety net and labor
market issues. During preparation, a companion Socia Protection Implement Loan (SPRIL) will be
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developed which could include traditiond products such as technical assstance for adminigtration or

more recent gpproaches such as the implementation of a SIF.

Conclusions about Bank Oper ations

The Bank has an impressve portfolio of activities on poverty and socid safety net policy
evauation in ECA. Poverty assessments have been conducted for 17 out of 26 countries. Such
assessments are scheduled for 6 additiond countries over the next few years. Innovative SIFs have
been gtarted in a number of countries. Y et there gppears to be a need in the future for more intensive
didogue with our clients on overal policy reform. And this diaogue needs to be based on findings from
Bank economic and sector work. There is some evidence that such coordination was lacking in the
past. This gopears to be a problem that is now being overcome since the restructuring of the Bank’s
organization.  Discussons with dients on socid safety net policies should be integrated with public
expenditure reviews, as wdl. Many countries have unwarranted and uncoordinated expenditures.
Others have benefits that are poorly targeted, alow sgnificant leskage to the nonpoor, and are
inadequatdly administered. Budgets dlocated to such expenditures may need to be reduced or
increased depending on the palitical, economic, and socia conditions of the country.

Lagtly, policy discussons should be part of a multi-year program, whether through the strictures
of a multi-tranche adjustment operation or otherwise. And, there should be greaster emphasis on the
coordination of policy reform with implementation asssance. While the mgority of Bank operaions
have been satisfactory, a review of supervision reports should be implemented to ensure that we take
advantage of lessons learned in implementation and avoid smilar problems that could arise in other
countries. Socid safety net policies need to have a higher profile in the future as they are the primary
tool that governments have to cope with poverty in market economies. Such policies need to be
designed to meet individua country needs which will shidd the vulnerable from living conditions thet are

unacceptable to society.
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Annex 1. Social Safety Net Programs. A Typology of Benefits
Cash Benefits In-Kind Benefits
Universal Eligibility Categorical Eligibility Universal Eligibility Categorical Eligibility
Not Targeted | (None) Child Allowances (al) Food Subsidies School Lunches
Child Allowances (age cut off) | Energy Subsidies Student Transportation
Single Parents Transportation Subsidies Trangportation for Aged
Divorced Parents Housing Subsidies Transportation for Disabled
Families with Many Children Savicesfor Aged
Disabled Children Services for Disabled
Military Families Student Scholarships
Orphans Services for Alcoholism
Unemployment Assistance Services for Drug Abuse
Student Stipends Emergency Programs (war,
Foster-parent Allowances flood, natural disaster)
Employer Benefits Employer Benefits
Union Benefits Union Benefits
War Veteran's Benefits Homes for the Aged
Orphanages
Programs for National/Ethnic
Groups
Targeted Socia Assistance Child Allowances (al) Food Subsidies School Lunches
Housing Allowances Child Allowances (age cut off) | Energy Subsidies Student Transportation
i, Means- Single Parents Trangportation Subsidies Transportation for Aged
testing Divorced Parents Housing Subsidies Transportation for Disabled
ii. Indicator- Families with Many Children Services for Aged
testing Disabled Children Services for Disabled
i, Salf- Unemployment Assistance Student Scholarships
targeting Student Stipends Services for Alcoholism
Assistance for Elderly Services for Drug Abuse
Assistance for Disabled Emergency Programs (war,
Emergency Aid flood, natural disaster)
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| One-off Benefits | Homes for the Aged
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Annex 2. World Bank Initiatives Related to Safety Net | ssues

COUNTRY Year Typeof Name of Activity Sector
Activity Unit

ALBANIA 1993 LOAN RURAL POVERTY ALLEV. ECSHD
1994 LOAN SOCIAL SAFETY NET ECSHD

1997 ESW POVERTY ASSESSMENT ~ ECSPE

1999 ESW FILLING THE VULNERABILITY GAP  ECCO07

1999 ESW LIVING STANDARDS ECSHD

MEASURMENT

1999 LOAN COMMUNITY WORKS ECSPE

2000 LOAN SOCIAL SERVICESDEVT ECSHD

ARMENIA 1996 LOAN SOCIAL INVEST. FUND ECSHD
1996 ESW POVERTY ASSESSMENT ~ ECSPE

1997 IDF CHILDRENS INIATIVE ECSHD

1999 ESW POV. & TARGETING STRATEGY ECSHD

2000 LOAN SOC. INV. FUNDS ECSHD

AZERBAIJAN 1997 ESW POVERTY ASSESSMENT ECSHD
2001 LOAN SOCIAL PROTECTION ECSHD

BELARUS 1994 ESW POVERTY ASSESSSMENT ~ ECSPE
1996 ESW POVERTY ASSESSSMENT ECSPE

2001 LOAN SOCIAL PROTECTION ECSHD
CZECHOSLOVAKIA 1991 ESW SOC. SECTORS IN ECONOMY  ECSHD
BOS-HERZ. 1997 LOAN EMG DEMOB. & REINTEG ECSHD
1997 LOAN EMG PUB WORKS & EMPL ECSHD

1997 LOAN LOCAL INITIATIVES ECSHD

1999 ESW SOCIAL SECTOR NOTE ECSHD

2000 ESW POVERTY ASSESSSMENT  ECSPE

BULGARIA 1999 ESW POVERTY ASSESSMENT ECSHD
1999 IDF SOCIAL ASST.ADMINISTRATION ECSHD

1999 ESW CHILD WELFARE REFORM ECSHD

1999 LOAN SOC. PROTECT. ADJ.  ECSHD

1999 LOAN REG. INITIATIVEFUND ECSHD

CROATIA 1999 ESW HOUSEHOLD INCOME SURVEY ~ECSPE
2000 ESW POVERTY ASSESSMENT  ECSPE

2002 LOAN EMPL. PROM. & SOC. S ECSHD

ESTONIA 199 ESW LIVING STANDARDS ECSPE
2000 ESW POVERTY ASSESSMENT  ECSPE
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GEORGIA

HUNGARY

KAZAKHSTAN

KYRGYZ REPUB

LATVIA

LITHUANIA

MACEDONIA

MOLDOVA

POLAND

1998
1999
1991
1996
1999

1994
1994
1995
1996
1998
1999
2000

1993
1995
1995
1999
1999

1997
1999
1999

1995
1997

1995
1999
1999
1999

1994
1997
1999
1999
1999

1992
1992
1995
2000

LOAN
ESW
ESW
ESW
ESW

ESW
ESW
LOAN
ESW
ESW
LOAN
LOAN

ESW
ESW
LOAN
LOAN
ESW

LOAN
ESW
ESW

ESW
LOAN

LOAN
ESW
LOAN
LOAN

ESW
ESW
ESW
ESW
LOAN

ESW
ESW
ESW
ESW

SOCIAL INVESTMENT FUND
POVERTY ASSESSMENT
HUMAN RESOURCES REVIEW
POVERTY ASSESSMENT
POVERTY ASSESSMENT NOTE

HUMAN RESOURCES REVIEW
LABOR SURVEY

SOCIAL PROTECTION PROJECT
SOCIAL EXPENDITURE REVIEW
LIVING STANDARDS (POVERTY)
SOCIAL PROTECTION REFORM
SOC. PROT. REFORM IMPL.

HUMAN RESOURCES
POVERTY ASSESSMENT
SOCIAL SAFETY NET
SOCIAL SEC. ADJUST.
POVERTY SURVERY UPDATE

WELFARE REFORM
SOCIAL ASSESSMENT
POVERTY ASSESSMENT

SOC. SAFETY NET POL. NOTE
SOC. POL. COMM SERV

SOCIAL REFORM
POVERTY ASSESSMENT
SOCIAL SECTORS ADJ.
PENSION REF. T.A.

SOCIAL SECTOR REVIEW
PUBLIC EXPENDITURE REVIEW
SOCIAL PROTECT STRATEGY
POVERTY ASSESSMENT
SOCIAL INV. FUND

INCOME SUP/CASH BENEFITS
SOCIAL SECTORS EXPENDITURES
POVERTY ASSESSMENT

POVERTY ASSESSMENT

ECSHD
ECSPE
ECSHD
ECSPE
ECSPE

ECSHD
ECSHD
ECSHD
ECSHD
ECSHD
ECSHD
ECSHD

ECSHD
ECSHD
ECSHD
ECSHD
ECSHD

ECSHD
ECSPE
ECSPE

ECSHD
ECSHD

ECSHD
ECSHD
ECSHD
ECSHD

ECSHD
ECSPE
ECSHD
ECSPE
ECSHD

ECSHD
ECSHD
ECSPE
ECSPE




ROMANIA

RUSSIA

SLOVAK REP.

TAJIKISTAN

TURKMENISTAN

UKRAINE

UZBEKISTAN

1992
1995
1995
1997
1997
1997
1998
1998
1999
1999
2000

1993
1994
1995
1996
1996
1997
1997
1998
1999

1999

1997
1998
1999
2000
2000

1999
1999

1993
1995
1996
1997
1999
2001

1995
1999
1999
2001

ESW
ESW
LOAN
ESW
ESW
LOAN
ESW
LOAN
ESW
LOAN
LOAN

LOAN
ESW
ESW
ESW

LOAN
ESW

LOAN

LOAN
ESW

LOAN

LOAN
ESW
ESW
ESW

LOAN

ESW
ESW

ESW
ESW
ESW
LOAN
ESW
LOAN

ESW
ESW
LOAN
ESW

HUMAN RESOURCES STRATEGY

GENDER ANALYSIS

EMPLOY. & SOC. PROTE
FINANCES OF SOCIAL SECTOR
POVERTY ASSESSMENT

SOCIAL PROTECT. ADJ.

CHILD WELFARE STRATEGY
CHILD WELFARE REFORM
LOCAL SOC. SERVICE DELIVERY
SOCIAL DEVELOP. FUND
SOCIAL SECTOR

EMPLY. SERV. & SOC. PROT.
PROTECTING SOC. REVENUE
POVERTY ASSESSMENT
SOCIAL EXPENDITURE ISSUES
COMMUNITY SOCIAL INF
SOC. SEC. STRATEGY

SOC. PROTECT. ADJ.

SOC. PROTECT. IMPL.
POVERTY UPDATE

SOCIAL BENEFITS REF.

PILOT POVERTY ALLEV.
POVERTY ASSESSMENT
SOCIAL SECTOR UPDATE
NATIONAL POVERTY SURVEY
POVERTY ALLEV. I

POVERTY ASSESSMENT
SOCIAL ASSISTANCE REVIEW

SOCIAL SECTOR & TRAINING DEV.
SOCIAL SECTOR REVIEW
POVERTY ASSESSMENT

SOCIAL PROTECT. SUPP

PUBLIC EXPENDITURE REVIEW
SOCIAL SECTOR SECAL

ADJUSTING SOCIAL PROTECTION
LIVING STANDARDS ASSESSMENT
SOC. TRANS FUND

HUMAN RESOURCES
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ECSHD
ECSHD
ECSHD
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ECSPE
ECSHD
ECSHD
ECSHD
ECSHD

ECSHD

ECSHD
ECSHD
ECSHD
ECSHD
ECSHD

ECSHD
ECSHD
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