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EXECUTIVE SUMMARY 

1. This Poverty Assessment was carried out between November 2002 and June 2003, to 
meet both Romanian government and World Bank requirements. During a December 2002 
mission, the Poverty Assessment team clarified that the government's principal interest i s  in a 
highly focused and timely poverty analysis concentrating on the poverty profile (Who are the 
poor? H o w  many poor are there?), and on the impact o f  i t s  economic growth, labor, and social 
protection policies on poverty. 

FINDINGS 

Poverty trends over time 

2. Poverty has declined significantly since 2000. The drop in poverty was largely due to 
economic growth. Social protection programs, in particular the Minimum Income Guarantee 
(MIG) program, also functioned relatively w el l  to assist those who are not well positioned to 
benefit from economic growth. Despite recent improvements, poverty i s  s t i l l  high in Romania, 
however, at 29 percent o f  the population in 2002. Moreover, severe poverty (defined as those 
with insufficient means to  purchase a minimum caloric intake each day) declined much less than 
overall poverty. 

Poverty Dynamics in Romania, 1995-2002 
Poverty Headcount and 95% CI 

40 4 

0 4  
I I I I I I I I 
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Source: Romania IHS 1995-2000, HBS 2001-2002 
Note: based on per adult equivalent consumption 
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Poverty and Economic Growth 

3. There i s  a strong association between economic growth and poverty reduction. From 
1995-1999, the economy declined and poverty worsened. From 2000-2002, the economy 
improved and poverty declined. The magnitudes are quite striking: projections suggest that if 
Romania were to maintain an annual growth rate of 5 percent in GDP per capita, i t  could reduce 
poverty almost by hal f  by 2007. Thus, Romania’s ability to meet the MDGs that relate to 
poverty depend significantly on the economic growth performance o f  the country. 

4. A more in-depth analysis, however, reveals several areas that need attention and 
appropriate pol icy intervention. First, economic growth came with increased inequality, as i s  
typical for most countries. As of now, however, this i s  not alarming because: (a) the increase in 
inequality was quite modest; and (b) even current levels o f  inequality in Romania are among the 
lowest in the Eastern and Central European region. Second, the rural poor did not benefit from 
economic growth as much as others did. Third, households headed by self-employed individuals 
were hit the most  b y the recession o f t he 1 ate 1 990s, although they also b enefited more  than 
others during the recovery since 2000. 

Who are thepoor? 

5. The correlates o f  poverty include household size, Roma ethnicity, household head 
characteristics (female headed households, l o w  schooling, unemployment and self-employment), 
rural residence and residence in the North-East region. While in some cases, targeting needs 
seem obvious - for example three out o f  f ive Roma l ive in severe poverty and only one out o f  
five i s  not poor - in practice i t  may be desirable to be more subtle by targeting poor 
communities where Roma are over-represented rather than singling out Roma explicitly, which 
may lead to hrther marginalization o f  this group. 

Poverty and unemployment 

6. While there is a relationship between unemployment and poverty, the relationship 
between informal sector employment and poverty i s  also strong and deserves attention. About 
45 percent o f  unemployed adults aged 15-64 are poor, compared to 26 percent o f  adults o f  the 
same age who are either working or not participating in the labor force. Fully 56 percent o f  self- 
employed adults in agriculture, however, are poor. 

7.  Unemployment i s  especially prevalent among the Roma, young people, and vocational 
school graduates. Unemployment i s  not common among older people, although the implications 
o f  being unemployed might be more severe for the elderly. 

Transitions in and out ofpoverty 

8. For the most part, poverty seems transient - a large portion o f  households move in and 
out o f  poverty. Despite this, not al l  households are able to move out o f  poverty easily: in 
particular, households headed by self-employed i ndividuals and farmers a r e  more l ikely to be 
chronically poor. This analysis is based on the analysis o f  1995-97 panel data sets. Data 

.. 
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limitations restrict their confirmation for subsequent years although there i s  no reason not to 
expect the same result since 1997. 

Education, health and poverty 

9. Better educated adults earn more and thus i t  i s  n o  surprise that households headed by 
more educated adults are less likely to be poor. But poverty has also implications for children's 
schooling in a household. For example, 39 percent o f  poor children aged 15-24 are not in school 
and did not attend vocational or high school; this compares to 10 percent for non-poor children 
o f  the same age group. 

10. The poor have less access to health services: 11 percent o f  poor households revealed that 
there i s  no health service in their locality, as opposed to 5 percent for the non-poor. Further, l ow  
socioeconomic b ackground i ndividuals w ere 1 ess 1 ikely t o  h ave health i nsurance in  2 000 (the 
only year health insurance status data are available), and low-income households are much less 
likely to know someone who can help solve their health problems. 

Social protection programs and poverty 

11. Romania allocates about 10 percent o f  GDP to social protection programs. Roughly 87 
percent o f  i t s  population receives at least one social protection transfer directly or indirectly (as 
household members, through income and consumption sharing). 

12. Social protection transfers vary significantly in terms o f  scale and targeting efficiency. 
Two extreme cases are the state chi ld allowance (in 2002 transfers were 0.63 percent o f  GDP, 
with slightly less than 5 mil l ion beneficiaries) and the highly targeted MIG program (in 2002 
transfers were 0.28 percent o f  GDP, with slightly more than 1 mi l l ion beneficiaries). Whi le only 
20 percent of chi ld allowances were received by the poorest quintile in 2002, the MIG program 
managed to transfer 62 percent o f  program benefits to the poorest quintile (a strong performance 
compared to similar programs in other countries in the region). 

Private transfers andpoverty 

13. Almost al l  households (97 percent) participate in inter-household informal flows. These 
transactions are large when expressed as a percentage o f  household income, making up 18 
percent o f  income. In particular, informal gifts make up 9 percent o f  income for households in 
the lowest quintile o f  the income distribution. But outflows are large as well, such that informal 
transfers are largely income neutral. As a result, public transfers emerge as particularly 
important for poverty alleviation. This i s  in marked contrast to private formal transfers, which 
are generally not pro-poor, as private organizations, which are s t i l l  relatively undeveloped in 
Romania (except for the church) tend to serve their immediate membership rather than the poor. 

Urban/rural differences in transfers 

14. Differences between urban and rural poor are visible in both public and private transfers. 
' O n  the positive side, in rural communities, people are more l ikely to contribute money and 
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public resources to community work. Informal flows are also higher in rural areas, as people are 
more familiar with each other. Trust in local mayors in smaller localities is higher as well. O n  
the negative side, rural and poorer localities (Le. localities that raise less revenue locally) are 
underserviced in terms o f  MIG payments. MIG assistance i s  also higher in localities where 
mayors have been in office for longer periods o f  time, suggesting possible political influence in 
MIG allocations. Benefits are also found to be lower in ethnically diverse localities. 

MAIN CONCLUSIONS 

15. Economic growth should be the centerpiece o f  poverty reduction in Romania. 
Simulations for the 2003-2007 period (based on the analysis o f  data from 1995 to 2002) estimate 
a halving o f  poverty from 29 percent in 2002 to about 15 percent in 2007 $yearly GDP per 
capita growth attains a consistent 5 p ercent. E ven i f growth s hould b e h a l f  t his 1 evel, a t  2.5 
percent per year for GDP per capita, poverty would fa l l  by a quarter to about 2 1 percent. 

16. These numbers are projections, without analysis o f  the determinants o f  growth in 
Romania. Indeed, there i s  considerable uncertainty about the sustainability o f  Romania’s current 
economic growth. Recent macroeconomic management has been adequate. But corruption 
remains a major problem, inhibiting investment, and, more generally, the business environment 
is yet to improve in a visible manner. Romanians rely to an extraordinary extent o n  personal 
contacts to solve problems with the government, including health, legal, administrative, police 
and other issues. Furthermore, higher income households are much more likely to  have such 
contacts. These trends have dual implications for the poor. First, the weak investment climate 
reduces their chances o f  employment. Second, poorer households are clearly at a disadvantage 
in uti l iz ing personal contacts to solve problems. 

17. While privatization o f  state-owned enterprises i s  underway, i t s  speed does not measure 
up to original expectations. Despite the restructuring o f  the public sector, private sector workers 
are much more vulnerable to unemployment. Considering that many o f  the public sector 
employees receive s ignificant s everance b enefits i n  the  e vent o f j ob 1 OSS, f r o m  a p overty and  
vulnerability perspective, i t  is  not sensible to continue to  delay structural reforms which would 
benefit the poor and the vulnerable. 

18. Until recently, labor market regulations in Romania were not considered excessive 
compared to OECD countries, but a recent 2003 law introduced new rigidities and gave more 
power to unions - a move which i s  l ikely to be detrimental to economic growth. Unusually 
high payroll taxes, at 52 percent o f  gross wages, are partly responsible for high unemployment 
rates and a significant share o f  informal sector employment. There i s  a need to reduce payrol l  
taxes, which were 35 percent o f  gross wages as recently as 1997. Since many poor adults are 
either unemployed or employed in the informal sector, increases in the minimum wage would 
likely have little direct influence on poverty reduction. The poor may benefit from 
unemployment benefits (which are tied to minimum wage) for a certain period, but resulting 
inf lexibi l i ty in the labor market might reverse any positive effects. 

19. 
require special attention. 

The rural poor did not b enefit from economic growth as much as others, and so they 
First, increasing opportunities for non-farm employment wil l be 
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important for tackling rural poverty. While long-term unemployment i s  primarily an urban issue, 
in rural areas a major problem appears to be underemployment, along with l o w  productivity in 
existing occupations. Rural residents in the highest expenditure quintiles tend to have a higher 
share o f  wages in total income than those in the lowest quintiles, suggesting that increased off- 
farm work i s  a potential route out o f  poverty. Second, increasing productivity o n  small- and 
medium-size farms wil l remain important for some rural households, and requires sustained 
attention. Several areas o f  support for these farms include reduced fragmentation in small holder 
land plots, improved agricultural extension, better marketing infrastructure and associations, and 
an improved environment for land transactions and the enforcement o f  business contracts. 
Increased access to finance i s  also crucial for both farm and non-fann activities. 

20. The transition process has been challenging for al l  countries in the region. But such 
difficult times should not lead to a neglect o f  education and health investments. This poverty 
assessment i s  extremely l imited in i t s  coverage o f  education and health issues. Nevertheless, it 
has documented the following: (i) poor individuals’ access to health services i s  problematic; (ii) 
poor children fare much worse than non-poor children when i t  comes to school enrollments; but, 
on the other hand; and (iii) both health and education are key  determinants o f  employment and 
wages. The magnitudes o f  education and health effects are quite striking. If the education and 
health status o f  the poor do not improve, a poverty trap i s  inevitable where a large majority o f  
children c oming from p oor households b ecome the p oor o f t he future. Education and health 
investments, if properly channeled to benefit poorer segments o f  population, would both reduce 
inequality and ensure a satisfactory long-term economic growth performance (when combined 
with other key policies described above). 

21. The targeting Performance o f  the MIG i s  relatively good - transferring 62 percent o f  
program benefits to the poorest quintile. However, because o f  i t s  scale, the MIG covers only 12 
percent o f  the poorest 20 percent o f  the population. Marginal benefit incidence analysis suggests 
that even in the absence o f  changes to the program design, an expansion o f  the MIG program 
would be strongly pro-poor. One possibility i s  to finance such an expansion through the 
rationalization o f  other poorly targeted but large social protection programs (such as child 
allowances). Another possibility i s  to improve the targeting o f  programs such as child 
allowances. The design o f  the MIG can also be improved by instituting a more equitable co- 
financing scheme that takes into account the financial capacity o f  localities, as well as the 
expected number o f  poor individuals, and also the homogenization o f  asset evaluation criteria at 
the judet level. As transfers from private organizations are not particularly pro-poor, there might 
be payoffs to providing special incentives for formal private organizations to facilitate better 
targeting o f  the poor. 

V 





CHAPTER I: Introduction 

This poverty assessment for Romania covers the period from 1995 to 2002, since the last 
Wor ld  Bank poverty analysis reviewed the evolution o f  poverty from 1989 to 1994, the early 
years o f  transition from a socialist to a market economy.’ This assessment has been carried out 
at the request o f  the government, mainly in order that the government may better understand how 
poverty has evolved during this period and, in particular, how economic growth and social 
protection programs, which are equivalent to some 10 percent o f  GDP, have affected poverty, as 
it prepares for accession to the European Union. In addition to a poverty profile (Chapter 2), the 
assessment thus includes an analysis o f  the impact o f  growth on poverty (Chapter 3),  o f  labor 
force participation, unemployment and poverty (Chapter 4) and o f  social protection and poverty 
(Chapter 5). Detailed background papers are provided in Volume 2. 

This introductory chapter provides the context for the subsequent chapters. First, the 
changing economic structure i s  briefly described, as i s  the evolution o f  macroeconomic 
management. Second, the assessment i s  fitted into the context o f  the broader Bank program o f  
analysis and lending. 

Economic Context 

Structural Change. Romania’s economic structure has undergone enormous shifts since 
the start o f  the transition. At first glance, the structure o f  output appears to have followed that o f  
other European Union accession countries: the shares o f  agriculture and industry in GDP have 
declined while the service sector has become an increasingly important source o f  income. In 
fact, however, the pattern has actually been very different in Romania than in other countries, for 
two reasons. First, agriculture and industry represented a much higher share o f  GDP at the 
beginning o f  the transition; indeed agriculture accounted for about three times the typical share 
o f  production in other accession countries. Second, labor force shi f ts have been dramatically 
different. In accession countries as a group, industrial and agricultural employment shares 
declined, respectively, around 4 and 1 percent between the early 1990s and 2001. In Romania by 
contrast, industry’s share o f  total employment dropped precipitously from 38 to 23 percent, 
while agriculture’s share increased dramatically from 29 to 41 percent. The same i s  true for the 
population as a whole as for the labor force: between 1990-2000, Romania’s total population f e l l  
by almost 4 percent, primarily the result o f  net external migration. Overall, rural areas lost more 
people than urban areas but the share o f  the rural population in the total nonetheless increased 
from 43 percent in 1990 to 45 percent in 2001. N o t  only has the labor force become more rural, 
i t  has become older, largely the result o f  lower-than-expected total fertility rates o f  around 1.3 in 
recent years but also a consequence of net external migration. The share o f  individuals aged 65 
and over in the total employed population increased from 8.2 percent in 1996 to about 10 percent 
in 2001. 

The shift toward agricultural employment i s  the result o f  the combination o f  two related 
policies: the privatization of agricultural production and land restitution. Private employment 
now accounts for about 70 percent o f  the total, up from about 50 percent in the mid 1990s 

’ World Bank, Romania: Poverty and Social Policy, Report NO. 16462-R0, April 1997. 
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(Figure 1). State employment i s  now largely in the manufacturing sector where organized labor 
has been most able to resist restructuring and privatization. The land restitution policy has 
placed most arable land (some 10 mi l l ion hectares) into the hands o f  over 3.5 mil l ion 
households, with holdings averaging about 2 hectares, dispersed in scattered, fragmented plots. 
The commercial viability o f  these farms i s  in doubt. Moreover, a large proportion o f  those who 
have received land lack the skil ls, experience, physical capacity and financial means to engage in 
farming. There i s  a very high share o f  informal employment among the rural employed. In rural 
areas, only 26 percent o f  employment was formal in 2001 compared to 9 0  percent in urban areas. 
Among informal rural employment, less than 1 percent were employers, 3 9  percent were self- 
employed, and 3 4  percent were unpaid family workers. Females are more l ikely to be unpaid 
family workers, as shown by Figure 2. 

Figure 1. State Versus Private Sector Employment By Gender, 1996-2002 
(World Bank staff calculations based on LFS) 
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Figure 2. Professional Status Of Those Who Worked, 1996 And 2002 
(World Bank staff calculations based on LFS) 
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The shifting o f  resources toward relatively unproductive sectors i s  a critical issue for 
Romania’s future as an EU accession country. The shift o f  labor to agriculture and further steps 
needed to restructure manufacturing wil l  be examined in detail by the Country Economic 
Memorandum planned for FY04. 

An important feature o f  the Romanian economy i s  the relatively l ow  level o f  inequality. 
Romania has an estimated (per adult equivalent) consumption Gini index o f  0.29, more akin to 
that o f  other EU accession countries such as Bulgaria, Hungary and Slovenia than to countries o f  
the former Soviet Union such as the Kyrgyz Republic, Moldova and Russia that have indexes 
that exceed 0.4. Yet, poverty in Romania at 28.9 percent, i s  generally higher than in these other 
accession countries. 

Macroeconomic Management. The average growth rate o f  the Romanian economy 
between 1990-2002 was about minus 1 percent per year, as opposed to a positive 1.5 percent 
recorded among al l  “f irst wave’’ EU accession countries’. Romania has s t i l l  not fully recovered 
the output lost in the beginning o f  the 1990s while the accession countries have, on average, 
grown their economies almost one-third in the last  twelve years. Inflation in Romania since 
1995 has averaged over 54 percent, compared to 11 percent in accession countries. Real wages 
and employment have also grown substantially faster in these countries. 

These period averages mask important sub-periods, however. In particular, performance 
has improved significantly in recent years. Romania’s economic growth recovered in 2000 after 
three years o f  consistent recession marked by high inflation and macroeconomic instability 
(Figure 3), the resul t  o f  a slow and erratic implementation o f  reforms and o f  inappropriate 
exchange rate and interest rate policies. 

Figure 3: Real GDP Growth Rates: 1996-2002 
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Source: World Bank estimates (latest updates are provided by the National Statistics 
Institute, which are similar but not identical to the published WDIfigures). 

’ Other than Cyprus and Malta.  
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The expansion o f  1996 (an election year) was followed by a substantial output collapse 
that lasted until the end o f  the decade. During that period, the restructuring o f  many o f  the large 
state-owned enterprises (SOEs) proceeded very slowly. SOEs generated substantial losses, 
which resulted in the accumulation o f  substantial quasi-fiscal deficits. In turn, monetization o f  
these deficits generated one o f  the highest inflation rates among transition countries. 
Inappropriate exchange rate policies were followed, including a dual exchange system and 
exchange controls. Moreover, poor fiscal management combined with controls on bank deposit 
rates to create a substantial credit crunch that, coupled with widespread corruption, brought 
investment to a halt. 

Over the last two years, however, the economy has experienced an exceptional 
combination o f  disinflation and strong growth. In the second ha l f  o f  2000, there was an election- 
driven expansion in domestic demand. This was coupled with an increase in exports (mainly the 
re-export o f  processed inputs from EU countries), the result o f  more appropriate exchange rate 
policies (the rate now being more competitive in real terms), and a lowering o f  the tax burden on 
exports). Expansion o f  domestic demand and increased exports boosted growth to among the 
highest levels in the region. Growth was then sustained by an increase in investment that 
benefited from an expansion o f  credit. Inf lat ion was also brought down from 36 percent in mid- 
2001 to 19 percent in late 2002. 

While macroeconomic management has improved significantly, i t remains fragile, 
especially in the context o f  the economy’s structural composition. As noted, Romania’s labor 
resources continue to f low into relatively unproductive sectors, notably agriculture. Many key 
SOEs, especially those in energy, remain un-restructured and continue to make substantial 
losses. Budgetary commitments and quasi-fiscal imbalances have been reduced but remain 
sufficiently large to pose a threat to fiscal stability and extemal viability. Measures to contain 
quasi-fiscal deficits need to be accompanied by budget reforms that make the budget more 
comprehensive and ensure that actual expenditures more closely match the budget approved by 
Parliament. 

World Bank Country Program Context 

As noted, the priority areas in this l imited poverty assessment correspond to those 
requested by the government. They are also complementary to the broader Wor ld  Bank country 
work program. The forthcoming Country Economic Memorandum (CEM) in FY04 will focus 
on EU accession, with a heavy emphasis on the functioning o f  markets for factors, goods and 
services, as they determine the economic structure o f  the economy; supporting the ongoing 
lending program o f  support for SOE privatization and structural reform, especially in the banking 
and energy sectors; improvements in the financial sector legal and supervisory framework; and 
the development o f  an anti-corruption strategy and support for social assistance legislation. 
Public expenditure management was treated in-depth in the recent public expenditure and 
institutions review, complemented for service delivery by the Local Services Delivery Study.3 

World Bank, Romania: Building Institutions for Public Expenditure Management: Reforms, Efficiency and Equity, 3 

Report No. 24756-RO, August 2002. 
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Much o f  this analysis wil l be applied in the series o f  Programmatic Adjustment Loans (PALS) 
currently envisaged as wil l the proposed Country Financial and Accountability Assessment. 

This poverty assessment’s analysis o f  the relationship between poverty and growth i s  thus 
complementary to the broader analysis o f  growth envisaged for the CEM; i t s  analysis o f  poverty 
and unemployment i s  complementary to the CEM’s proposed coverage o f  the functioning o f  the 
labor market; and i t s  examination o f  the poverty impact o f  social protection programs 
complements the budgetary and expenditure analysis already conducted for the public 
expenditure and institutions review. Most importantly, this assessment reviews the evolution o f  
poverty and the characteristics o f  the poor in Romania. 
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CHAPTER 11: The Evolution and Characteristics of  Poverty 

Poverty has declined significantly since 2000, although i t s  overall level i s  high at 28.9 
percent in 2002, s t i l l  above the 1995 and 1996 levels (Figure 4). Definitions o f  the poverty 
l ines that are the basis o f  this assessment are reported in Box land data sources are discussed in 
Box 2. Since there are subjective elements in such definitions (e.g. the choice o f  the caloric 
requirement that would “anchor” the food component o f  the line), robustness was evaluated 
using poverty incidence curves (see the accompanying background paper). These demonstrate 
that the decline in poverty o f  the last two years i s  not sensitive to the choice o f  a particular 
poverty line. 

Figure 4: Poverty Trends 

Poverty Dynamics in Romania, 1995-2002 
Poverty Headcount and 95% CI 

40 -I 

I 
I I I I I I I I 

1995 1996 1997 1998 1999 2000 2001 2002 

- MaxIMin 
- Max/Min -I.____ Extreme Poverty Headcount 

~ Total Poverty Headcount 

Source: Romania IHS 1995-2000, HBS 2001-2002 
Note: based on per adult equivalent consumption 

At 1 0.9 p ercent i n  2 002, s evere p overty h as also declined s ince 2 000 and  i s also s t i l l  
higher than in 1995 and 1996. However, i t  has remained more stable - or persistent - than 
overall poverty since 1995. Severe poverty might be considered to be shallow in Romania, the 
average consumption o f  those in severe poverty being 21.9 percent less than the severe poverty 
line. This said, fully 5.6 percent o f  the Romanian population i s  estimated to  have existed below 
the food poverty l ine  in 2002. 

Consumption inequality declined b etween 1 995 and 2 000 ( the G ini index o f p er adult 
equivalent consumption decreased from about 0.32 to 0.28), and slightly increased in the last two 
years (the Gini index becoming 0.29 in 2002). Thus, since 1996 poverty and inequality moved 
in opposite directions, in marked contrast to experience between 1989-93.4 Chapter 3 contains a 
further discussion o f  inequality. For now, it i s  sufficient to point out that the variation in 

For 1989-93 see World Bank, Romania: Poverty and Social Policy, op.cit. 
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inequal i ty  over  t i m e  i s  m i n o r  compared to the (higher) inequal i ty  exper ienced by many other 
countries in the region. 

d in this Report 
(For complete definitions lume 2, poverty profile and trends) 

The food component o f  the poverty line i s  the cost o f  a food basket preferred by the individuals f rom 
the second and third quintile, priced at the unit values faced by this group, with quantities scaled up 
proportionally t o  give a caloric intake o f  2550 calories per adult per day. The 2550 calories/adult/day 
conforms to the recommendations o f  the FAO/OMS/UN Expert Group on Nutr i t ion (1985), as wel l  
with the national requirements (Ministry o f  Health, 2002). The minimal food needs were estimated to 
be 875,000 ROL in December 2002 prices. 

The severe poverty line i s  determined by summing up the food component o f  the poverty l ine with the 
amount o f  non-food and services typically consumed by those whose total consumption equals the food 
requirement. The severe poverty line, expressed in December 2002 prices, i s  1,060,658 ROL. 
Individuals are classified as severe poor if their consumption per adult equivalent i s  lower than the 
severe poverty line. Note that in this report the terms “severe” and “extreme” are used interchangeably 
to  refer to the same concept. 

The totalpoverty line i s  determined by adding to  the food component the amount spent o n  non-food 
and services by those households whose food consumption equals the food component o f  the poverty 
line. The total poverty line, expressed in December 2002 prices, i s  1,535,570 ROL. Individuals are 
classified as (total) poor if their consumption per adult equivalent i s  lower than the total poverty line. 

The poverty headcount i s  the share o f  the population which i s  poor, i.e. the proportion o f  the 
population for  whom consumption i s  less than the poverty line. 

The poverty gap represents the depth o f  poverty and i s  the mean distance separating the population 
f rom the poverty line, with the non-poor being given a distance o f  zero. 

The squaredpoverty gap i s  a measure o f  the severity o f  poverty, since it assigns more weight t o  those 
who are poorer. 

The formula used to determine the number of adult equivalents in a household assumes that a chi ld i s  
equivalent t o  50 percent o f  an adult and that the economies o f  scale parameter i s  0.9. 

7 



Box 2. Main Data Sources and Poverty Monitoring 

I. M a i n  Data Sources 

The Romanian data sets are r ich in many respects, including unusually large sample sizes and 
comparable yearly (sometimes monthly) surveys fielded since mid 1990s. Brief descriptions o f  the 
surveys used in this report are as follows. 

The Household Budget Survey (HBS, also referred to as ABF and AIG) i s  a multi-purpose 
nationally representative survey administered by the Romanian National Institute for  Statistics (INS) 
in cooperation with the Ministry o f  Labor and Social Solidarity, and designed with the technical 
assistance o f  the Wor ld  Bank. The survey was f i r s t  administered in April 1994, and has been 
continued since. The survey aims for an annual sample o f  36,000 households, more specifically 12 
repeated cross-sections o f  3,000 households interviewed for one month during the year. These 
households provide detailed information regarding demographics, assets, labor market activities, 
income, purchases and consumption for that month only. The information i s  collected using a 
household questionnaire (administered in three visits by trained interviewers), complemented by a 
diary. The diary i s  used to  help the household keep track o f  cash flows: incomes, expenditures, and 
savings. Detailed questions exist for  measuring monthly current consumption, i.e. household 
purchases o f  food, non-food and services, as wel l  as consumption o f  food out o f  o w n  production. The 
food consumption module collects information about the consumption o f  104 (83) commodities. 

The Labor Force Survey (LFS) i s  a nationally representative survey administered by the I N S .  I t  has 
been fielded since 1996, focusing on those who are 15 years and older. It has a rotating panel 
structure: individuals are contacted four times in a 15-month period. The survey i s  implemented 
quarterly. The LFS data sets contain roughly 140,000 observations per year. 

The Living Conditions Survey (ACOVI) i s  a nationally representative yearly survey administered by 
the I N S  since 2000. The sample sizes are around 10,500 households. This survey does not have a 
detailed consumption module which exists in the HBS, but it i s  relatively strong on health, living 
conditions, insurance, social relationships etc. 

The PublicPrivate Transfers and Social Capital Survey i s  fielded as part o f  the Poverty 
Assessment activities, in 2003. The sample size i s  2,64 1 households, residing in 5 1 localities (27 of 
them being rural). The survey contains detailed information o n  inter-household transactions, social 
trust etc., which i s  described by the background paper tit led “Mapped in or Mapped out”. In addition, 
qualitative information was collected v ia  seventeen focus groups and 33 individual in-depth interviews 
carried out in six localities. 

11. A key Issue Regarding the Monitor ing o f  Poverty 

The main source o f  information for household consumption in Romania has been the Integrated 
Household Survey, first implemented in 1994. Through time, the RIHS became less and less 
informative, as some o f  the original survey modules were discontinued (from 25 modules in 1994 
down to 18 modules in 2000). Among the discontinued modules were education, migration, 
agricultural production and expenditures, savings and loans, health, anthropometrics, fert i l i ty, public 
benefits, a l l  topics o f  high relevance for the process o f  pol icy making. In some cases, the modules 
were replaced by a small less-informative l i s t  o f  questions (e.g., education and health). The process of 
reducing the scope o f  the R IHS culminated in 2001 when, in the process o f  “harmonization” with the 
EU statistical practice, multi-topic survey was replaced by a series o f  specialized surveys. This i s  a 
maior steo backwards. and this reDort calls for a reversal o f  this trend in data collection activities. 



Poverty Dynamics and Vulnerability 

Poverty reduction policies should differ depending on whether poverty is transient or 
chronic. Transient poverty suggests the inability o f  households to smooth consumption across 
time, while chronic poverty results from l o w  asset endowments and low  returns on those assets. 
But without panel data i t  i s  not possible to assess if observed poverty i s  chronic (the same 
households are poor in all periods) or transient (some households are poor in some periods, but 
not in others). 

As the ABF does not observe the same households across time, an analysis o f  poverty 
dynamics after 2000 was not possible. Instead, this section draws on an earlier analysis (Tesliuc, 
Pop and Tesliuc, unpublished manuscript, 200 1) that investigated the chronic and transient 
character o f  poverty during 1995-1997, based on a three-period panel o f  approximately 3,000 
households from the AIG. The analysis presented here replicates the earlier analysis but uses the 
new welfare indicator (per adult equivalent consumption) and the poverty lines developed for 
this assessment. 

Less than two thirds (56 percent) o f  the individuals in the sample were not poor during 
the period (Table 1). The rest o f  the households were poor in at least one year. The households 
that were poor in at least one year are divided into three groups: Those who were poor 
throughout the period, fitting our f i rs t  definition o f  chronic poverty (22 percent - see Table 2); 
those who exited from poverty in good years (1996) but entered into poverty in bad years (say, 
1997) - this group i s  close to our definition o f  transient poverty (58 percent o f  those who were 
poor); the rest, that i s  households that either fell into poverty when the economy grew or exited 
from poverty in periods o f  recession. W e  have labeled these the atypical poor (19 percent o f  
those who were poor). 

Table 1 : Entry Into And Exit From Poverty Pool 
1995-1997 

Poor in Year Individuals Belonging in 1997 to a Household Headed by: 
1995 1996 1997 Employee Self-Employed Farmer Unemployed Pensioner Total 

Not Poor Between 1995-97 
No No N o  71.3 31.8 27.2 30.9 52.1 56.1 

Permanent Poor 

Yes Yes Yes 3.3 22.7 28.4 13.6 10.1 9.6 
Transient Poor 

No N o  Yes 8.2 9.1 11.6 23.6 10.7 10.2 
Yes N o  No 6.8 7.6 10.4 5.5 10.1 8.5 
Yes N o  Yes 4.3 15.2 10.0 10.0 7.8 6.9 

Atypical Poor 

No Yes No 1.6 1.5 3.6 2.9 2.3 
N o  Yes Yes 2.1 9.1 4.8 12.7 2.6 3.2 
Yes Yes N o  2.3 3.0 4.0 3.6 3.6 3.1 

Source: World Bank estimations based on AIG 1995-97 

Most poverty in 1995-97 was therefore transient poverty, and chronic poverty accounted 
for only a fifth o f  the poor. This aggregate dynamics may  hide significant behavioral differences 
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among various types o f  households, grouped by the occupation o f  the household head. 
Extremely l ow  levels o f  chronic poverty are noted for employee-headed households. Such 
households seem to be able to restore their consumption above the poverty level by one or two 
years after the income shock. I n  contrast, a large proportion o f  the self-employed or farmer- 
headed households “at least once poor” are chronically poor. This exercise i s  o f  immediate 
interest for social policy, because i t  identifies the groups that were able to cope with the hardship 
o f  transition, and contrast these with the ones that fared worse over time. As expected, poor 
households headed by employees or pensioners are more able to exit f rom poverty than others, 
notably the unemployed-, farmer- or self-employed-headed households. 

Table 2: The Structure of  the Sample of  “Poor in at Least One Year” by Dynamics 
1995-1997 

Individuals Belonging in 1997 to a Household Headed by : 

Employee Self-employed Farmer Unemployed Pensioner Total 
Chronic Poor 11.5 33.3 39.0 19.7 21.1 21.9 
Transient Poor 67.3 46.7 44.0 56.6 59.8 58.4 
Atypical Poor 21.2 20.0 17.0 23.7 19.1 19.7 
Total 100.0 100.0 100.0 100.0 100.0 100.0 

I t  seems likely that the shallowness o f  poverty in Romania i s  in part responsible for the 
high turnover o f  the poverty pool, in turn reflecting Romania’s relatively l o w  levels o f  
consumption inequality. About 8 percent o f  Romanians were within 5 percent o f  the poverty l ine 
in 1997 (above or below the line). Relatively small income shocks may change their welfare 
position a litt le, but this little i s  sufficient to change their poverty status. Also, the 1995-97 sub- 
period was the most dynamic period f rom 1995 to 2002, with one period o f  growth (1995/6) and 
the largest economic decline (1 996/7). 

Who Are the Poor? 

The poverty dynamics and vulnerability discussion above has already provided some 
A more comprehensive description i s  now insights into the characteristics o f  the poor. 

presented: 

Household Size and Poverty. Larger households have a higher poverty risk, but 
household s ize a lone i s a rather p oor p redictor o f  p overty: 1 arger families ( five m embers and 
more) had a higher incidence o f  total and severe poverty in 2002 (49 percent total poverty 
headcount compared with 29 percent on average; respectively 23 percent severe poverty 
headcount compared with 11 percent o n  average). Yet they represented only 47 percent o f  the 
total poor and only 57 percent o f  the severe poor. The implication i s  that using household size 
for targeting transfers to the poor wil l entail large inclusion and exclusion errors. 

Number of Children and Poverty. About ha l f  o f  Romanian households have children. 
Among families with children, 51 percent have one child, 35 percent have two children, and 14 
percent have three or more children. The r i s k  o f  being poor increases with the number o f  
children, moderately up to two children but steeply thereafter.’ This difference i s  observed even 
after accounting for the lower cost o f  children compared to adults. Although families with more 
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than three children do not represent a large fraction o f  the poor, they are a deep pocket o f  
poverty. In particular, two- thirds o f  families with three or more children live in poverty. For 
families with one or two children, the r i s k  o f  poverty i s  further associated with single-parenting. 
Families with one parent face a higher poverty risk than those with two parents; they represent 
only 11 percent o f  the total number o f  poor (or severe poor), but face a 30-50 percent higher risk 
o f  poverty than the two parent households. 

Age and Poverty. Who ends up being poorer, the children, the elderly or the adults? By 
age, the highest risk o f  poverty i s  found among children, especially during the adolescent period 
(15-24 years old). This has partly to do with high dependency rate among this group and partly 
to do with the fact that the poor parents have more children. Indicator variables such as the age 
o f  the household head, the size o f  the household or the number o f  children point, to a large 
extent, to the same group o f  households. Since 1995, the relative risk o f  poverty has declined for 
the elderly, in part due to reforms o f  the pension system during 2000-02. The risk has increased 
steadily for children, however. 

Table 3. Evolution of  the Risk o f  Poverty by  Age 
1995-2002 (Statistic: Poverty headcount) 

Age 1995 1996 1997 1998 
0-6 0.30 0.24 0.35 0.35 
7-14 0.27 0.21 0.32 0.34 
15-24 0.32 0.27 0.38 0.38 
25-34 0.20 0.16 0.25 0.26 
35-44 0.20 0.16 0.25 0.26 
45-54 0.21 0.18 0.27 0.27 
55-64 0.23 0.17 0.27 0.27 
65 and over 0.3 1 0.22 0.34 0.34 

1999 2000 2001 
0.39 0.42 0.38 
0.37 0.41 0.34 
0.4 1 0.45 0.39 
0.29 0.3 1 0.27 
0.29 0.33 0.26 
0.29 0.31 0.26 
0.27 0.30 0.24 
0.35 0.35 0.32 

2002 
0.35 
0.34 
0.37 
0.25 
0.25 
0.24 
0.23 
0.29 

Source: World Bank estimations based on AIG 1995-2000 and ABF 2001-2002 

Gender and Poverty. At the individual level, there are no differences in the incidence o f  
poverty by gender, throughout the period. Female-headed households, however, face a higher 
risk o f  poverty compared to those headed by males (34 versus 28 percent) due to their higher 
share o f  single-parent households and old widows living on low  survivors pensions. Overall, the 
share o f  female headed-households in total or severe poverty i s  21 percent. The relative risk o f  
poverty between female and male-headed households dropped continuously during 1995-2002, 
with the steepest reduction occurring in 2002. 

Female-headed households face not only a higher poverty risk, but also a lower capacity to 
escape poverty (Table 4). The most vulnerable categories o f  female-headed households are the rural 
and the elderly. One could expect a large overlap o f  these categories given the aging o f  Romania’s 
rural population. In most cases the elderly female-headed households are single-member households 
that are not able to work the land and are left without any form o f  support. In particular, they may be 
excluded f iom the targeted social assistance programs (such as the Minimum Income Guarantee 
program) because they own land. 
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Table 4: Permanent Poverty Risk (YO) by Residence and Gender 

M a l e  Female Total 
Age Group of Household Head 
15-39 
40-48 
49-58 
59-67 
68 and over 
By area of residence 
Urban 
Rural 
National 

6.3 
9.8 
9.8 
8.6 
9.9 

3.9 
13.3 
8.8 

6.9 
8.8 

10.9 
9.9 

17.4 

6.2 
18.4 
12.4 

6.4 
9.7 
0.0 
8.9 
2.9 

4.4 
4.4 
9.6 

Source: World Bank estimations based on a panel sub-sample from the AIG 1995-1997 

The Roma, a Deep Poverty Pocket. Beside the majority ethnic Romanian population, the 
three main ethnic minorities that l ive in Romania are Hungarians (5.9 percent), Roma (2.5 
percent) and Germans (0.5 p e r ~ e n t ) . ~  There are no significant differences in the average level o f  
welfare, total or severe poverty between ethnic Hungarians or Germans and the majority 
population. In contrast, there are very wide disparities in welfare between the Roma and 
everyone else. These disparities increased in 1996 compared to 1995, and decreased thereafter. 
By 2 002, R o m a  were 2.7 times more  l i ke l y  t o be found among the  p o o r  than the  r e s t  o f  the 
population, and f ive times more l ikely to be found among the severe poor. Roma account for 7 
percent o f  the total poor, and for 12.5 percent o f  the severe poor. In fact, three out o f  five Roma 
live in severe poverty, and only one out o f  five is not poor. 

Educational Attainment and Poverty. The risk o f  poverty drops substantially with more 
schooling. If the household head has no schooling, the chance o f  being in poverty i s  near 67 
percent. This group represents 7 percent o f  the total poor, or 10 percent o f  the severe poor. The 
majority o f  the poor, however, are to be found in households whose head finished at most middle 
or vocational school. The relative r i s k  o f  poverty for households whose head has no schooling 
declined after 1998. Households headed by persons with vocational training fare worse from one 
year to the next, as their sk i l ls  do not match with the industrial restructuring taking place in 
Romania. The risk o f  poverty remained constant for households headed by high school or 
university graduates. Chapter 4 also demonstrates the linkage between schooling, earnings and 
employment. 

Occupation of the Household Head and Poverty. Throughout the period, households 
whose breadwinner derives income from the formal economy, such as employers and employees, 
had the lowest incidence o f  poverty. Pensioners, especially those earning a social security 
pension due to past employment in the formal economy, come third in terms o f  l ow  risk o f  
poverty. Households headed by the unemployed, or whose head works in the informal economy 

The share o f  Roma in the population, 2.5 percent, i s  believed to be an underestimation part ly due t o  individuals not  
revealing themselves as Roma. For  certain multivariate analyses this may or may no t  be problematic,'as indicated in 
the relevant sections of the Poverty Assessment. 
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- as farmer or as self-employed in non-agricultural activities - face the highest poverty risk, 
between 50 and 61 percent. The high risk o f  poverty among those engaged in informal activities 
suggests that the self-employment status is, for many, not a matter o f  choice in the pursuit o f  an 
entrepreneurial idea, but rather an employment buffer offering l ow  returns. The largest groups o f  
poor, h owever, a r e  e mployee- and p ensioner-headed h ouseholds. T ogether, t hese t w o  groups 
account for 76 percent o f  the poor. Within the group o f  employees, households with a larger 
number o f  dependents, with only one wage-earner, or with low  wages (from farming, trade or 
some services) face higher poverty risks. Within the group o f  pensioners, households subsisting 
on survivor pensions in urban areas, as well as pensioners with l i t t le  land in rural areas, are more 
often among the poor. 

Poverty and urban/rural residence. Both the incidence and the number o f  poor i s  higher 
in rural than in urban areas, where 46 percent o f  the population live. Despite a constant trend 
toward convergence, in 2002 the risk o f  poverty was s t i l l  more than double in rural than in urban 
areas (42 versus 18 percent). The rural poor make up o f  67 percent o f  the total poor. 

Regional dimensions of poverty. There are substantial differences in the incidence o f  
poverty by region (Figure 5). The highest r i s k  o f  poverty i s  in the North-East, 47 percent higher 
than the national average (77 percent higher rate o f  severe poverty as well). This region also 
hosts the largest number o f  poor (25 percent o f  total poor, and 30 percent o f  severe poor). 
Bucharest, the capital city, enjoys the lowest risk o f  poverty, about one third o f  the national 
average. After 1996, regional disparities in total and severe poverty attenuated slightly. 

Figure 5. Regional Risks of  Poverty 

Poverty Headcount 
by Region 

Share among the Poor Population Shares Risk of Being Poor (“YO) 

Norlh-East 

South-East 

South 

South-West 

West 

Norlh-West 

Centre 

Bucharest 

Poverly headcount index 

~ o t e :  Povelty headcount based on per adun equivalent consumption 
Source: 2002 HBS, Romania 

A multivariate analysis of the predictors of per adult equivalent consumption 

The previous section presented the individual and household characteristics associated 
with the risk o f  being poor. The resulting poverty profile, while informative, does not provide a 
deeper understanding o f  the relative contribution o f  various factors to household poverty. For 
instance, poverty is higher in rural areas, among farming households and among household with 
less e ducation, b ut this does n ot t e l l  u s what p ortion o f o bserved ru ra l  poverty i s due t o 1 ow 
educational attainment and what to occupations with low  earnings. By investigating the 
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predictors o f  consumption per capita in a multivariate regression setting, one can have a better 
idea about the independent effects (although causality i s  s t i l l  open to question). Table 5 presents 
such marginal effects, both to make the point that the two-by-two associations discussed up to 
this point remain valid and also to give one an opportunity to compare changes in coefficient 
estimates over time. The findings include evidence o f  improving status o f  Roma, although even 
in recent years being a Roma i s  associated with significantly lower per adult equivalent 
consumption. 

Table 5. Expected Changes in Per Adult Equivalent Consumption Given a Change 
in One Independent Variable 

Elasticity/Marginal Effect 
1997 1998 1999 2000 2001 2002 

0.010 -0.006 -0.014 Rural 
Region 

South-East 
South 
South-West 
West 
North-West 
Centre 
Bucharest 

Household Size 
Female Household Head 
Share of Primary Income Earners in 
the HH 
HH in with a Single Parent 
Disabled HH Member 
Nationality of HH Head 

Hungarian 
Roma 
Other 

Employer 
Non-Farm Self-Employed 
Farm Self-Employed 
Unemployed 
Pensioner 
Other 

Education ofthe Household Help 
No Formal School or Primary 
School (grades 1-4) 
Middle School (grades 5-8) 
High School 
Post-secondary or Foremen’s 
School 
Higher School, Short and Long 
Term 

Living Together 
DivorcedSeparated 
Widowed 
Unmarried 

Occupation ofthe Household Head 

Marital Status of HH Head 

Average Age of Adults 
15-29 
40-49 
50-59 
60-69 

-0.037 -0.022 

0.081 
0.152 
0.107 
0.175 
0.181 
0.146 
0.188 

-0.159 
-0.029 
0.138 

-0.023 
-0.055 

-0.037 
-0.235 
0.010 

0.437 
-0.05 1 
-0.032 
-0.092 
0.045 

-0.059 

-0.195 

-0.108 
0.086 
0.200 

0.455 

-0.142 
-0.064 
0.013 

-0.068 

-0.071 
0.049 
0.071 
0.1 19 

0.086 
0.110 
0.127 
0.142 
0.157 
0.133 
0.192 

-0.136 
-0.023 
0.141 

-0.025 
-0.050 

-0.03 1 
-0.242 
-0.060 

0.342 
-0.113 
-0.028 
-0.091 
0.033 

-0.116 

-0.189 

-0.091 
-0.106 
0.213 

0.502 

-0.160 
-0.055 
0.010 

-0.028 

-0.071 
0.064 
0.123 
0.149 

-0.01 1 

0.141 
0.118 
0.159 
0.202 
0.178 
0.156 
0.236 

-0.138 
-0.029 
0.119 

-0.071 
-0.086 

-0.013 
-0.212 
-0.093 

0.349 
-0.099 
-0.094 
-0.096 
0.012 

-0.065 

-0.181 

-0.089 
0.117 
0.215 

0.506 

-0.127 
-0.023 
0.022 

-0.007 

-0.077 
0.087 
0.143 
0.153 

0.074 
0.092 
0.127 
0.130 
0.102 
0.152 
0.168 

-0.146 
-0.01 1 
0.120 

-0.041 
-0.079 

-0.042 
-0.267 
-0.010 

0.309 
-0.089 
-0.050 
-0.100 
0.013 

-0.070 

-0.174 

-0.090 
0.133 
0.212 

0.521 

-0.149 
-0.073 
-0.004 
-0.045 

-0.079 
0.076 
0.147 
0.174 

0.090 
0.094 
0.120 
0.130 
0.123 
0.140 
0.184 

-0.132 
-0.025 
0.132 

-0.047 
-0.066 

-0.030 
-0.171 
-0.015 

0.327 
-0.058 
-0.088 
-0.114 
0.016 
0.066 

-0.198 

-0.100 
0.145 
0.252 

0.503 

-0.084 
-0.052 
-0.024 
0.009 

-0.085 
0.083 
0.139 
0.174 

0.053 
0.043 
0.069 
0.095 
0.123 
0.134 
0.169 

-0.135 
-0.052 
0.137 

-0.094 
-0.060 

-0.041 
-0.163 
-0.066 

0.515 
-0.103 
-0.083 
-0.157 
0.014 

-0.071 

-0.184 

-0.079 
0.165 
0.252 

0.542 

-0.065 
0.036 
0.050 
0.027 

-0.057 
0.081 
0.120 
0.184 

70 and over -0.002 0.036 0.052 0.084 0.076 0.076 
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Non-Income Dimensions of Poverty 

“For the county of Galati, one of the biggestproblem is the situation of the youngpeople who 
are 18 years old and are required to leave state orphanages. Even though technically they are 
no longer our responsibility, we still house them in our institution, because otherwise they end 
up on the streets. The local city council cannot help them because there are not enough funds. ’’ 
Employee, Inspectorate for Children’s Protection, Galati, urban. 2003. 

The household surveys on which this poverty assessment has rel ied do not cover al l  
Romanians. In particular, they exclude those in institutions, mainly children, and those who are 
homeless. The aggregate statistics provide some idea about the magnitude o f  the problem. The 
number o f  children living in public and private placement centers was 43,234 in December 2002, 
according to the National Authority for Child Protection and Adoptions. While s t i l l  a major 
problem, the number o f  institutionalized children i s  declining, down from 56,868 in March 2001. 
The reported number o f  elderly living in institutions i s  much lower, at around 2,200 in 2000. 
There are no national estimates o f  the number o f  homeless. The number o f  street children i s  
estimated at 1,500 (of  whom some 400 l ive in Bucharest) by the National Authority for Chi ld 
Protection and Adoptions. 

Poverty and the Perception of Poverty 

As we have seen, objective measures o f  poverty categorize 29 percent o f  Romanians as 
poor, with 11 percent in severe poverty. Most households, however, perceive their economic 
situation in considerably harsher terms. About ha l f  o f  al l  people declare that they cannot buy 
enough food, while two-thirds consider that their incomes do not match their current 
expenditures. These percentages are higher for the poor than for the non-poor, and do not vary 
substantially between rural and urban areas. The dissatisfaction with the current level o f  
consumption i s  substantial even for the non-poor: 42 percent consider their income insufficient 
to  cover their food needs, and 59 percent assess that their current incomes are not enough to  
cover current expenditures. 

Poverty and Other Measures of Material Well-being 

Nutrition. Among the poor, 3 5 percent suffer from insufficient nutritional intake, 
compared to 14 percent among the non-poor, though these last have sufficient means to  cover 
their nutritional deficit (Table 6). Nutrition-poverty i s  more prevalent among the urban poor (50 
percent) than among the rural poor (28 percent). 

Household Durables. Nationwide, 14 percent o f  people do not have a gas stove, and 22 
percent do not have a refrigerator (Table 6). As would be expected, endowment with household 
durables i s  better among the non-poor and among those living in urban areas. 

Housing. Thirty percent o f  the poor live in crowded households, ha l f  do not have a flush 
toilet, and more than 70 percent have no bathroom (Table 6). Lack o f  access to a bathroom, a 
flush toilet and hot water characterizes almost al l  rural ‘inhabitants, but mainly only the poor in 
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urban areas. A relatively large percent o f  the urban poor find themselves unable to pay for 
public utilities, thus accumulating debts (over 50 percent) or being disconnected from the district 
heating and/or hot water systems (8 percent). 

Table 6. Deprivation Along Specific Dimensions o f  Material Consumption 

National Urban Rural 
Non-Poor Poor Total Non-Poor Poor Total Non-Poor Poor Total 

Poverty Status 
Total-Poverty 
Population in the group 

Of Which: 
Nutrition 

consume less than a minimum 
caloric intake 

no gas stove 
no refrigerator 
no washing machine 

Housing poverty 
3 or more personsiroom 
less than 5 sq metersiperson 
no bathroom 
no flush toilet 
no hot water system 
disconnected from the district 
hot water system 
disconnected from the district 
heating system 
could not pay in time electricity 
bill 
could not pay in time public 

Lacking consumer assets 

71 
100 

14 

7 
13 
34 

7 
3 
35 
26 
37 
2 

3 

12 

27 

29 100 
100 100 

35 20 

33 14 
42 22 
74 45 

28 13 
16 7 
73 46 
58 36 
75 48 
3 3 

3 3 

23 15 

29 28 

82 
100 

21 

3 
9 
22 

7 
2 
9 
5 
11 
4 

4 

11 

32 

18 100 
100 100 

50 26 

10 4 
21 11 
54 28 

30 11 
14 4 
33 13 
20 8 
36 15 
8 5 

8 5 

26 14 

52 36 

58 
100 

4 

15 
20 
54 

8 
4 

78 
62 
80 
0 

0 

14 

18 

42 100 
100 100 

28 14 

44 27 
53 34 
84 67 

28 16 
18 10 
93 84 
77 68 
95 86 
0 0 

0 0 

21 17 

18 18 
utilities 

Source: World Bank estimations based on ABF 2002 

Poverty and Access to Education and Health 

“Poor children have many problems as far as their education is concerned. Even if their 
family receives MIG benefits, the social aid cannot suflciently cover the needs of 3,4,5 
children enrolled in school. It is impossible to buy school supplies for them. ” 
Employee, Inspectorate for Children’s Protection, Galati, urban. 2003. 

School attendance i s  much lower in al l  age groups among children from poor households, 
in both urban and rural areas, compared to children as a whole (Table 7). Available data do not 
allow consideration o f  differences in the quality o f  schooling, however, although such 
differences may well be significant. 

“I would go to the hospital ifI had money ... we stay at home because we have no money for 
medicine and we cannot get any medicine for f ree .  We have rich relatives but they do not help 
us even with one loaf of bread, they don ’t want to give us anything. ” 
L o w  income remondent. single mother. Breaza. urban. 2003. 
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explanations include the lower likelihood that the poor wil l be diagnosed with disease and hence 
their lower likelihood o f  reporting it; and the different definitions o f  chronic disease by the poor, 
who must constantly seek income, and the non-poor. The poor may not recognize a disease as 
chronic until i t  i s  at a more advanced stage. While i t  i s  di f f icult  to obtain more insights on health 
using ABF data, other surveys provide useful information; the educational attainment o f  the 
household head i s  a very good predictor of compulsory health insurance program enrollment one 
year after implementation, for example (Box 3). The poor are much less l ikely to know someone 
who can help solve a health problem (Table 10). Health i s  also key in determining employment 
and wages (Chapter 4). 

Table 7. Lack of  Capabilities: Education, Health and Employment 

National Urban Rural 
Non-Poor Poor Total Non-Poor Poor Total Non-Poor Poor Total 

Poverty Status 
Total poverty 71 29 100 82 18 100 58 42 

Of which: 
Educational Attainment 
age group 8-14 children 1.8 6.4 3.3 1.1 5.4 2.0 2.9 6.9 
not attending school 
age group 15-1 8 not in 1.3 10.5 4.0 0.8 6.1 1.8 2.4 13.3 
school and did not 
attend/graduate middle 
school 
age group 15-24 not in 9.8 39.4 20.7 4.8 19.6 8.5 21.1 51.9 
schools and did not attend 
vocational or high school 
Health Status 

Population in the group 100 100 100 100 100 100 100 100 

Having a chronic i l lness 7.0 5.8 6.6 7.4 6.6 7.3 6.3 5.4 
that precluded usual 
activities for more than 2 
weeks in the last month or 
disabled 
Employment 
age group 16-59 not 
working but looking for a 
job in the last week and 
ready to work if have job 

6 1 8 7.3 9 2 2 9. 3.0 0 

100 
100 

4.8 

7.3 

37.8 

5.9 

4.3 

opportunity 
Source: World Bank estimations based on ABF 2002 
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Box 3. Health Insurance in Romania 

Mandatory health insurance was introduced in 1999. A C O V I  2000 inquired about health insurance 
coverage at the household level (this set o f  questions were dropped from the survey in the years that 
followed, a direct linkage to poverty i s  not possible because A C O V I  does not collect household 
consumption data). About 75 percent o f  individuals surveyed had enrolled in the health insurance program. 
Only 34 percent o f  Roma had health insurance coverage at the time o f  the survey, however. Enrollment 
patterns by age are not large, with the exception o f  those who are 65 and over with 89 percent having health 
insurance. Those residing in rural areas are less likely to be enrolled: 64 percent versus 84 percent in urban 
areas. But the strongest correlate o f  being enrolled in the health insurance program i s  the schooling of 
household head: for  those households with a college/university graduate household head, the enrollment 
ratio i s  91 percent. The enrollment ratio i s  lowest (57 percent) for  households headed by those who with no 
schooling. 

The survey questionnaire also inquired about reasons for not having non-compulsory health insurance: the 
leading reasons are “not having enough money” (61 percent) and “not interested” (32 percent). While 
urbadrural residence makes litt le difference, schooling o f  household head does: if the household head has 
completed college or university, the number one reason i s  “not interested” (48 percent) and “not having 
enough money” i s  a close contender at 37 percent. And finally, ethnicity differentials are small with 71 
percent o f  Roma citing monetary reasons and 23 percent revealing not being interested. 

In addition, 5.9 percent o f  the population revealed to  have a non-compulsory health insurance. The non- 
compulsory health insurance coverage i s  in part due to  employer sponsored health plans (as evidenced by 
the fact that coverage rate peaks at 6.7 for  ages 45 to  64, as opposed to  national health insurance coverage 
which i s  highest among those aged 65 and over). 

Poverty and Community Characteristics 

Differences in access to various services vary significantly between the poor and the non- 
poor, also by urban and rural residence (Table 8). Rural areas are disadvantaged in general, as 
one would expect, although characterization o f  the neighborhood as insecure i s  more likely in 
urban areas. 
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Table 8. Community Poverty 

National Urban Rural 
Non-Poor Poor Total Non-Poor Poor Total Non-Poor Poor Total 

Poverty status 
~ Total Poverty 71 29 100 82 18 100 58 42 100 

Population in the 100 100 100 100 100 100 100 100 100 
group 
Of Which: 
Community 

Lack o f  post off ice in 6 12 7 15 18 16 
the locality 
Lack o f  health in the 5 11 7 14 17 15 
locality 
Lack o f  pharmacy in the 14 28 18 0 1 0 38 41 40 
locality 
Lack o f  10 19 13 2 2 2 24 27 25 
culturalientertainment 
center in the locality 
Lack of playground for 36 63 44 7 12 8 85 89 87 
children in the locality 

unsecure are (affected by 
violence, burglaries, etc.) 

highly deteriorated 
roadsiinfrastructure 
Source: World Bank estimations based on ABF and ACOVI2002 

Living in a highly 2 2 2 3 4 3 1 1 1 

Living in an area with 13 17 14 10 7 9 19 21 20 

Social Capital, Access to Resources, and Sewice Delivery 

The analysis o f  the linkage between social capital and service delivery relies on a survey 
designed specifically for this purpose (Box 2). Since this survey does not allow the construction 
o f  a consumption-based welfare aggregate, income quintiles are used here instead o f  
consumption. 

There are multiple and contrasting aspects o f  social capital that can help make 
government more responsive to citizens’ demands. Even though there i s  no consistent pattem by 
which the poor are disadvantaged relative to the better off, on balance the evidence from this 
survey suggests that poorer and rural households have a less effective voice with regard to 
government services. Wealthier (Table 9) and urban (Table 10) households tend to belong to 
more associations. Trust in “most people” differs l i t t le  across quintiles, and i s  slightly higher 
among rural than urban households. Wealthier individuals tend to have more t rus t  in people in 
their own villages or neighborhoods. Rural people do as well, no doubt because fewer o f  them 
are strangers. 

Maybe surprisingly, poorer people have somewhat higher trust  in local and central 
government officials, perhaps because the standards for what constitutes good governance tend 
to r ise with educational attainment. The large gap between urban and rural households in trust in 
local officials i s  as would be expected, because governments in smaller localities are “closer to 
the people” and it i s  easier to satisfy smaller, more homogeneous constituencies. More 
surprising, however, i s  the nearly-as-large gap in trust in the central government between urban 
and rural households. 
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An index o f  cooperation with neighbors (e.g. in solving common problems) differs little 
across quintiles, but i s  higher for rural than for urban households. Similarly, rural people report 
that they have more close friends than do urban residents. Across quintiles, the r ich report 
having the most close friends. Not  surprisingly, wealthier and urban households report having a 
larger number o f  people from which they could borrow 3 or 4 mi l l ion lei. In response to a 
question about the maximum amount o f  money they could borrow from al l  sources, wealthy and 
urban households report far higher amounts. The amount for the top quintile i s  10 times that o f  
the lowest quintile (Tables 9 and 10). 

~~ 

1 2 3 4 5 
Number o f  associational memberships 0.71 0.99 1.04 1.3 1.34 

%who trust 
“Most people’’ 37.1 37.1 36.3 35.2 39.4 
People in villageineighborhood 35.7 34.7 38.8 37 40.5 
Local govemment officials 24.2 22.1 23.2 17 18.9 
Central govemment officials 23.7 21.7 19.8 18.4 17.5 

Cooperation with neighbors (0-1) 0.21 0.21 0.2 0.21 0.22 

No. o f  people could borrow cash from 2.1 2.9 2.9 3.4 4.9 
Max. amount could borrow (million lei) 18 56 27 40 179 

Health problem 34.9 51.5 53.2 61.2 75 
Legal problem 14.5 25.8 27.1 36.5 51.5 
Administrative problem 25.1 31.6 30.5 34.3 45.5 
Problem with police 15.9 23.9 23.8 30.5 39.6 
Problem at bank 10.9 16.1 15.7 25.6 35.8 
Problem getting a job 8.9 14.5 18.2 21.2 29.1 
Offer “gifts” to solve City Hall 11.3 5.1 8.1 9.4 12.5 
problem 
Satisfied with way treated? 65.3 74.4 69.4 72.3 73.6 

Number o f  close friends 8.2 7.9 7.2 8.7 9.1 

Know someone who could help solve 

Contact local officials on public issue 8.4 6.6 8.7 12.7 15.7 
Contact nat’l officials on public issue 0.8 0.2 1.4 3.1 5.3 
Civic activism index -0.08 -0.07 0.01 0.02 0.12 
Vote in local elections 93.4 93.6 92.5 92.3 92.1 
Vote in national elections 93.4 93.4 91.7 92.3 92.8 
Source: Public/Private Transfers and Social Capital Survey, 2003 

The r ich are better “connected” than the poor. For each o f  six types o f  problems 
described, the r ich are far more likely than the poor to indicate that they know someone who 
could help them solve the problem. Urban-rural differences are less dramatic, but mostly favor 
urban residents, particularly on contacts who can solve legal problems (Tables 9 and lo). 

Table 9. Social Capital by Income Quintile 

auintiles 

20 



Table 10. Social Capital by UrbadRural Residence 

Know someone who could help solve 
Health problem 46.6 60.6 
Legal problem 19.4 38.5 
Administrative problem 34.9 32.4 
Problem with police 22.5 29.4 
Problem at bank 14.3 24.9 
Problem getting a job 12.4 22 

Offer “gifts” to solve City Hall problem 7.5 10.7 
Satisfied with way treated? 73.8 68.4 
Contact local officials on public issue 13.7 8.3 
Contact national officials on public issue 1.7 2.5 
Civic activism index -0.01 0.01 
Vote in local elections 94.9 91.4 
Vote in national elections 94.1 91.9 
Source: Public/Public Transfers and Social Capital Survey, 2003 

quintiles 
rural Urban 

Number o f  associational memberships 0.87 1.21 

“Most people” 

Local govemment officials 
Central govemment officials 

Cooperation with neighbors (0-1) 
umber o f  close friends 
0. o f  people could borrow cash from I ax. amount could borrow (million lei)  

eople in villageineighborhood 

y/o who trust 
38.5 
39.1 
32 

27.5 

0.23 
9.1 
2.7 
18 

36.1 
36.2 
14.3 
15.8 

0.19 
7.7 
3.6 
56 

Rich and urban residents are somewhat more l ikely to report having offered “gifts” to 
City H a l l  employees to get problems solved. Rural residents are more frequently satisfied with 
the treatment they received from Ci ty  Ha l l  employees. The poorest quintile reported the lowest 
satisfaction on average, but there was l i t t le  difference among the higher four quintiles. The 
richest quintile contacts local officials regarding broad public issues about twice as often as 
persons in the bottom two quintiles. Rural residents are much more likely than urban ones to 
contact local officials, likely reflecting less severe “free rider” problems where the number o f  
potential beneficiaries i s  lower. Consistent with this view, rural residents are actually less l ikely 
than urban residents to contact national officials regarding public issues, where the scope o f  
collective action problems differs less between urban and rural. 

Wealthier citizens score higher on a “civic activism” index, based on reported 
participation in public meetings, protests, etc. Urban scored slightly higher than rural persons on 
this index; in smaller communities, person-to-person forms o f  voice may often act as effective 
substitutes for some forms o f  mass participation such as protests seen in urban areas. Rural 
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residents report slightly higher voting turnout rates in both local and national elections. 
Surprisingly, the poor report slightly higher voting rates than the wealthy. 

Similar to  the method followed earlier in this chapter for the consumption-based analysis 
o f  poverty, now - after presenting basic statistics - we move on to findings from multivariate 
analyses which investigate determinants o f  “satisfaction with services”, “corruption”, “trust in 
the local government officials” and “trust in the mayor” (models reported in the Volume 2 
“Mapped in or Mapped Out” background paper). As it turns out, the determinants o f  the last two 
are similar so they wil l be discussed jointly. The explanatory variables are locality expenditures 
per capita, log o f  locality population, log o f  mean locality income, neighbor relations index, and 
ethnic fractionalization: 

0 The client satisfaction index i s  higher in localities with higher total government 
expenditures per capita. Interestingly, mean household income in the locality i s  unrelated 
to client satisfaction. This could be because higher-income persons may have higher 
expectations regarding the quality o f  services. Bo th  the index o f  cooperation among 
residents o f  the community and the index o f  civic activism are positively related to client 
satisfaction with local government. Finally, ethnic diversity i s  associated with lower level 
o f  satisfaction. 
The only variables that are found to be (positively) related to corruption are mean locality 
income and ethnic diversity. The explanation o f  the income effect i s  straightforward: i t 
may reflect the possibility that wealthier households are more able and willing to pay for 
the successful resolution o f  a problem. I t  i s  harder to interpret the impact o f  ethnic 
diversity, however. 
Trust in local government ofjcials and the mayor i s  higher in smaller localities, and in 
places where social capital is  higher. The relations with neighbors index i s  positive and 
significant, so i s  the c i v i c  activism index. Other variables do not have a statistically 
significant impact on trust. 

0 

0 
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CHAPTER 111: Poverty and Growth 

As reported in Chapter 1 (Figure 4), poverty increased in Romania between 1995-99 and 
fel l  between 2000-02, periods in which there were, respectively, economic recession and 
economic growth. The evidence for Romania suggests that the elasticity o f  poverty to growth 
was substantial in 1996-97, but has since decreased almost uniformly for both severe and total 
poverty. The elasticity o f  poverty to growth was around 2 in absolute value for 1999-2001, a 
value in l ine with the impact o f  growth on poverty in other countries, but decreased somewhat in 
2002 (Figure 6). 

Figure 6 
~ 
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Source: HBS, World Bank calculations. 

There are limitations on relying on the calculated measures o f  growth elasticity to 
understand the impact o f  growth on poverty. A measure o f  the elasticity o f  poverty to growth 
captures only the sensitivity o f  measured poverty to changes in mean income while the relevant 
growth rate for poverty reduction is growth for the poor and, in particular for the headcount ratio, 
the relevant rate i s  that o f growth occurring in the neighborhood o f  the p overty 1 ine. I n this 
context, i t  is  important to note that certain patterns o f  growth might be associated with increased 
inequality that can offset the impact o f  growth on poverty. 

How much did growth contribute to poverty changes? 

The growth-redistribution decomposition introduced by Ravallion and Datt (1 992) allows 
one to quantify the relative importance o f  average income growth versus changes in income 
distribution for poverty reduction. In particular, a change in poverty between two dates can be 
decomposed into three components: (i) the change in poverty due to a change in mean income 
while holding income distribution constant - the growth component; (ii) the change in poverty 
due to a change in income distribution while holding mean income constant - the redistribution 
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component, and (iii) a residual capturing the interaction between the growth and redistribution 
component. 6 

This methodology highlights that in the period 1995-2000, the increase in poverty would 
have been even more substantial, had the distribution o f  consumption not moved favorably for 
the poor. Conversely, poverty decreased between 2000-02, although the distribution o f  
consumption moved unfavorably for the poor in this period. 

Between 1995 and 2000 (and especially in 1996-2000), output decline had a substantial 
impact on poverty increase. Having said that, consumption distribution moved in favor o f  the 
poor reflecting a compression o f  income distribution that is often observed during recessions, 
thereby mitigating the adverse effects o f  the output decline (Tables 11 and 12). 

Table 11. Growth-Inequality Decomposition o f  Changes in Severe Poverty 
(Headcount) between 1995-2002 

Welfare measure: consumption per adult equivalent 

Period P(t) P(t+l) DPO DPGRldis DPDISlgr Residual 

Nationwide 
1995-2000 0.094 0.138 0.044 0.087 -0.03 1 -0.012 
2000-2002 0.138 0.109 -0.029 -0.04 0.01 0.001 

Urban 
1995-2000 0.046 0.092 0.046 0.068 -0.009 -0.013 
2000-2002 0.092 0.054 -0.038 -0.035 -0.006 0.003 

Rural 
1995-2000 0.151 0.193 0.042 0.093 -0.040 -0.010 
2000-2002 0.193 0.175 -0.018 -0.033 0.010 0.005 

Legend: P(t): poverty at time t; 
P(t+l): poverty at time t + l ;  
DPO: absolute change in the headcount 
DPGRldis: change in the headcount measure due to growth keeping inequality constant 
DPDISlgr: change in the headcount measure due to inequality keeping inequality constant. 

See Ravallion, Mar t i n  and Gaurav Dat t  (1992). “Growth and redistribution components o f  changes in poverty 
measures : a decomposition with applications to  B raz i l  and India in the 198Os,” Journal of Development Economics 
no. 38, pp. 275-295. 
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Table 12. Growth-Inequality Decomposition of Changes in Total Poverty 
(Headcount) between 1995-2002 

Welfare measure: consumption per adult equivalent 

1995-2000 0.254 0.359 0.104 0.144 -0.053 0.014 
2000-2002 0.359 0.289 -0.07 -0.082 0.009 0.004 

IPeriod P(t) P(t+l) DPO DPGRldis DPDISlgr Residual 

Urban 
1995-2000 0.152 0.259 0.106 0.135 -0.025 -0.003 
2000-2002 0.259 0.176 -0.082 -0.083 0.001 0.000 

Rural 
1995-2000 0.376 0.478 0.102 0.141 -0.055 0.016 
2000-2002 0.478 0.424 -0.054 -0.055 0.000 0.001 

The contribution o f  growth to poverty changes was also sizeable in 2000-02 - had 
redistribution kept constant, poverty reduction would have been much more substantial o n  
account o f  economic growth alone. Nonetheless, during this period and, in particular between 
2001 and 2002, income distribution moved adversely for the poor, thereby partially hampering 
the impact o f  growth on poverty. Most o f  the shift in income redistribution that was adverse for 
the poor was concentrated in rural areas. Interestingly, income redistribution moved favorably 
for the p oor i n  urban areas b etween 2 000 and 2 001. A lthough the  relative m agnitude o f t h e  
effects differ somewhat, the decomposition o f  total poverty changes returns a similar picture. 

Results o f  the decomposition are also similar when we use the poverty gap as the poverty 
measure and are also robust to using consumption per capita as an alternative measure o f  welfare 
to per adult equivalent consumption. 

The Distribution of Gains from Growth: Growth Incidence Curves 

Because o f  the pattern o f  substantial economic decline followed by strong growth in the 
past two years, assessing the extent to which the gains from aggregate economic growth and the 
losses from contraction are distributed across households i s  especially interesting in the case o f  
Romania. Growth-incidence curves are useful to this end, as they plot the growth rate in 
consumption f o r  individuals ranked according t o their c onsumption. F igure 7 reports growth 
incidence curves for the sub-periods 1995-2000 and 2000-02. The vertical axis measures 
cumulative growth (or decline) for the whole period, while people o n  the horizontal axis are 
ordered by increasing levels o f  per-adult equivalent consumption. The two vertical l ines identify 
the share o f  the population in severe and total poverty, respectively, in the init ial  year. Note that 
a downward sloping incidence curve indicates that people in poorer quantiles o f  the population 
have benefited from growth (or lost from output decline) more (less) than the average. 

By 2000, per adult equivalent consumption was about 80 percent o f  consumption in 
1995. During this period people in the poorer quantiles o f  the income distribution were hurt 
relatively less by the recession than people in the higher quantiles. This trend was fairly uniform 
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across urban and rural areas and in year-by-year dynamics7 This evidence i s  consistent with the 
evolution o f  inequality for the period - the Gini coefficient decreased from a value o f  0.31 in 
1995 to a value o f  0.28 in 2000 - and indicates that the recession was accompanied by a 
compression in the overall structure o f  consumption distribution. I t  also lends support to the 
view that in this period social protection pol icy was effective in dampening the impact on the 
poor o f  the structural reforms initiated in the late 1990s. Finally, i t i s  useful to note that the 
patterns o f  the growth incidence curves are consistent with the evidence we discussed on the 
partial effects o f  growth and redistribution o n  changes in poverty. 

Between 2000 and 2002 output grew by a cumulative 11.9 percent but the trend in the 
distribution o f  growth rates across quantiles o f  the population reversed when compared to the 
previous years. People below the 50th percentile, and in particular the poor, did not benefit from 
economic recovery as much as the non-poor did. Overall this pattern appears to be driven by the 
distribution o f  growth o f  the population in rural areas, where not only growth was substantially 
lower than the national average, but the poor seemed to be particularly excluded from it. 
Conversely, growth in urban areas was substantial (a cumulative average growth o f  15 percent) 
and the poor fared relatively better than the rest o f  the urban residents, as they benefited from 
growth rates between 15 and 17 percent. When disaggregating the evidence into yearly growth 
patterns, the extent to which the poor and the lower quantiles o f  urban population benefited from 
growth appears to be driven by the developments in 2000-01, and i s  most l ikely due to increased 
social spending (pension recorrelation and heating subsidies), patronage that coincided with the 
peak o f  the electoral campaign and was mainly targeted to urban areas, and positive effects o f  
service sector employment (Figure 7). 

One way one can gain insights into the distribution o f  growth across quantiles o f  the 
population i s  to disaggregate growth incidence curves by economic sector. When we do so 
(Figures 8 and 9), we find that growth patterns were quite uniform across sectors in 1995-2000 
(with the p oor b eing hit 1 ess b y the r ecession i n a 11 s ectors). C onversely, b etween 2 000 and 
2002, growth was substantially below the (sectoral) mean for al l  the pensioners and the 
unemployed in poverty and for agricultural workers in severe poverty. 

An exception was the pattern o f  growth between 1999 and 2000, when poor in urban areas were hit by output 
decline more than people in urban areas ranking above the 30' percentile in expenditure. Year-by-year growth 
incidence curves are not  reported but are available upon  request. 
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Figure 7. Growth-Incidence Curves, 1995-2000 and 2000-2002 
Cumulative growth in consumption per adult equivalent 
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Figure 8. Cumulative Growth In  Consumption Per Adult Equivalent, By Sector 
1995-2000 
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Figure 9. Cumulative Growth In  Consumption Per Adult Equivalent 
By Sector, 2000-2002 
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Are poverty changes due to intra- sectoral (regional) poverty reduction or to population shlfts? 

As discussed in Chapter 1, the structure o f  occupations in Romania has changed 
substantially over the past seven years.* Figure 10 depicts consumption growth by occupational 
category for the sub-period 1995-2000 and 2000-02. 

Figure 10 
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No t  surprisingly, self-employed in non-agricultural activities (a category which also 
includes employers) were subject to substantial volatility - self-employed were hit more strongly 
than average by the recession and benefited more than average from the recovery. This trend i s  
reversed among agricultural workers, who were relatively more isolated from the recession but 
benefited less than the average from growth in the past two years. This evidence i s  consistent 
with the notion that subsistence agricultural economy was relatively isolated from the main 
economic trends. Growth rates among pensioners and unemployed followed a similar pattern. 

I t  i s  interesting to couple this information with changes in the structure o f  poverty by  
occupational categories. The share o f  employees in severe poverty has d eclined substantially 
since 1995, so that in 2002 less than 10 percent o f  the poor were employees. Conversely, the 
share o f  agricultural workers in severe poverty increased from less than 25 percent in 1995 to 
around 32 percent in 2002. Finally, the share o f  pensioners among the poor increased 
marginally, but steadily, reaching 33 percent in 2002 (see Figure 11). 

* Although, for simplicity, we use the term “sectoral” throughout this section, we computed the decomposition 
across occupational categories (employees, employers, self-employed in agriculture, etc.). This approach i s  more 
likely to al low u s  to  capture movements o f  workers f r o m  the formal t o  the informal sector (self-employed rion- 
agricultural and, in part, agricultural workers). 
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Figure 11 
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These trends lend support to the interpretation that people have progressively moved 
towards occupational categories with increasing poverty. In this context, i t is  interesting to 
quantify with precision the extent to which sectoral growth and inter-sectoral shi f ts o f  population 
contributed to poverty reduction ( in~rease).~ The related evidence i s  reported in Table 13 for 
changes in the headcount for severe and total poverty. Results for the sectoral decomposition o f  
changes in the poverty gap and poverty severity (not reported) return a similar picture. 

In t h e  p eriod 1 995-2000, s evere p overty ( as m easured b y the h eadcount) i ncreased. A 
substantial part o f  this increase (around 60 percent) was due to increases in poverty within 
sectors, particularly among pensioners and agricultural workers. Shifts o f  population across 
activities accounted for 30 percent o f  the poverty increase. This reflected the strong decrease in 
the share o f  employees which resulted in an increase in the share o f  agricultural worker, 
pensioners, and unemployed. The s i g n  o f  the population-shift effect indicate that people moved 
towards sectors with increasing poverty over the period. 

In the fol lowing two years (2000-02), almost al l  o f  poverty reduction was due to intra- 
sectoral effects and was concentrated among pensioners (who benefited from the recorrelation 
exercise), employees, and workers in the informal, non-agricultural sector. Population shifts 
across occupational categories indicate that people moved towards occupations were poverty was 
decreasing at a lower rate, but this effect was o f  limited magnitude. 

Results for the sectoral decomposition o f  total poverty are similar, although i t  i s  notable 
that in 1995-2000, an increase in total poverty among employees contributed substantially to the 
overall change in the indicator. 

See Ravallion, Mar t i n  and Mon ika  Huppi (1991). “Measuring changes in poverty: A methodological case study o f  ’ 

Indonesia during an adjustment period,” World Bank Economic Review no.5, pp. 57-84. 

31 



A similar exercise can be carried out to investigate whether population shifts across 
regions and urban and rural areas have significantly contributed to changes in poverty rates. The 
evidence suggests that most poverty reduction (or increase, as i t  i s  the case for the period 1995- 
2000) was due to intra-regional effects. Moreover, no significant contribution to poverty 
changes was due to movements o f  people across urban and rura l  areas. Most o f  the poverty 
change in both sub-periods was due to changes in poverty in urban areas. Results are similar for 
decomposition o f  the headcount ratio as calculated with the total poverty line, as well as for the 
poverty gap for severe and total poverty. 

'otalchangeinpoverty 100 0.04405 100 100 -0.0287 100 
r h i s  c olumn reports absolute changes i n  poverty i n  e ach sector. T hese changes s 

respectively the absolute value and share o f  poverty change due to movement o f  

Table 13. Sectoral and Regional Decomposition of  Changes in Poverty 

100 0.10413 100 100 -0.0696 100 
um up t o  the  i ntra-sectoral effect. Figures i n  this r o w  indicate 

people across sector. For example, in 1995-2000 severe poverty 

'eriod 
'overty in year 1 
'overty in year 2 
Absolute change 
/O change 

SEVERE POVERTY 
1995-2000 2000-2002 

0.0938 0.1379 
0.1379 0.1091 
0.044 -0.029 
46.9 -20.8 
Pop. Yo o f  Pop. Yo o f  

share, Abs. change share, Abs. change 

Activity 
Employees 
Self-employed non- 

Self-employed agr. 
Unemployed 
Pensioner 
Other 

mtra-sectoral effect 
'opulation-shift effect * 
mteraction effect 
legion 

North-East 
South-East 
South 
South-West 
West 
North-West 
Center 
Bucharest 

rtra-sectoral effect 
'opulation-shift effect 
rteraction effect 
Jrbanmural 

Urban Areas 
Rural Areas 

ttra-sectoral effect 
'opulation-shift effect 
iteraction effect 

agr. 

yearl Change*' i n  pov. 

49.54 0.00384 8.72 

3.35 0.0037 8.39 
8.56 0.0062 14.09 
5.1 0.00159 3.61 

31.84 0.00891 20.23 
1.61 0.00271 6.15 

0.027 61.18 
0.0133 30.22 
0.0038 8.6 

16.86 0.01125 25.54 
13.07 0.00925 21 
15.6 0.00428 9.71 
10.8 0.0028 6.36 
9.09 0.00541 12.29 
12.71 0.00469 10.65 
11.75 0.00394 8.96 
10.12 0.00207 4.7 

0.0437 99.2 
0.0002 0.55 
0.0001 0.25 

54.4 0.02488 56.49 
45.6 0.01914 43.46 

0.0440 99.94 
0.0000 0.06 

0 0 

yearl change inpov. 

38.33 -0.0095 33.14 

4.68 -0.0063 21.99 
10.23 -0.0034 11.96 
8.63 -0.0009 3.19 

36.83 -0.0094 32.56 
1.31 -0.0007 2.42 

-0.03 105.26 
0.0021 -7.31 
-0.0006 2.04 

17.12 -0.0052 18.06 
13.13 -0.0047 16.31 
15.52 -0.002 6.87 
10.75 -0.001 3.39 
9.02 -0.0041 14.38 
12.67 -0.0046 16.15 
11.76 -0.005 17.47 
10.04 -0.0022 7.59 

-0.029 100.21 
0.00007 -0.26 
-0.00001 0.04 

54.37 -0.0206 71.63 
45.63 -0.0081 28.09 

-0.029 99.72 

0.0000 0.05 
-0.0001 0.24 

TOTAL POVERTY 
1995-2000 2000-2002 

3.2544 0.35857 
3.3586 0.28897 
3.1041 
40.9 
Pop. % o f  

share, Abs. change 
yearl Change in pov. 

49.54 0.0286 27.46 

3.35 0.00564 5.41 
8.56 0.00714 6.86 
5.1 0.00374 3.59 

31.84 0.02815 27.03 
1.61 0.00196 1.88 

0.0752 72.23 
0.0251 24.13 
0.0038 3.64 

16.86 0.01845 17.72 
13.07 0.01585 15.22 
15.6 0.01928 18.51 
10.8 0.00653 6.27 
9.09 0.0111 10.66 
12.71 0.01554 14.92 
11.75 0.00883 8.48 
10.12 0.00803 7.71 

0.1036 99.5 
0.0005 0.47 

0.00003 0.03 

54.4 0.05773 55.45 
45.6 0.04634 44.5 

0.1041 99.95 
0.00005 0.05 

0 0 

-0.0696 
-19.4 
Pop. Yo of 

share, Abs. change 
yearl change inpov. 

38.33 -0.0323 46.38 

4.68 -0.0076 
10.23 -0.0046 
8.63 -0.0045 

36.83 -0.0233 
1.31 -0.0003 

-0,073 
0.0026 
0.0004 

17.12 
13.13 
15.52 
10.75 
9.02 
12.67 
11.76 
10.04 

-0.0102 
-0.0081 
-0.0107 
-0.0022 
-0.0071 
-0.0145 
-0.0094 
-0.0076 
-0.07 

0.00008 
0.00000 

10.89 
6.6 

6.51 
33.49 
0.43 

104.29 
-3.67 
-0.63 

14.6 
11.65 
15.41 
3.1 

10.19 
20.79 
13.49 
10.88 

100.11 
-0.11 
-0.01 

54.37 -0.0447 64.27 
45.63 -0.0247 35.5 

-0.069 99.76 
-0.00015 0.21 
0.0000 0.03 
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Poverty projections 

Eradication o f  severe poverty and hunger i s  the f i r s t  o f  MDGs. In this section we discuss 
results from projections for the headcount ratios for severe poverty for the years 2003-2007 using 
two alternative m ethodologies. F irst,  w e c ompute p overty u sing predicted future c onsumption 
obtained by applying a uniform growth rate to the whole structure o f  current consumption (base 
projections). S econd, w e  assume a b alanced growth p ath across o ccupational c ategories and, 
while keeping sector shares constant at the existing level (2002), we apply to each sector the 
growth rate that i s  compatible with the assumed overall growth rate. On this basis we then 
compute poverty rates (sectoral growth). 

A simple historical validation exercise was carried out for 2001-02 and suggests that, in 
the short term, these methodologies might produce reasonably good projections o f  poverty rates. 
As the horizon lengthens, however, projections are bound to become less informative, not last 
because the assumption o f  constant sector share and balanced growth across sectors might be less 
adequate. 

Various growth assumptions were adopted, including the IMF’s latest growth assumption 
and alternatives, corresponding to an optimistic scenario (sustained 5 percent annual growth over 
the whole period), two middle ground scenarios (one where growth i s  sustained at the rate o f  4 
percent, the other where growth continues at the current annual 3.3 percent), and a l ow  growth 
scenario (where growth i s  at annual rate o f  2.5 percent throughout). Table 14 reports the 
projections for the headcount ratio for both severe and total poverty and shows that poverty can 
be reduced substantially if the economic recovery i s  sustained for the next five years. 
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Table 14. Poverty Projections, 2003-2007 

4.0 Percenta 
Growth projections 

Base 
Sectoral 

2.5 Percent 

Growth rate 
Scenarios Severe Poverty 

2003 2004 2005 2006 2007 

IMF's Projections o f  p.c. 
growth rates* 
Growth projections 

Base 
Sectoral 

2002 growth rate 
Growth projections 

Base 
Sectoral 

5 Percent 
Growth projections 

Base 
Sectoral 

4.9 4.3 4.1 4.1 3.9 
9.36% 8.22% 7.17% 6.20% 5.42% 
9.60% 8.72% 7.95% 7.35% 6.78% 

3.3% 3.3% 3.3% 3.3% 3.3% 
9.91% 8.84% 7.99% 7.18% 6.36% 
10.16% 9.19% 8.59% 7.95% 7.44% 

5% 5% 5% 5% 5% 
9.35% 7.98% 6.84% 5.63% 4.72% 
9.57% 8.59% 7.77% 7.01% 6.59% 

4% 4% 4% 4% 4% 
9.64% 8.55% 7.48% 6.49% 5.58% 
9.86% 8.94% 8.21% 7.57% 6.97% 

2.5% 2.5% 2.5% 2.5% 2.5% 
10.15% 9.34% 8.67% 7.93% 7.33% 

1 Sectoral 10.30% 9.46% 8.82% 8.43% 7.93% 
Notes: actual severe poverty rate in 2002 = 10.91%; actual tota 

Total Poverty 
2003 2004 2005 2006 2007 

4.9 4.3 4.1 4.1 3.9 

25.98% 23.84% 22.00% 20.01% 18.56% 
25.82% 23.17% 20.73% 18.82% 16.77% 

3.3% 3.3% 3.3% 3.3% 3.3% 
26.73% 24.75% 22.74% 20.75% 19.25% 
26.77% 25.09% 23.53% 22.01% 20.34% 

5% 5% 5% 5% 5% 
25.75% 22.73% 19.88% 17.51% 15.31% 
25.95% 23.54% 21.12% 19.14% 17.41% 

4% 4% 4% 4% 4% 
26.35% 23.82% 21.43% 19.45% 17.49% 
26.42% 24.42% 22.61% 20.56% 19.08% 

2.5% 2.5% 2.5% 2.5% 2.5% 
27.28% 25.72% 24.14% 22.64% 21.13% 
27.27% 25.42% 23.99% 22.71% 21.62% 
poverty rate in 2002 = 28.89%. *Per 

capita growth rates aie computed assuming a constant annual population growth o f  -0.1%. 'The 2001 
CAS projected per capita consumption growth at 4% for 2003. 

Policy Implications 

Sustained economic growth i s  key  to continued reductions in poverty. As noted in 
Shoring them up wil l be Chapter 1, however, Romania's growth prospects remain fragile. 

essential to further declines in poverty. 

Although growth contributed substantially to poverty reduction in the past two years, the 
evidence shows that the poorer strata o f  the population have benefited less than the average from 
the economic recovery. This i s  particularly the case in rural areas where growth was both on 
average lower than nationwide and more skewed towards the upper quantiles o f  the consumption 
distribution. 

Two pol icy questions are thus raised. First, what can be done to sustain growth? Second, 
what can be done to make growth more pro-poor? In the Romanian context the second question 
essentially 'means what can be done to make growth more pro-poor in rural areas and what can 
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be done to encourage long due shift o f  labor to non-agriculture sectors (which would imply some 
level  o f  urbanization)? 

Sustaining Growth. The forthcoming Country Economic Memorandum wil l examine the 
This report provides a few pointers, based on sources o f  growth in Romania in detail. 

international experience. Growth requires: 

0 Good macroeconomic management 
0 Good govemance 
0 Privatization in transition economies 
0 Investment in infrastructure 
0 Investment in labor force and functioning/flexible labor markets 

Romania has enjoyed good macroeconomic management in recent years and i t  wi l l  be 
important to continue this. Governance is a more complex issue, however. In the context o f  
economic growth, i t means that: (i) regulation i s  not excessive; (ii) government decision-making 
i s  predictable; and (iii) corruption is low. In recent years, the private sector has generally 
benefited from improvements in the regulatory environment, including with Wor ld  Bank 
support; and in the predictability o f  government decision-making, and indeed the impending 
accession to the European Union i s  l ikely to improve this further. 

Unfortunately, however, despite some recent progress, corruption remains a major 
problem in Romania, both as assessed by the Romanian public and by international comparisons. 
According to a M a y  2003 Gallup pol l  commissioned by the Open Society Foundation, about 80 
percent o f  Romanians consider that the country suffers from widespread corruption. Romanians 
said weak law enforcement, bureaucracy, and bad laws were the chief causes o f  corruption, wi th  
about ha l f  o f  respondents saying that the only way to deal with state institutions was by bribing 
officials. International comparisons support this view. According to Transparency International, 
in 1998 Romania was among the top third most corrupt countries in the world, ranking 61" out o f  
85 countries in the T I  index o f  lack o f  corruption, with a Corruption Perception Index o f  3/10 - 
where 10 indicates absence o f  corruption. W h i l e  macroeconomic performance has improved 
significantly since 1998, corruption appears to have worsened. By 2002, Romania's corruption 
index had fallen by 2002 to 2.6, with the country ranking 77th out o f  102 countries." Findings 
from a very detailed Wor ld  Bank report that surveyed households, enterprises, and public 
officials also indicate perceptions o f  a high level o f  corruption surrounding the implementation 
and design o f  laws and regulations. Firms reported corruption to be a substantial obstacle to their 
business. An analysis o f  the patterns o f  informal payments revealed that corruption has important 
distributional consequences: poorer households appear to pay a larger share o f  their income than 
richer families in the form o f  bribes and the data suggest also that access to health care and 
private education tuition might be precluded to poor households who cannot afford to make 
unofficial payments (World Bank, 2000). As was shown in Chapter 2, the poor indeed pay a 
higher proportion o f  their household income in bribes and are less likely to know influential 
people who can help them solve problems, al l  an indication o f  continuing high levels o f  

lo For information o n  h o w  the T I  index i s  constructed see http:l/www.transparency.or.g. 
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corruption. Taken together, these high levels o f  corruption represent major obstacles that stand 
in the way both o f  sustained economic growth and potentially o f  EU accession. 

As presented in Chapter 1, privatization has continued in the Romanian economy. There 
are, however, at least two important areas for further reform. First, informal activities have now 
become very important (as wil l be discussed further in Chapter 4) and i t  i s  essential to adopt 
policies that does not encourage further expansion o f  informal sector activities on one hand (e.g., 
payroll tax policies) and that establishes an investment climate supportive for the informal sector 
as well (e.g., corruption might be even more o f  an issue for those who are engaged in informal 
activities). Second, the reform o f  the major state-owned enterprises has been slow and needs to 
be accelerated as a precursor to their privatization. 

Infrastructure in Romania needs improvement, particularly in rural areas. This i s  a major 
thrust o f  Wor ld  Bank pol icy toward Romania but may require further examination in the Country 
Economic Memorandum. 

Investment in labor (health, education and on-the-job training) i s  essential for continued 
economic growth. It also, o f  course, provides direct benefit to the poor by improving their skills 
and hence productivity. The recent Public Expenditure and Institutional Review suggested many 
ways in which public spending on health and education could be made more efficient, in both 
internal and external terms, and more equitable. 

Making Rural Growth Pro-Poor. We have seen that rural growth does not benefit the 
poor as much as i t  does the better-off sections o f  society. In this context, devising strategies to 
revitalize the rural economy can accomplish the twofold objective o f  tackling lack o f  growth for 
a large share o f  the population as wel l  as addressing an important dimension o f  inequality within 
the country. Wor ld  Bank assistance to Romania has tried to do this by targeting a large share o f  
its interventions to rural areas by, amongst other things, financing capacity building and 
infrastructure activities. Rural growth prospects may also be enhanced by EU accession, given 
the strong support that the EU agricultural pol icy provides to both agricultural prices and 
production. Nonetheless, i t seems unlikely that Romania’s medium- and long-term economic 
future i s  agricultural, even though there may be important short-term gains possible including for 
the rural poor. The forthcoming Country Economic Memorandum wil l address these issues in 
detail. From a poverty perspective, i t i s  important both that: (a) in the short- to medium-term, 
rural growth be more pro-poor; and (b) in the long-term, Romania’s economy grows at i t s  
maximum potential which likely implies a much reduced role for the rural economy and shift o f  
labor from rural to urban areas, as public sector restructuring and a favorable business 
environment boost private sector presence in services and manufacturing. 
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CHAPTER IV: Labor Force Participation, Unemployment and the Poor 

There i s  a relationship between unemployment and poverty, but unemployment alone i s  
not a good predictor o f  poverty. There i s  also a relationship between informal employment, 
especially in agriculture, and poverty. The 2002 household budget survey data suggest that 45 
percent o f  unemployed adults aged 15-64 are poor, compared to 26 percent o f  adults o f  the same 
age who are either working or not participating in the labor force; fully 56 percent o f  self- 
employed adults in agriculture, however, are poor, or a higher percentage than the unemployed. 
The data also show that about 14 percent o f  poor adults are unemployed, as opposed to 7 percent 
o f  the non-poor. Again, however, agricultural self-employment comes into play; 29 percent o f  
poor adults are in this group. 

The relationship between the proportion o f  unemployed individuals in a household and 
Only when about 75 percent o f  consumption per adult equivalent i s  shown in Figure 12. 

household members are unemployed is the household predicted to fa l l  into poverty. 

Figure 12. Household Consumption and Unemployment 
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Given that poverty is related both to unemployment and to informal employment, 
especially in agriculture, this chapter f i rs t  examines unemployment and shifts into and out o f  
unemployment and then turns to employment and wages by paying special attention to informal 
sector workers. 

Characteristics of the Unemployed 

0 Roma are twice as likely to be unemployed as ethnic Romanians and Hungarians 
(Fig. 13) 
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Women w ere s lightly m ore 1 ikely than m en t o be unemployed p rior t o 1998 but 
subsequently have slightly less likely to be unemployed (Figure 14); 
Rural unemployment i s  lower than urban unemployment and declining over time 
whereas urban unemployment i s  roughly static (Figure 14); 
Unemployment rates are lowest among primary school graduates and among those 
who have completed at least a high school education (Figure 15); 
Since 1999, vocational school graduates are the most likely to be unemployed 
(Figure 15) ; 
Older workers are much less likely to be unemployed than younger ones (Figure 
16). 

Vulnerability to becoming unemployed can be estimated by using Labor Force Survey 
data. The quarterly surveys c ontacted individuals aged 1 5 and o ver four t imes. T he se cond 
survey took place three months after the f i rst  one, another nine months later, and a final follow- 
up three months later. The empirical analysis reported here relies o n  survey data from 2000, 
2001 and 2002. The sample sizes are large, with around 140,000 observations per year. 
Benefiting from such large surveys, i t i s  possible to estimate the probability o f  becoming 
unemployed (at least once) during the period under observation. One benefit o f  relying on an 
analysis o f  unemployment that occurred while under observation i s  that one can then include 
individual-status information from wave 1 (Le., while not-unemployed) in the model. 

Separate Probit models were estimated for individuals aged 15-23, o f  whom about 4.7 
percent became unemployed while under observation, and for those aged 24 and older, o f  whom 
about 2.3 percent became unemployed. When al l  explanatory variables are at their mean values, 
the marginal effects on unemployment are as follows. 

15-23 year olds. Males are 1 percentage point more likely to be unemployed. Marriage 
reduces chances o f  unemployment by 2.3 percentage points. Schooling reduces the likelihood o f  
unemployment but the estimated coefficients are not statistically significant at 10 percent level 
and marginal effects are small. Relative to the “other” category, those who were working or who 
were students at the time o f  the f i rs t  survey are less likely to become unemployed. Urbadrural 
residence does not have a statistically significant effect on unemployment for this age group. 

24 years and older. The elderly are less likely to be unemployed. The probability o f  
unemployment i s  higher for males (0.7 percent) and for those who were students when they were 
f i rst  surveyed (0.7 percent). Marriage reduces chances o f  unemployment (by 0.8 percentage 
points), as does working at the time o f  f i r s t  wave survey (0.5 percentage points). While 
schooling reduces the probability o f  unemployment, effects are statistically significant only for 
high school and higher education, and the magnitude o f  the effect i s  around 1 percentage point 
(relative to those with n o  schooling). In an alternative specification, “type o f  employment 
(public, private or other) at the time o f  first-wave survey” information i s  also captured, which 
shows that the probability o f  unemployment i s  higher by about 0.3 percentage point for those 
who were employed in the private sector compared to those who were employed in the public 
sector. Thus, despite restructuring in the public sector, the probability o f  falling into 
unemployment i s  st i l l  significantly higher in the private sector. 
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The determinants o f  the duration o f  unemployment can also be studied using these r ich 
longitudinal data sets and interval regression methods. In recent years, about 60 percent o f  the 
unemployed are estimated to have been out o f  work for over 9 months. Unemployment 
exceeded 12 months for slightly less than 50 percent o f  the unemployed. The duration o f  
unemployment i s  longest for males and for those who l ive in urban areas. Notice that previously 
we have shown that urbadrural residence i s  not a statistically significant predictor o f  becoming 
unemployed, but residence comes in strongly when duration i s  considered. Interestingly, 
marriage, schooling and status at the time o f  the first wave survey (employed, student or other) 
do not have statistically significant influences on the duration o f  unemployment - yet the 
discussion above showed that (with the exception o f  schooling) these are key determinants o f  
whether one becomes unemployed. 

Active L abor Market  Policies. A ctive 1 abor m arket p rograms a r e  administered b y the 
National Agency for Employment (NAE). They account for a small proportion (some 2.5 
percent) o f  the NAE’s budget, which i s  largely concentrated on the provision o f  unemployment 
benefits, paid for a maximum o f  twelve months at 75 percent o f  the minimum wage. The 
primary purpose o f  unemployment insurance and active programs are to ease the transition 
between jobs, not reducing poverty directly, but in the Romanian case the distribution o f  
unemployment insurance finds i s  progressive (see chapter 5 on social protection). 

Some insights into the effectiveness o f  active labor programs in Romania arise from a 
quasi-experimental evaluation conducted in 2002, which focused on the impact o f  four 
programs: training and retraining (TR), small business consultancy and assistance (SB), public 
works community j o b  creation (PW), and employment and relocation (ER).’ The findings 
include the positive impact o f  TR, SB and ER on participants’ employment outcomes; and the 
positive impact o f  SB and ER on participants’ monthly earnings. The P W  was not associated 
with positive outcomes. The finding that public works programs do not “work” i s  not  new.” 
Even for the programs that the above study found had a positive impact, the cost-benefit ratio i s  
not known. Thus available evidence raises questions about the payoffs to active labor programs 
in general and to public works in particular. In the Romanian context, public works programs 
are believed to be especially difficult to implement in rural areas. Wage subsidy programs are 
also suspect when it comes to their effectiveness: as emphasized by the previous Wor ld  Bank 
Poverty Assessment for Romania (1997), firms might respond to incentives for hiring new 
graduates not by increasing the overall number o f  employees but by substituting the cheaper 
labor for more expensive labor. 

The NAE identifies “young people, women, long-term unemployed, disabled persons, 
over 45-year old persons, Roma and unemployed from other disadvantaged categories” as target 
groups for the active measures ~r0gram.l~ This i s  a comprehensive list, maybe too 
comprehensive in that essentially only the middle aged males are excluded from the targeting 

I’ Impact o f  Active Labor Market  Programs in Romania. 2002. Abt Associates Inc. Manuscript prepared for the 
Ministry o f  Labor and Social Protection. 

o f  developed and developing countries reveals that in many cases cost-effectiveness o f  such programs are 
disappointing (Dar and Tzannatos, 1999). 
I3 National Strategy for Employment for 2002-2004. October 2001. Ministry o f  Labour and Social Solidarity, 
National Agency for Employment. 

M o r e  generally, a review o f  studies wh ich  evaluate the effectiveness o f  active-labor-market-programs in a number 
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scheme. In practice, such a targeting scheme means there i s  no targeting. For example, while 
the Roma can benefit from the employment office functions, special activities for Roma consist 
o f  rarely held job  fairs. The same goes for women: j ob  fairs for women, held once or twice a 
year, are unlikely to have much o f  an impact. 

The lack o f  a functioning targeting scheme i s  not necessarily a problem for all the groups 
listed above. Given the need to prioritize, some o f  these individuals should not be targeted to 
start with. 

The investigation o f  j ob  search methods in Romania, the role o f  employment agencies 
and the characteristics o f  those who benefit from those services also show that there i s  room to 
improve targeting. For those who are unemployed and looking for a j ob  in 2001 (ages 15 to 64), 
the leading methods used for “finding a j ob  or for a supplementary work to the present j ob  --- in 
the last 4 weeks” were: appeal to fkiends/relatives/colleagues/trade-unions (62 percent), direct 
approach to employers (55 percent), registering with the agencies for employment and vocational 
training (46 percent), answering to advertisements (23 percent), and publishing advertisements (8 
percent). made 
arrangements for a self-employment activity, registering at private j ob  agencies, and other. Only 
34.4 percent o f  these individuals used one single method for j o b  search, and only 19 percent o f  
those who were registered with the agencies for employment used this as the sole j ob  search 
method. 

Each o f  the fol lowing categories had less than 3 percent o f  responses: 

Women are more l ikely to mention using employment agencies in the job  search process 
(49 percent as opposed to  45.9 percent o f  al l  unemployed adults), as are those who are between 
ages 45 and 64 (52.6 percent). The younger unemployed adults (ages 15 to 23) are slightly less 
likely to mention the employment agency (43.1 percent). But, the Roma unemployed are 
signi jkantly less likely to mention using employment agency in the j ob  search process: Only 
11.9 percent o f  Roma revealed using employment agency during job  search (as opposed to 45.9 
percent o f  a l l  unemployed adults). Those who are estimated to be poor are also less likely to 
mention registering to the employment agency as a j o b  search method (41.2 percent versus 50 
percent). The other differences between the poor and the non-poor are minor, the poor being 
slightly more likely to rely on direct approach to employers and appeal to fkiends, relatives and 
less l ikely to respond to advertisements etc. The calculations for the poor are rough estimates, 
since poverty status in the Labor Force Survey i s  estimated with the help o f  the HBS data. 
Having said that, even if there i s  a large error margin, clearly the poor unemployed are not more 
likely to utilize employment agency as part o f  their j ob  search process. 

Determinants of Employment 

Using the 2002 Living Conditions Survey, the probability o f  being employed i s  
investigated v ia  a probit model. The probability o f  being employed increases with marriage (a 
common finding in other countries), particularly for males, both urban and rural. Marriage 
decreases the probability o f  employment, however, for rural females and has no effect for urban 
females. Educational attainment increases the probability o f  employment, with a larger effect in 
urban than in rural areas. Ethnicity variables do not have statistically significant effects. Urban 
residence decreases the probability o f  employment. 
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Chronic illness, as reported by the survey respondent, emerges as a key determinant o f  
employment, with startling magnitude. Even after controlling for other factors, those reporting 
such i l lness are fully 30 percent less likely to work, with a more pronounced effect for males (34 
percent) than for females (25 percent). Among those who report chronic illness, the educated are 
less  likely to report that it limits their ability to work or affects their daily activities. Two 
possible explanations for this association are (i) the work and daily activities o f  the uneducated 
(who are much more likely to be poor) are more challenging, so having a disease has a more 
drastic effect on their life; and (ii) the educated are more l ikely to have effective treatment for the 
chronic diseases that they report. Future research should attempt to distinguish between these 
two explanations, since policy implications differ depending on the dominant. If the f i rs t  
explanation i s  dominant, then the policy interventions might focus on improving the worWlife 
conditions o f  the poor etc. If the second explanation dominates, then policy may need to focus 
on improving access to quality health care for uneducatedpoor individuals. 

As payroll taxes increase, the percentage o f  employees decreases and the percentage o f  
self-employed and unemployed increases (Figure 17). This finding i s  verified by multivariate 
regressions at the individual level that control o f  changes in the characteristics o f  the adult 
population over time. 

Figure 17. Payroll Taxes, Employees, and Self-EmploymentlLinemployment 
1995-2002, Ages 15-64 (World Bank staff calculations based on HBS) 
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Determinants of Income from Employment 

The average gross wage in Romania i s  l o w  compared to other transition economies, and 
this strengthens Romania's competitiveness in labor-intensive industries. The minimum wage 
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influenced only a small portion o f  the labor force until recently, but i t s  increase in 2003 from 
1,750,000 to 2,500,000 ROL may change this. Real wages are higher in the public than in the 
private sector. Clearly wages in loss-making large SOEs are not linked to productivity. 

What other insights can be obtained regarding the determinants o f  wages? Males eam 
more than females, educational attainment has a large and consistently improving effect on 
wages, and urban residents eam more than rural ones. The only ethnicity variable that i s  
statistically significant is that for Hungarians, who earn more than Romanians after controlling 
for other variables. Roma earn slightly less, but the effect is  not statistically significant. Those 
who are in ill health earn less. Those who work in the private sector earn less than their state 
counterparts; employers earn more than employees; and employees earn more than the self- 
employed. A br ief  discussion o n  some o f  these findings follows. 

The self-employed earn much less than others, even after controlling for other individual 
characteristics and urbadrural residence. If one reason for this i s  the unjustifiably high earnings 
in the large state sector, the other reasons are a lack o f  access to resources (e.g., land or required 
capital investment), in part because o f  the inability to obtain credit, and also lack o f  access to 
markets because o f  the inability to have access to relevant information in a timely manner 
(especially in rural areas). 

The p ublidprivate d ifferential i n e arnings r emains e ven a fter c ontrolling f o r  s chooling 
and other individual level characteristics. This has several implications. First, those who are 
employed in the public sector are unlikely to find private sector jobs with similar pay, at least in 
the short run. In the long run, the scaling down o f  the inefficient loss-making public sector 
might g ive the p rivate se ctor a b oost through i mproved o vera11 r esource allocation i ncreasing 
productivity and thus wages. Second, given that the public sector is being scaled down, the rates 
o f  return to schooling that are relevant for youth are those that prevail in the private sector, which 
i s  undermined by the excessively large public sector. Such trends would reduce parents’ 
incentives to invest in their children’s schooling, in turn jeopardizing long-term economic 
growth. 

Similarly, the male-female wage differential i s  robust to alternative specifications - not 
only in models that control for schooling etc. but even after taking into account sector 
(public/private) and type o f  employment (employee/employer/self-employed). In fact, the 
gender gap prevails even if separate regressions are run for public sector and private sector 
(admittedly the gender gap in wages i s  smaller in the public sector). 

By contrast, after controlling for schooling, etc., Roma earn as much as others do. The 
only ethnicity variable that is statistically significant i s  the identifier for Hungarians, who earn 
more than Romanians after controlling for other variables in the model. Interestingly though, 
controlling for other variables, the Roma who have private sector employment earn more than 
others who have private sector employment (the estimated coefficient is  not statistically 
significant, but negative, for public sector employment). Thus, there i s  no evidence o f  ethnic 
discrimination on the earnings front conditional on being employed: if the health and schooling 
o f  Roma were to improve, to the extent that employment prospects increase with human capital, 
they might move out ofpoverty without having to deal with discrimination in eamings. 
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Policy Implications 

This chapter has explored the labor market f rom a poverty perspective. A broader 
perspective wil l be adopted in the forthcoming Country Economic Memorandum. Policy 
implications drawn here are thus limited to those that affect poverty, although some wil l likely 
have a positive impact on the labor market more generally. From a poverty perspective, informal 
sector workers require at least as much attention as the unemployed. They are outside the scope 
o f  labor legislation and without access to such important resources as credit. Regulation and 
formalization o f  the informal sector would certainly be beneficial, especially if accompanied by 
significant reductions in payroll taxes to encourage formalization. 

Payroll taxes are extremely high. Such high taxation o f  formal sector workers and o f  
employers alike results in an inflexible labor market, leading to inefficiencies and contributing to 
high unemployment levels. There is a clear association between increases in payroll taxes and 
simultaneously occurring increases in the numbers o f  self-employed and unemployed 
individuals. The government i s  aware o f  the problem, and in 2003 reduced payroll taxes from 57 
to 52 percent. Such relatively small decreases wil l not, however, offset the large increases o f  
previous years (only six years ago, in 1997, payroll taxes were 35 percent o f  gross wages). From 
a fiscal standpoint, reductions in payroll taxes would in part be compensated by a corresponding 
expansion o f  the tax base - through shifts from informal to formal work, through reduced 
unemployment. There would also be increased compliance in terms o f  accurate wage reporting 
and tax payments. 

The analysis o f  longitudinal survey data showed that private sector workers have much 
higher likelihood o f  falling into unemployment than public sector employees. Even those 
workers who are laid o f f  as part of the process o f  restructuring the public sector are not among 
the worst-off, poorer segments of the Romanian population, since they benefited previously from 
relatively high public sector wages and often also from generous severance pay package deals. 
The critical question for these workers (and others who are often even more vulnerable) i s  their 
medium term future, and this i s  a question more about the nature o f  Romania’s future economy. 
I t  could be a dynamic economy with a strong private sector that emerges through the downsizing 
o f  the public sector and through the development o f  a favorable, flexible labor market 
environment for business development. Alternatively, their future could be as beneficiaries o f  
social protection programs in a weak economy with public sector restructuring that failed to be 
comprehensive or timely. 

An increase in the minimum wage i s  often presented as a pro-poor policy, even though i t  
can lead to wel l  known negative outcomes, such as labor market rigidity, more expensive labor 
input, higher unemployment rates and higher informal sector participation. In the Romanian 
case, most o f  the poor would not directly benefit from minimum wage increases because many o f  
them are self-employed - even though the poor who are unemployed would benefit from 
increases in minimum wages because o f  the linkage between minimum wage and unemployment 
benefits, a (flat) unemployment benefit system can be implemented without indexing benefits to 
minimum wage. Thus, in this context, i t  i s  difficult to support minimum wage increases on the 
grounds that they are pro-poor. 
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The priorities o f  the National Employment Agency need to be established clearly, both in 
terms o f  what programs to implement and whom to target. As for active labor market programs, 
Available evidence raises many questions about the effectiveness o f  active labor market 
programs, especially public works programs. Until and if favorable cost-benefit analysis results 
emerge, NEA resources would be well advised to focus on administration o f  the unemployment 
fund and on counseling services geared towards well-defined target groups. New active labor 
market programs, or any modifications to existing programs, could be designed as pilots with in- 
built experimentation and evaluation. 

The groups that are currently targeted for active labor market programs (to include job 
counseling, matching etc.) are too broad, and not always easily justified. In particular, empirical 
evidence suggests that i t  may be appropriate to identify “Roma” as a target group. Groupings 
such as “women” or “elderly” are too broad to be useful, since the majority o f  these groups are 
not especially vulnerable to becoming unemployed or to staying unemployed for a long time. If 
anything, males are more likely to become unemployed and the duration o f  unemployment i s  
also longer for them. I t  would be useful to move away from defining “unemployed women” as a 
target group and not targeting them in practice, to defining groups l ike “women household heads 
who are unemployed” (since the poverty prof i le suggests a higher likelihood o f  poverty for them) 
or “single mothers who are unemployed” (in fact, more generally, marriage reduces the 
likelihood o f  becoming unemployed for both genders), etc. 

Some o f  the targeted groups for j o b  search assistance and counseling (in particular 
younger individuals and Roma, as well as individuals who are estimated to be poor) are found to 
be significantly less likely to mention ut i l iz ing employment agency in their job  search process. 
Thus there i s  room for improvements in making NAE services available to these groups. 

The predictors o f  the vulnerability to becoming unemployed are very different from 
predictors o f  the duration o f  unemployment. Long-term unemployment i s  an urban issue, and 
especially relevant for males. Other individual characteristics do not have a statistically 
significant impact on the duration o f  unemployment. Thus, active labor programs aiming to 
reduce long-term unemployment should concentrate on urban centers. 

High unemployment rates prevail among youth. Even though the government 
implements a special wage subsidy program for new graduates, relevant unemployment rates are 
st i l l  high. N o t  only i s  the program not a success, i t  is  yet another inefficient labor market 
distortion: many new graduates would have found employment in the absence o f  the subsidy, 
and requirements to keep these employees for years add to labor market rigidities. 

Excluding the retired, i t  i s  striking that about 23 percent o f  the remaining individuals 
stopped work because o f  sickness or invalidity. Consistent with this, multivariate analyses 
showed that health status i s  a key determinant o f  employment and earnings. Furthermore, the 
uneducated (who are more likely to be poor) are more likely to reveal that i l lness has a 
detrimental effect o n  their ability to work. Obviously investments in health are important and 
justifiable for their own right, but there are also clear economic benefits to healthiness, 
seemingly more so for the poor than the non-poor. 

45 



A similar conclusion emerges f o r  e ducation, although w ith at least two complications. 
First, while earning regressions document robust increasing returns to schooling, unemployment 
i s  highest among vocational school graduates. There seems to be a mismatch between the 
demand for and the supply o f  vocational school graduates. This imbalance can be remedied by 
either reducing the number o f  vocational school graduates or by modifying the curriculum to 
increase the demand for them. Consistent with global experience, i t would probably be most 
practical to do both, and to make the vocational curriculum more general, with an emphasis on 
the sk i l ls  to acquire sk i l ls  rather than just on the acquisition o f  a particular ski l ls .  Second, the 
differential rates o f  returns to schooling in the public sector and in the private sector (which does 
most o f  the hiring, but wi th  lower pay) may reduce poor households’ incentives to invest in their 
children’s schooling i f  they do not consider public sector employment as an option upon 
graduation. This could happen if poor households lack connections for public sector openings 
that are becoming scarce, or if poor households are more risk averse and thus even if the 
probability o f  public sector employment i s  similar for poor children and others, poor parents may 
choose not to take the risk. Demand side interventions may be strengthened to prevent this from 
happening, although such schemes need to focus on the poor only (as opposed to universal chi ld 
subsidies that are easier to implement but highly ineffective in transferring resources to the poor 
in return for children’s school attendance). 

The gender inequality in earnings cannot be explained by observed individual 
characteristics such as schooling, part-time versus full-time employment, or sector and type o f  
employment. Thus gender discrimination emerges as a real possibility in Romania, the pathways 
to which remain to be uncovered. 

Finally, good pol icy can only be made on the basis o f  good data. The Romanian 
household data sets are among the best in the developing world, but they can be improved. 
Several suggestions are made in the Volume 2 chapter on the labor market. 

46 



CHAPTER V: Social Protection 

Social protection normally consists o f  a range o f  publicly funded transfers. This i s  so in 
Romania, as elsewhere, and these transfers are discussed in Part 1 o f  this chapter. I t  i s  often 
proposed, in many countries including Romania, that private voluntary organizations may be 
more effective mechanisms for supporting the poor than public bureaucracies. The evidence 
from current private transfers, discussed in Part 2, would seem to indicate the contrary. 

Part 1. Public Transfers 

The Romanian state redistributes about 10 percent o f  GDP via social protection 
programs. During 1995-2002, the share o f  social protection transfers in GDP was remarkably 
stable, b etween 9 p ercent and 1 1 p ercent o f G D P  ( Table 1 5). D espite this stable p roportion, 
there were significant changes in the system, including a move towards local financing o f  
programs. 

Table 15: Share of  Social Protection in GDP and Social Protection Financing b y  Source 

Year Social Protection Source o f  Funds for Social Protection Programs Total 
% GDP State Budget Local Budgets Social Unemployment 

Insurance Fund 
1995 9.3 15 3 73 9 100 
1996 8.9 15 3 76 7 100 
1997 9.6 19 2 67 13 100 
1998 10.5 19 3 65 13 100 
1999 10.8 18 3 65 13 100 
2000 9.8 16 5 69 10 100 
2001 10.1 20 6 69 6 100 I 2002 10.0 18 8 69 5 100 

Source: Consolidated Government Budget, Ministry of Finance, Bucharest 

I t  is  convenient to describe the various social protection programs under two broad 
categories: social assistance and social insurance. Social assistance programs include the 
Minimum Income Guarantee (MIG) benefits, heating subsidies, state chi ld allowance and 
supplementary chi ld benefit. Social insurance programs consist mainly o f  pensions for former 
employees or farmers (for o ld age and invalidity) and their dependents (survivors) and o f  
unemployment benefits. Besides these benefits, the social insurance system provides a wide 
range o f b enefits and s ervices t o  c ontributors, such a s m atemity and c hild-ingaise 1 eave, s i ck  
leave, funeral benefits, in addition to the unemployment insurance, severance payments and 
active labor market measures that were discussed in Chapter 4. 

Social Assistance Programs 

0 The MIG program (means-tested), enacted in 2002, replaced the Social Aid 
Program in effect from 1995 to 2001, which due to i t s  poor financing, design and 
implementation became ineffective. Eligibility for the MIG i s  determined by 
income and asset tests. The income threshold i s  a function o f  family income and 
size. The MIG benefit covers the gap between the program threshold and actual 
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family income. For able-bodied family members, benefits are conditioned by a 
workfare requirement, an attempt to self-target program benefits to those in need. 
In 2002, the program covered almost 619,000 families, for a total cost o f  0.28 
percent o f  the GDP. By the end o f  2002, however, the number o f  families 
benefiting from MIG was about 380,000, or about 5.4 percent o f  the country’s 
population. Program beneficiaries are entitled to two other tied-benefits: health 
insurance and heating subsidies (see below). 

0 The Heating Subsidy program provides lump sum benefits for l o w  income families 
during the cold season (November to March), the size o f  the benefit depending on 
the aggregate income level  o f  the family and the source/type o f  fuel used for 
heating (district heating, gas or woodcoal). For households not connected to the 
heating grid, benefits are paid as a lump sum or in monthly installments. For 
households connected to the heating grid, the benefits are deposited in escrow 
accounts, from where they are accessed by the district heating suppliers. In 2002, 
almost 756,000 families (3,023,048 persons) benefited from this program, covering 
13.5 percent o f  the country’s population, for a total cost o f  0.1 percent o f  the GDP 
(included in the MIG budget). Initially, the heating subsidies were provided only 
for MIG beneficiaries. In January and September 2002, the government issued 
ordinances modifying the MIG law, and raised the heating subsidy eligibility 
threshold above the MIG threshold in an attempt to cover a larger share o f  the 
population. 

By far the biggest share o f  the social assistance transfers are represented by the state chi ld 
allowance and the supplementary allowance for families with more children. These benefits 
were granted to 4,835,606 children (state allowance) and 1,022,900 families (supplementary 
allowance), at a cost o f  0.68 percent o f  GDP in 2002. 

0 The State Child Allowance i s  a universal benefit, granted monthly for each chi ld up 
to the age o f  16 (1 8 if enrolled in the regular secondary education system), provided 
those over the age o f  seven attend school regularly. Since January 2003, the level 
o f  the benefit, which i s  indexed and adjusted regularly, has been set at 210,000 
ROL/month.. 

0 At the same time, families with two or more children are entitled to a 
Supplementary Child Bene@. The level  o f  the benefit was set in 1997 at 40,000 
ROL/month for a family with two children, 80,000 ROL/month for a family with 
three children, and 100,000 ROL/month for a family with four or more children. 
Benefits have not been indexed since 1997. 

The supplementary allowance was introduced in an attempt to improve the targeting o f  
the program to the poor, knowing that families with more children face a higher risk o f  poverty. 
However, two inconsistencies between this objective and the program’s design and 
implementation worked against i mproved t argeting. F irst, the program had a 1 ower m arginal 
benefit rate for families with 4 children (20,000 ROL/month) and provided no extra benefits for 
families with five or more children. Thus, the program failed to cover the marginal income gap 
for those families at the highest r i s k  of poverty, despite the patentially rather l ow  cost o f  
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expanding program coverage for this group. Second, only the weakly targeted chi ld allowance 
was indexed, while the better-targeted supplementary allowance lost i t s  purchasing power 
through time. 

Table 16 presents the structure o f  the social assistance benefits, number o f  beneficiaries 
and the associated costs for 2002. 

Table 16. M a i n  Social Assistance Benefits in 2002 

Number of Beneficiaries GDP Share 
Family Allowances 

State child allowance 4,835,606 0.63 
Supplementary allowance for 1,022,900 0.05 
families with children 
Newborn grant 150,011 0.01 

Social Assistance 
Social assistance benefit (MIG) 1,098,453 
Residential heating allowances and 3,023,048 
facilities provided to households o 
defray heating costs 
Allowance for foster care and family 43,114 
care 
Emergency benefit 468 
Subsidies to associations and 5,862 
foundations 
Grants 2,295 

0.28 
0.07 

0.02 

0.00 
0.00 

0.00 

Benefits to people with disabilities 
Social assistance allowance to N.A. 0.08 
people with severe or significant 
sight impairment 
Monthly compensation N.A. 0.08 
Personal assistant N.A. N.A. 
iource: Government of Romania, Ministry of Labor and Social Solidarity, Bucharest 

Selected Social Insurance Programs 

0 The public pension system i s  a classical pay-as-you-go scheme which, despite 
reforms introduced in 200 1, continues to face a chronic deficit (close to 1 % o f  the 
GDP). The deficit i s  the result o f  (i) a very l o w  dependency rate caused by 
population aging and a shrinking number o f  employees; and (ii) past early 
retirement policies. To maintain the fiscal balance o f  the system, the administrators 
opted for l o w  replacement rates that are too small to protect many pensioners 
against poverty -- the rat io  o f  the average public pension to the average wage i s  
around 37 percent. Currently, the Government i s  implementing a three year 
recorrelation plan to restore equity among the various cohorts o f  pensioners who 
retired with significantly different pension levels despite similar contributions. 
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0 The unemployment benefits provided by the unemployment insurance system were 
rationalized in 2002, when new legislation was enacted. The benefit level i s  set at 
75% o f  the minimum gross wage and is granted for a period o f  6 to 12 months, 
depending on the length o f  service. In addition, severance payments are granted for 
collectively dismissed workers, their level being linked to the previous average 
wage and the duration to their length o f  service. Beside the cash benefits, the 
unemployment fund finances a wide range o f  active labor market measures, 
including j o b  counseling, public works and micro-credit programs, that were 
discussed in Chapter 4. 

Coverage of Social Protection Programs 

Overall, 87 percent o f  the population receives at least one social protection transfer, 
directly or indirectly (as household members, through income and consumption sharing). The 
coverage rate is slightly lower in urban areas (83 percent versus 91 percent in rural). 

The programs with the widest coverage are the chi ld allowances (54.6 percent in urban, 
56.6 percent in rural), followed by pensions (the key urbadrural difference i s  farmer’s pension 
with a coverage o f  1.5 percent in urban and 24.3 percent in rural), unemployment benefits (7.6 
percent in urban and 6.3 percent in rural) and MIG (2 percent in urban and 6.1 percent in rural). 
Table 17 presents coverage statistics by program over time, showing that the increased coverage 
o f  the social protection system between 1995 and 2002 is due to the increased number o f  
households benefiting f rom pensions. The coverage o f  the unemployment benefit program was 
highly anti-cyclical, with the program expanding during the 1997- 1999 recession, and 
contracting thereafter. Most social protection programs maintained their coverage, with the 
notable exception o f  the MIG - the program that inherited the former Social Aid program - in 
2002, where the coverage went up from 0.5 percent to 3.9 percent o f  the population. This 
expansion was mainly driven by increased funding. In 1997, the share o f  “other social assistance 
benefits” rose from 1.2 percent to 14 percent, the result o f  a weakly targeted “bread allowance” 
that accompanied the liberalization o f  the sector for six months. The bread allowance 
temporarily increased the coverage o f  the social assistance programs by 8-9 percentage points. 
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Table 17. Changes in the Coverage with Social Protection Programs 
1995-2002 

1995 1996 1997 1998 1999 2000 2001 2002 
social insurance /contributory benefits 

pension - length-of-service 
pension - disability 
pension - survivor 
pension - farmer 
pension - war veterans 
pension - social assistance 
unemployment benefit 
redundancy payments 
and child care leave 

child allowance 
scholarship 
support for people with disabilities 
Social Aid / MIG in 2002 
other social assistance benefits (includes MIG in 95-96) 

other noncontributory benefits 
allowance for war veterans 

social assistance /noncontributory benefits 

48.9% 
23.9% 

5.6% 
5.2% 

12.1% 
0.5% 
1 .O% 

11.8% 

1.6% 
54.1% 
52.4% 

1.2% 
1.6% 

0.9% 
3.6% 
3.4% 

46.5% 
24.4% 

5.7% 
5.4% 

11.7% 
0.4% 
1.1% 
7.5% 

1.1% 
52.6% 
50.9% 

0.9% 
1.8% 

1.2% 
3.4% 
3.3% 

46.1% 
25.0% 

6.0% 
5.4% 

11.5% 
0.5% 
0.6% 
7.4% 

1.1% 
62.5% 
53.6% 

0.8% 
2.2% 
0.7% 

14.0% 
3.0% 
2.8% 

49.4% 
25.7% 

6.8% 
5.6% 

11.8% 
0.4% 
0.2% 

10.0% 

1.4% 
56.5% 
54.8% 

0.7% 
2.1% 
0.5% 
1 .O% 
3.2% 
3.1% 

51.6% 
26.5% 
6.8% 
5.9% 

11.6% 
0.3% 
0.2% 

12.3% 

1.3% 
56.4% 
55.0% 
0.5% 
1.9% 
0.4% 
0.6% 
2.8% 
2.7% 

51.4% 
27.6% 

7.1% 
6.0% 

1 1.8% 
0.3% 
0.2% 

10.9% 

1 .O% 
56.5% 
54.9% 

0.8% 
2.0% 
0.5% 
0.6% 
2.5% 
2.4% 

52.6% 
29.0% 

8.6% 
6.4% 

12.1% 
0.3% 
0.2% 
9.0% 
0.3% 
1.0% 

56.8% 
55.1% 

0.7% 
2.2% 
0.5% 
0.8% 
2.6% 
2.3% 

5 1.3% 
29.2% 

9.0% 
6.4% 

11.9% 
0.3% 
0.2% 
7.0% 
0.1% 
0.8% 

57.9% 
55.5% 

0.6% 
2.2% 
3.9% 
0.7% 
2.4% 
2.2% 

allowance for victims of political persecution 0.2% 0.2% 0.2% 0.2% 0.2% 0.1% 0.3% 0.2% 
Total SP 83.3% 81.5% 85.2% 85.5% 86.1% 85.9% 87.0% 86.8% 
Source: WB StaffEstimations based on AIG 1995-2000 and ABF 2001-2002 

The Impact of Social Protection Programs on Poverty Reduction 

Social protection programs reach directly (program participants) or indirectly (household 
members o f  program participants) about 87 percent o f  the population, including 96 percent o f  the 
poorest quintile (Table 18). The MIG program that represents a social safety net o f  last resort in 
fighting poverty, while well targeted, covers only 11.7 percent o f  the poorest 20 percent o f  the 
population. For a more detailed analysis o f  the effectiveness o f  social protection programs in 
reducing p overty s ee s ections 2 and  3 o f c hapter 4 in  v olume 2 - the m ain i dea b ehind t h e  
empirical approach i s  to subtract social protection benefits from household consumption, while 
also allowing for some replacement income that households would likely generate through their 
behavioral responses had they not benefited from the particular social protection program. 
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Table 18. Program Participation Rate by Quintile, 2002 

Poorest 2 3 4 Richest 
96% 93% 89% 85% 71% 

Program 
Social Protection, o.w.: 

pension - old-age 
pension - disability 
pension - survivorship 
pension - farmers 
pension -war  veterans 
pension - social assistance 
unemployment benefit 
redundancy payments 

Social Assistance 
chi ld allowance 
scholarship 
support for people with disabilities 
allowance for war veterans 
allowance for victims of political persecution 
social assistance provided by mayor's office (MIG in 2002) 
other social assistance benefits 

Social Insurance 

Source: WB StaffEstimations based on ABF 2002 

National 
87% 

38% 36% 32% 25% 16% 
12% 11% 10% 9 yo 5 yo 
9% 9% 7% 5% 3% 

18% 17% 13% 8 Yo 4% 
0.4% 0.3% 0.1% 0.4% 0.1% 
0.2% 0.2% 0.1% 0.1% 0.1% 

0.2% 0.2% 0.2% 0.1% 0.0% 

54% 54% 56% 59% 55% 
0.6% 0.5% 0.5% 0.7% 0.6% 
4.6% 3.0% 1.8% 1 .O% 0.7% 
3.6% 2.6% 2.1% 1.8% 0.8% 
0.2% 0.2% 0.3% 0.3% 0.2% 

11.7% 4.4% 1.9% 1 .O% 0.3% 
1.1% 0.9% 0.7% 0.4% 0.4% 

8.9% 9.2% 7.5% 6.1% 3.1% 

29% 
9 yo 
6 Yo 

12% 
0.3% 
0.2% 
7.0% 
0.1 Yo 

56% 
0.6% 
2.2% 
2.2% 
0.2% 
3.9% 
0.7% 

Targeting Performance of Social Protection Programs 

In Romania most social protection transfers are highly progressive, with the exception o f  
scholarships. Specifically, the bottom quintile receives close to one quarter (25 percent) of al l  
public social protection spending, as compared with the top (richest) quintile, which receives 12 
percent (Table 19). In other words, the richest receive a smaller absolute share o f  public 
transfers than the poorest. The best targeted programs on the poorest are the MIG, support for 
the disabled, and allowances for war veterans. Notably, the MIG succeeds in transferring 62 
percent o f  program benefits to the poorest quintile, a performance that surpasses similar 
programs in the region (such as those in Serbia, the Kyrgyz Republic, and Estonia). 
Furthermore, public transfers represent 80 percent of total consumption for the poorest quintile 
(net o f  50 percent o f  social protection transfers), as compared with 6.8 percent for the top 
quintile. 
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Table 19. Distribution o f  Social Protection Benefits, by Quintile - 2002 

Poorest 2 3 4 Richest 
25% 24% 21% 18% 12% 

IProgram // Consumption Quintile National 
100% m o t e c t i o n ,  o.w.: 

pension - old-age 
pension - disability 
pension - survivorship 
pension - farmers 
pension - war veterans 
pension - social assistance 
unemployment benefit 
redundancy payments 

Social Assistance 
child allowance 
scholarship 
support for people with disabilities 
allowance for war veterans 
allowance for victims o f  political persecution 
social assistance provided by mayor's office (MIG in 2002) 
other social assistance benefits 

Social Insurance 

Memorandum Items 
Share in total population 

20% 20% 20% 21% 19% 
16% 18% 17% 21% 28% 
42% 22% 20% 10% 6% 
37% 23% 21% 14% 6% 
18% 14% 26% 31% 12% 
62% 21% 12% 4 yo 2% 
33% 24% 19% 11% 13% 

20% 20% 20% 20% 20% 
1% 12% 17% 23% 40% I Share in total consumption 

Source: WB StaffEstimations based on ABF 2002 

100% 
100% 
100% 
100% 
100% 
100% 
100% 

100% 
100% 

24% 24% 22% 18% 
21% 23% 22% 22% 
26% 28% 22% 15% 
30% 3 0% 22% 13% 
32% 24% 13% 18% 
25% 3 7% 17% 13% 
25% 26% 21% 18% 
29% 27% 26% 9% 

12% 
12% 
9% 
6% 

13% 
9% 

11% 
9 yo 

100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 

I s  i t  possible to increase the size of the MIG without signi jkant deterioration of targeting 
performance? 

The short answer to the above question i s  yes. Marginal benefit incidence analysis shows 
that, even in the absence o f  changes in program design, an expansion o f  the MIG program will 
be strongly pro-poor. A cautionary note, however, i s  that these insights are val id for a relatively 
modest expansion, not necessarily for a major reform. Furthermore, if one considers the amount 
o f  resources spent in order to reduce the poverty gap o f  the program beneficiaries by 1 ROL, 
once again the MIG proves to be the most efficient program. 

Interpreting the indicators o f  coverage, absolute target incidence and relative target 
incidence (importance/adequacy) jointly, we find that among the social assistance programs: (i) 
the MIG has the best targeting performance, although l o w  coverage and benefit adequacy; (ii) 
the chi ld allowances are less well targeted but have the largest coverage o f  the poor and severe 
poor; and (iii) other programs have high leakage, l o w  coverage o f  the poor. Some programs 
within this group may  be good candidates for rationalization, with the resulting savings to be 
added to the MIG. 
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Bringing i t  all together 

“It is only when they receive their social aid, that they (the Roma) have money ... 
I fwe did not have the aid, God have mercy on us! (...) I t  was dfjcult to obtain social aid ... Ifyou had 
a horse, for example, or a cart, they would not give you the aid!” 
L o w  income respondents, Roma, Alunis, rural. 2003. 

“There is no clear criteria for classijkation. This situation leaves many people feeling confused. This 
also allows for allocation of benejts to individuals who are not eligible for such benefits. Basically, it 
means grating certain rights illegally. ’’ 
Social worker f rom the State Inspectorate for the Protection o f  People with Disabilities, Focsani, urban. 
2003. 

“There are some people who are proud, and who do not want to register for social aid because they 
would have to work for these benejts. These are not the extremely needy individuals. They are those 
who are poor, but who can still manage alright, They also wanted to apply for social aid, but then, 
when you tell them about the work requirement, they say, (well, then I don ’t really need the aid ’. ” 
Vicemayor, Nereju, rural. 2003. 

“Let’s say that we request 20 billion lei, we receive 5 billion lei ... It’spossible that over the course of 
the year we wil l  receive the rest of the requested funds, if the earmarked transfers for equalization 
purposes JFom the central government are allocatedproper ly... But we are always on a knife’s edge, as 
far as funding is concerned. (...) As a general rule, we always receive less money than what we ask for. 
And this applies to all localities. ’’ 
Social Assistance Department employee, Targu Mures Local Government, urban. 2003. 

Thus, while the MIG i s  a good tool for the Romanian Government to reduce severe 
poverty, some o f  the severe poor are l ikely to be missed by the program. In 2002, the program 
was successful in covering larger households, those where the couple was living together or 
unmarried (pooling resources, while one o f  the adults claimed the benefits only for him and al l  
dependents), the Roma (compared to  an average coverage o f  the poorest decile o f  17 percent, the 
coverage o f  severely poor Roma was 36 percent), those headed by adults with no or little formal 
schooling, by farmers, unemployed and housewives. In general, MIG recipients are households 
familiar with the social assistance system; most o f  them receiving a number o f  other social 
assistance benefits, especially chi ld allowances. 

The severe poor households that MIG benefits failed to reach are especially urban 
households, households affected by industrial restructuring which do not take up the program 
due to stigma costs, and households with two or more able-bodied individuals. These 
households are equally poor, and need to be covered by the program. Changing the MIG 
program administration rules to  bring them into the safety net, and help them to cl imb out o f  
poverty, i s  a major challenge. 

Improving Social Assistance Administration 

The previous sections showed that, among social assistance programs, the MIG program 
has the best targeting performance, but a relatively l o w  coverage o f  the poor. This section will 
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take a closer look at the institutional arrangements o f  MIG, trying to highlight two o f  the most 
important weaknesses o f  the program: (i) funding arrangements; and (ii) implementation. 

1. Funding arrangements 

0 Unclear distribution o f  the financing burden between the central and local administration 

According to the law, the financing o f  the MIG program may be provided from two 
sources: (i) earmarked transfers from the central budget, distributed by the judet councils to 
localities; and (ii) local budget revenues and/or “equilibration grants”14. Theoretically, the 
combination o f  central and local financing provides a good mix o f  incentives for the local 
administrations. A decentralization o f  program financing, as was tried after 1996 with the 
former Social Aid program, would have been detrimental, as the poorest localities, with the 
largest share o f  potential MIG beneficiaries, are also the ones with the lowest capacity to raise 
revenues, In earlier years, various studies (Tesliuc et a1 (2001); World Bank (2002)) documented 
that decentralization o f  program financing resulted in poor targeting, with larger programs in 
relatively richer areas and smaller programs in poorer areas, determined by the financing 
capacity o f  the local administrations alone. The optimal solution to this problem i s  pooling the 
poverty risk nationally. The central budget should finance the MIG benefits, i.e. “guarantee” this 
minimum income level, whi le local administrations should only be responsible for program 
implementation. However, there i s  a risk that local administrations wil l abuse the program 
(allowing substantial leakage o f  funds), if the capacity o f  the central administration to control 
program implementation i s  weak, and the local budget incurs no costs (penalties) for such action. 
Introducing the obligation o f  co-financing by local authorities provides the right incentives for 
them to use the funds in a “responsible” manner. While these arrangements may work, the 
implementation o f  the program was hindered by the lack o f  clarity with respect to the share o f  
co-financing o f  the local versus the central government. The MIG law leaves unspecified the 
share o f t he state v s. 1 ocal c o-financing. S ome 1 ocal administrations reacted t o  these unclear 
legislative provisions by not providing any co-financing from local resources. Qualitative 
evidence suggests that local councils were and are afraid that MIG co-financing ru les may 
change again, and they wil l end up paying the full cost o f  the program, as was the case with the 
Social Aid program in 1996 (after the f i rs t  year o f  implementation, when financing was provided 
by the central budget). Given the “guaranteed” feature o f  the MIG, the program may end up 
crowding out other local expenditures, considered more important by local constituencies. 

0 Unpredictable funding o f  the MIG 

Local authorities (Local  C ouncils) c annot p lan their budgets wi thout a c lear provision 
specifying their level o f  co-financing, and face similar difficulties in planning their cash flow. In 
2002, this impossibility to predict the volume o f  resources provided by the central govemment 
for MIG pushed many Local Councils to limit demand for the program. Some examples o f  
limiting demand practices are: imputing “by default” revenues from informal work during the 
summer and consequently paying only 40-60 percent o f  the nominal benefit amount, and/or 
setting the number o f c ommunity w ork d ays a t  nine d aydmonth independently o f t he b enefit 

The “equilibration grants” are resources transferred to  the poorest localities, on the basis o f  the principle o f  14 . 
“social solidarity”. 
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amount. MIG funding i s  characterized by a relatively complex institutional arrangement, which 
involves actors at central, judet and local level. An important role is played by the Judet Council, 
which distributes the funds among localities. The lack o f  any regulation regarding the co- 
financing requirement i s r eproduced a t t his 1 evel, affecting thus e specially poor communities, 
which cannot afford to co-finance MIG benefits. 

a Lack o f  enforcement with regard to benefit payments 

The main difference between the MIG and the former means-tested Social Aid program 
i s  that the MIG i s  “guaranteed”. However, at the moment there i s  no authority with the 
responsibility or the ability to enforce this provision. The Ministry o f  Labor and Social 
Solidarity has the mandate to monitor the program, but does not have any power to apply 
sanctions to the local authorities which paid only partially the benefits or not at all, since the 
distribution o f  funds towards local budgets i s  entirely under the control o f  the autonomous Judet 
Councils, and the eligibility criteria can be relaxed or tightened by the local authorities (Local 
Councils). 

a MIG resources from the central budget are not clearly earmarked 

The central budget earmarks in block the resources for the MIG and heating allowances, 
and from 2003 the salaries o f  the personal assistants for disabled persons. This arrangement does 
not allow the separation o f  MIG benefits funding from heating benefits or salaries for the 
personal assistants o f  disabled, making thus impossible to control the local budget share 
allocated for MIG co-financing. This arrangement has a direct impact on the spending priorities 
o f  local public administration, which has incentives to set the payment o f  salaries for personal 
assistants as the highest priori ty (because the personal assistants have a similar status to 
employees o f  the city hall, and are included in their payroll). From the funds left, the local 
council has to prioritize the spending o f  MIG benefits and heating subsidies. Combined with the 
lack o f  enforcement regarding the obligation to cover entirely the amounts due to MIG 
beneficiaries, the actual arrangement leads to overdue or partial payments o f  MIG benefits. 

2. Implementation 

0 Discretionary power o f  local public administration with regard to the criteria for assets 
evaluation and eligibility. 

A large share o f  the income o f  the poor i s  derived from informal activities, notably 
subsistence agriculture. In order to take into account this type o f  income, the MIG law requires 
that program administrators will estimate an imputed value for the productive assets owned by 
the households, based on norms established by the local administration. The procedures to 
determine the “imputed value” o f  productive assets (such as livestock, land or agricultural 
equipment) vary from one Local Council to another. In theory, the local administration i s  best 
placed to use local information to better target the poor. A long these lines, the MIG law grants 
the power to determine the imputed value o f  productive assets to be taken into account in the 
means testing procedure to the Local Councils. This provision generated large discrepancies 
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between the imputed values o f  similar assets over relatively homogeneous  area^'^. Evidence 
from earlier surveys confirms the existence o f  price differences across localities within judets, 
but o f  considerably smaller magnitude. To counteract extensive local discretion, some Judet 
Councils produced legislation that established the maximum and minimum values for these 
assets. The Government should consider the harmonization o f  this good practice nationwide. 

The procedures to determine eligibility for the MIG are far from being uniform. There are 
significant differences between localities with respect to the kind o f  documents that should be 
provided by the potential beneficiaries. Many Local Councils ask for documents legalized by 
notaries, although the law does not require such evidence, thus raising the monetary and time 
cost for the applicants. The Government and the Ministry o f  Labor and Social Solidarity may 
consider detailed implementation norms to clarify and limit the paperwork and documents 
requested from applicants. 

The Government may consider strengthening the design, financing and implementation o f  the 
MIG program as follows: 

1. A more equitable co-financing scheme, based on an algorithm/formula that takes into 
account the financial capacity of 1 ocalities t ogether w ith the  e xpected number o f p oor 
people. As a rule, poorer localities should be subject to smaller co-financing 
requirements. To capture the poverty level at the locality level, the Government may use 
one o f  the basic needs poverty maps currently used by FDRS. Alternatively, reliable 
estimates o f  poverty at locality level may be produced by combining the information 
from the 2002 census with the 2002/03 AE3F. If the capacity to monitor local compliance 
in providing the required co-financing i s  weak, the second-best alternative i s  to continue 
with 100 percent financing o f  the program from the central budget. 

2. Homogenization o f  assets evaluation criteria at judet level. The Government may 
consider the harmonization o f  the good practice o f  certain Judet Councils, who have 
established minimum and maximum imputed values for productive assets used to 
determine household income, nationwide. A possible alternative i s  to abandon the assets 
evaluation altogether, and use the information f rom the global income tax. This approach 
i s  not recommended, as the global income tax does not capture agricultural income 
perfectly. 

3. Adequate enforcement mechanism for the MIG. If the legislature maintains the local 
govemment co-financing requirement, this should be complemented with an adequate 
enforcement mechanism. Without such a mechanism, some practices observed in 2002 
may continue at even larger scale, such as the accumulation o f  arrears in benefits 
payment, or the partial payment o f  the MIG benefit (in 2002, a number o f  local 
administrations paid only 80 percent o f  the MIG benefit - i.e. the estimated central 
budget share). The institutionalization o f  an adequate enforcement mechanism wil l also 
prevent the use o f  value judgments or stereotypes regarding the “deserving poor” at local 
administration level. 

~~ 

e.g. in the same judet the use value o f  a horse could vary between 150 thou ROL and 1 mi l l ion ROL, for a 15 

swine between 42 thou and 420 thou, etc 
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4. Eligibility criteria. Currently the law disqualifies those eligible beneficiaries who have 
debts to the State. The Law or the secondary legislation should mention explicitly that in 
such cases, the benefits can be used f i rs t  to cover these debts, and then to allow the 
delivery o f  the benefits to those beneficiaries cleared by debts for the remaining months. 

5. Workfare. The workfare requirement proved to be a good self-targeting mechanism, but 
the law should state explicitly that the number o f  hours should be proportional to the 
level o f  the benefit. Currently many beneficiaries are giving up the program because in 
some areas they are requested to work the maximum number o f  hours (72) regardless the 
size o f  the benefit. 

6. The Local Councils’ use o f  the workfare requirement i s  almost exclusively focused on 
small ecological projects such as street cleaning or garbage collection. Traditionally, 
these activities were dominated by workers with none or l o w  education. Many o f  the new 
poor, such as skilled blue-collar workers who lost their jobs when their state-enterprise 
was closed or  restructured, consider such workfare requirements stigmatizing, but would 
be willing to work in activities that would make better use o f  their skills. The 
Government and the Local Councils should consider alternative workfare options, which 
may benefit not only the new poor, but also the local community. 

Part 2. Private Transfers 

This section provides insights on the structure o f  private flows, to complement the 
investigation o f  the distribution and coverage o f  public transfers. I t  i s  important to note at the 
beginning that this section utilizes an income (Le., not consumption) as a measure o f  welfare 
because the data set that contains detailed information o n  private transfers, 2003 Public/Private 
Transfers and Social Capital Survey, does not collect detailed consumption data. 

The private transfers are discussed under two categories: formal private social flows and 
informal inter-household flows. Formal private networks include associations such as trade 
unions, church groups, parent committees, neighborhood associations, agricultural associations, 
professional associations, and NGOs. The informal transfers singled out in this study include 
lending, exchanges, payments for minor services, and gift giving. 
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Formal private social flows 

“Before, people were not layered as such, in these categories. Now the Forest Association 
also associates itself only with the rich, and everyone else is excluded. This is how our 
world is nowadays. ” 
(II, average income respondents, Nereju, rural) 

“ I t  is very hard! I asked someone I knew if I could borrow his tractor, which I used to 
bring home some wood for heating. Before, the communa used to give us wood, that was 
actually the reason why the communa owned the woods. And they used to write down the 
names of all the poor people in a table, and sell it to them for a reduced price; they used to 
chop the wood in smallerpieces, measure it in cubic meters, then give it to the poor, so that 
it would be enough for everyone) ... ” 

(low income respondent, Alunis, rural) 

Overall, active membership in these organizations i s  fairly high, as 1302 households, or 
.9.3 per cent o f  the sample, report being members o f  at least one o f  these groups (Table 20). 

Poor households report lower associational membership than more well-to-do households. 33  
per cent o f  households from the poorest quintile report membership in an association compared 
to 60.5 per cent for the highest income quintile. The highest overall membership i s  reported for 
Trade and Labor Unions (29.7 per cent o f  al l  associated members), Owners’ Associations (24.0 
per cent o f  associated members), and Agricultural Societies (20.5 per cent). O f  these three, 
Trade and Labor Unions have the lowest membership among the poorer quintile (around 4 per 
cent o f  households) and Agricultural Societies the highest (1 1. 43 per cent o f  these households). 
The latter i s  comparable to membership among the second through the fourth quintiles and is 30 
per cent higher than membership among the highest income quintile. 

Table 20. Membership o f  Household Members in Organizations 

Organization Share of  member 

Trade Unions or Labor Unions 29.70 
Owners’ Associations 24.00 
Agricultural Societies with Legal Personality 20.50 
Parents’ Committees 18.00 
Parochial Committees or other Collective Church Coordination 16.50 
Political Parties 15.20 
Professional Associations 12.40 
Traders or Business Associations 10.80 
Other Associations 10.30 
Artists’/Sports Associations 9.60 
Traders or Business Associations 8.70 
Money Rotating Groups 8.60 
NGOs or Civic Groups 7.10 
Source: Public/Private Transfers and Social Capital Survey, 2003 

households (YO) 
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At the same time, the poor are active contributors to private associations - 69 per cent o f  
households from the poorest quintile contribute to different public groups, as opposed to 78 
percent from the highest income quintile (Table 2 1). 

Table 21. Contributions to Private Organizations by Quintile 

Total Urban Rural I 
As a share Variable 

Number Mean (Lei) As;n:!zt Of Number Mean (Lei) A s ; n ~ ~ ~ ~  Of Kumber Mean (Lei) ofincome 

Quintile 1 390 706,861 2.8% 93 768,752 2.7% 297 687,480 2.8% 

Quintile 2 388 783,823 1.5% 176 714,326 1.2% 212 841,518 1.9% 

Quintile 4 3 90 942,682 1.1% 281 972,354 1 .O% 109 866,189 1.1% 

Quintile 3 3 84 824,964 1.2% 219 656,971 0.9% 165 1,047,937 1.6% 

Quintile 5 397 1,105,023 0.6% 296 1,177,137 0.6% 101 893,677 0.6% 

IAll households 1949 873,743 1.0% 1065 903,996 0.9% 884 837,295 1.5%1 
Source: PubMPrivate Transfers and Social Capital, 2003 

The church, through parochial groups, and schools, through parent committees, are the 
largest recipients o f  these flows. The rural poor contribute disproportionately to the church both 
in terms o f  share o f  income and number o f  contributing households. Over three times more poor 
rural households report contributing to church groups than rural high income households. 

Private service providers and private institutional economic actors also provide assistance 
to t heir employees, c lients, and  a ssociates. T hese transfers are found t o b e h ighly r egressive 
(Table 22), with the highest income quintile receiving more assistance from formal private 
institutional actors, who are most likely their employers or private service providers. 

Table 22. Flows from Private Businesses and Private Service Providers 

Transfers f rom Private Businesses 

income 

Transfers from Private Service Providers 
Variable N M e a n  (lei) As a share of N Mean (lei) As a share of income 

Q1 14 86,677 0.30% 0 0 0.00% 

43 38 584,563 0.90% 11 72,908 0.11% 
44 31 521,567 0.60% 3 12,000 0.01% 

42 28 175,353 0.40% 7 13,291 0.03% 

Q5 33 3,390,530 2.00% 7 69,035 0.04% 
Total 144 956,829 1.20% 28 27,922 0.03% 

Source: Public/Private Transfers and Social Capital Survey, 2003 
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Informal inter-householdflows 

“The neighbors won’t help me anymore, everybody minds his own business. IfI ask for a 
cabbage he says that he doesn’t have any. If anybody were to ask me for anything, I would 
give it to them for free. ” fl low income person, Breaza, urban) 

“My daughter is in college. I raise a p ig  for them, every month I give them 40-50 eggs, I give 
them 500,000 - IM lei because I feel pity for them. ’’ (Average income respondent, Alunis, 
rural) 

“Ifyou cannot rise up to a certain level, you are pushed aside. What does it mean, “to be 
pushed aside?” You cannot access their circles. They have many cars, and they have a lot of 
money. ’’ 

(Average income respondents, Alunis, urban) 

Households in al l  income categories participate extensively in informal inter-household 
transfers (almost 97 per cent o f  al l  sampled households), as defined previously. Flows among 
households are significant when measured as a fraction o f  household income before inter- 
household transfers. Gross informal outflows equal 12.3 per cent and gross informal inflows 
equal 8.5 per cent o f  net income before inter-household transfers. N o t  surprisingly, these shares 
are higher for inflows and outflows for the poorest quintile, 17.8 and 17.6 per cent respectively. 

In Romania the net effect o f  inter-household transfers seems to be income neutral, which 
i s  a finding that runs counter to the results reported in related literature where inter-household 
transfers behave l i ke  means-tested public transfers and f low from the r ich to the poor (Cox, 
Jimenez, Oraska, 1996; Cox, 2002; Jimenez, Galasso, Cox, 2001). While it i s  not possible to 
ru le  out the possibility that different findings might be attributable to differences in survey 
design, one explanation i s  that post-socialist dislocation strained old personal t ies - but social 
t ies are built upon time and the poor often lack resources to maintain such ties and thus they are 
excluded. 

The most popular form o f  transaction i s  g$t giving with 93.6 per cent o f  households 
exchanging gifts. Gift giving transactions are the highest in value among al l  inter-household 
transfers and are mildly progressive. Rural poor households perceive themselves as net givers, 
while urban poor households see themselves as net receivers o f  gifts. 

Cash payments for minor services rendered to other households are the second most 
important transactions in terms o f  mean value per household and the number o f  transacting 
households (54 per cent o f  households participating). Rural households are more active in these 
transactions (on average 73 versus 46 per cent respectively. The rural poor perceive themselves 
as net winners, while al l  urban and richer rural households see themselves giving up more 
resources than they receive. Payments as a share o f  income before inter-household transfers are 
mildly progressive as well. 

Exchanging goods and services is  more widespread in rural areas, where cash 
transactions seem to come at a premium - 67 percent o f  rural versus 40 percent o f  urban sub- 
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samples. These exchanges are highly progressive, with both the rural and the urban poor seeing 
themselves as net winners from these transactions. 

Surprisingly, informal lending i s  found to be regressive. More households from the 
highest income quintile in rural areas lend and/or borrow informally than from the lowest 
quintile (the opposite i s  true o f  urban areas). This pattern differs markedly from developing 
countries, where the poor exhibit high levels o f  informal indebtedness. This may be attributed, 
on the one hand, to the lack o f  tradition o f  professional informal lending in the post-socialist 
countries, and on the other, to traditional reliance on the state for assistance. 

Policy Implications 

In most countries, private formal and informal flows are progressive. In Romania, 
however, private formal flows are regressive and informal ones are income neutral. This makes 
public transfers an even more important source o f  income for poor households in Romania. I t  
also means that the state should be careful o f  any contracting out o f  welfare services to private 
organizations. 

Fortunately, the public social protection system i s  progressive and contributes 
substantially to poverty reduction. In the absence o f  social protection transfers - adjusting for 
the behavioral response o f  the households - the number o f  poor would increase by almost 50%, 
while the number o f  severe poor would double. 

A large share o f  this impact i s  due to pensions, in part due to their sheer size and in part 
due to their relatively effective targeting. In the absence o f  an adequate pension, most 
pensioners would end up poor. The current process o f  pension recorrelation, that places an 
emphasis on both equity aspects (alignment o f  the pension benefits with past contributions) and 
protection against severe poverty, has contributed to  this pro-poor result. 

During the transition period, the social assistance system was reformed substantially. 
From a system that used categorical benefits (such as the chi ld allowance programs), starting in 
2002 the system strengthened the MIG, a means-tested program well targeted toward the poor. 
The Government should be commended for al l  these improvements in the social assistance 
system. 

To address the problem o f  severe poverty, the Government should place a greater 
emphasis on the MIG. The targeting performance o f  the program i s  among the best in the 
region. The coverage o f  the program has increased dramatically in 2002 versus 2001 (from 0.5 
percent o f  the population in 2001 to 5 percent in 2002). Despite the increase in coverage, the 
program coverage o f  the severe poor i s  s t i l l  inadequate (only 30 percent o f  the severe poor are 
covered by the program). The uncovered poor are especially urban households, households 
affected by industrial restructuring that do not take up the program due to stigma costs, and 
households with able-bodied individuals. 

To ensure adequate coverage o f  the severe poor, the MIG needs to be expanded (from 0.3 
percent o f  GDP in 2002 to more, possibly 0.6-0.8 percent o f  GDP, to cover the poorest 10 
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percent o f  the population with moderate leakage to wel l -of f  households). A moderate increase in 
the income threshold (over and above inflation) would extend the coverage o f  the benefit and 
will reach more poor people. To make room for more resources to expand the MIG, the 
Government could cap the chi ld allowance benefits at their current (nominal) levels, and use the 
resulting real savings for the MIG. Other pol icy changes could have a similar effect, including 
targeting al l  or some o f  the chi ld allowance scheme. 
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