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Preface

These proceedings are the final result of the international conference “Social Policy
and Regional Development” held in Zagreb on 30 November 2006. The conference
was organised in a joint effort made by the Institute of Economics, Zagreb and
Friedrich Ebert Stiftung. The objective was to cover social aspects of regional
development and regional aspects of social policy. Over 100 participants engaged in a
lively interdisciplinary discussion confirmed the objective was achieved and that such
topics deserve more attention both in the Croatian academic discourse and the policy-

, . .
makers’ considerations.

The conference committee had received 60 abstracts, accepted 30, and finally received
20 papers. Nine were chosen and presented after a doubleblind review by
international reviewers. Two keynote speeches were delivered as well. Simin Davoudi
from Newcastle University, England reported on the problems of polycentric
development and metropolitan regions in the EU, which re-emerged in the European
planning discourse after the introduction of the territorial cohesion concept. Yuri
Kazepov from the University of Urbino, Italy advocated for a territorial

reorganisation of the European social policy.

Keynote speeches were a good introduction to presentations that followed. The papers
dealt with incentives to the unemployed in 39 poorest neighbourhoods in England,
unfavourable change in social and economic structure of the poorest Turkish regions
that resulted from growing regional disparities, poverty in the rural areas of Croatia,
negative social impacts of the private sector participation in water supply in the South
Caucasus, the role of social partners in the management of the European Regional
Development Fund in Poland, deinstitutionalisation, diversification and
decentralisation in social services reform in Bosnia-Herzegovina, Croatia and Serbia,
attitudes of social groups towards some aspects of the quality of life in Primorje -
Gorski Kotar County in Croatia, implications of the EU enlargement and cohesion
for economic and social development in Turkey, and regional aspects of agricultural

policy in Norway.

Diversity of the papers contributed to an interdisciplinary discussion which brought
more light to the fact that regional disparities quite severely affect the regions left

behind in economic and social development. The importance of social policy in the



regional development management, and no lesser importance of its regionalisation,
became more and more evident as the presentations went on. This was noticed by the
discussants Will Bartlett from the University of Bristol, Ivo Bicani¢ from the Faculty
of Economics and Business of the University of Zagreb, and Nenad Starc from the
Institute of Economics, Zagreb, but also by the chair women Marijana Sumpor from
the Institute of Economics and Sandra Svaljek, Director of the Institute. Notorious
but often forgotten requirement that regional development ought to be managed was
particularly stressed since the presenters showed well that growing regional disparities
in the EU and the accession countries as well have been producing more social than
economic problems. Departments of Economics at Croatian universities that have
been avoiding regional economic courses for decades could use the outcomes of the
conference as an incentive to enlarge their programmes. Economists who graduated
from these Departments could find an incentive to re-discover regional economics in

all its aspects.

Finally, we would like to thank Friedrich Ebert Stiftung, anonymous reviewers,
discussants, representatives of the Ministry of Science, Education and Sports,
colleagues from the Institute, and all the participants for contributing to the

realisation of this project.

Editorial Board



Polycentric Development and Metropolitan
Governance

I would like to talk about two things: firstly, the notion of polycentric development
and what it means at different spatial scales, but mainly focusing on the regional or
inter-urban scale; secondly, the role of governance in facilitating the development of
polycentric urban regions. But before that let me remind you of two significant
milestones that we have witnessed since we have entered the 21* century. The first one
is that the 21* century is the first #rban century. Before 1850 there was no society that
could be defined as predominantly urbanised, and by 1900 only Britain could be so
regarded. Today, half of the world’s 6 billion population are urban dwellers.
Moreover, the developing countries have begun to urbanise more rapidly than the
industrial nations did in the heyday of their urban growth. It took London 130 years
to reach the 8 million population mark; Mexico City did that in thirty years. So, for
the first time in history more people live in urban than in rural areas. In Europe, the

ratio is already four out of five.

The second milestone is that for the first time the world urban dwellers form part of
a single networked globe. Cities world wide are increasingly networked in complex
systems of global interaction and interdependence. The information revolution has
led to what Manuel Castells calls “time-space compaction” and the emergence of
“space of flows”. However, contrary to the earlier prediction this does not imply the
death of distance. On the contrary, advances in telecommunication have not
significantly reduced the importance of face to face contacts in social and business
interactions. Neither have they diffused the forces of agglomeration. Population and

economic activity continue to gravitate to major urban centres, often leading to a

" Simin Davoudi, Professor of Environmental Policy and Planning, School of Architecture, Planning and Landscape;
Director of Social Systems, Institute for Research on Environment and Sustainability (IRES), Newcastle University,
United Kingdom.



relentless growth of cities, as is evident in cities such as Dublin and Milan, and even

more strikingly Madrid.

At a larger scale, agglomeration forces have also led to the creation of what Jean
Gottmann famously called megalopolis, referring to a constellation of 600 miles of
contiguous areas in the East Coast of America running from Boston in the North to
Washington in the South. Doxiadis, the famous Greek urbanist, went even further in
his attempt to explain the expanding scale of urban growth and the coalescence of
metropolitan areas. He suggested that we would soon live in ecumenopolis or the world
city. Although his vision was more of a poetic vision, it does resonate with
contemporary reality when you look at areas such as East Asia with Beijing, Seoul,
Tokyo urban corridor which transcends national boundaries and stretches almost
contiguously along a 1500 km strip of highly networked and densely populated land
with a maximum of 90 minutes air travel time. At the level of Europe, the
agglomeration forces have led to the uneven development of the European territory,
where a prosperous core stands against an underdeveloped periphery. This core-
periphery conception of the European space has been captured in a number of
metaphors such as “European megalopolis”, “golden triangle”, “the blue banana”, and

more recently the “pentagon”.

The term pentagon was coined in the European Spatial Development Perspective or
ESDP, which is a strategic document published in 1999 by the EU informal Council
of Ministers for Spatial Planning. Although it is not a binding document, it has had a
significant influence on spatial strategies that have since been produced in many
member states. The pentagon refers to an area defined by the metropolises of London,
Paris, Milan, Munich and Hamburg. Although it covers only 20 percent of the EU-15
territory, it generates 50 percent of its Gross Domestic Product (GDP) and is home to
40 percent of its population and 75 percent of its research and development
investment. It is seen in the ESDP as the only economic zone which can compete
effectively in the world market. So, the main thrust of the ESDP is to promote the
creation of other zones of globally significant economic growth. The idea is that such
a strategy would lead not only to a more competitive Europe, but also a more socially

cohesive and spatially balanced Europe.

The spatial strategy that underpins this objective is polycentric development. By
promoting polycentricity at the EU level, the ESDP aims to challenge the core-

periphery image of Europe and promote a more balanced territorial development,
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which has been captured in yet another metaphor called “a bunch of grapes”. It is
then argued that such growth zones can be developed by promoting polycentricity at
the regional level, i.e. by developing polycentric urban regions or PUR for short.
PURs are defined as regions with three or more historically and politically separate
cities which do not have strong hierarchical ranking and are located in reasonable
proximity to each other, and which, more importantly, have a significant functional
interconnection and complementarity. Several examples of PUR have been cited, such
as the Rhine-Ruhr area in Germany, which presents a sharp contrast to the
Brandenburg area where Berlin is clearly dominant. Other examples include the

Flemish diamond in Belgium and the Padua-Treviso-Venice area in Northern Italy.

Outside Europe, Southern California and the Kansai region in Japan are mentioned
as examples of PUR. But the classic example of PUR is Randstand in Holland,
consisting of a ring of four large cities around an area of farmland and water called
the Green Heart. Each city thrives on a different yet complementary economic basis.
Amsterdam benefits from proximity to Schiphol Airport, tourism and finance.
Utrecht has the service sector and nice surroundings. The Hague is the seat of
government and Rotterdam lives off its port. The Randstand is not an administrative
or political unit but given the proximity and interactions amongst its constituent
cities it has been promoted, for a long time, by the Dutch planning community as a
single coherent region, or indeed as the European Delta Metropolis capable of

competing with Paris and London.

However, despite these examples, the conceptualization of polycentricity at a regional
level is still at developmental stage. Its definition, for example, is problematic at least
on two accounts. Firstly, what is a reasonable proximity or commuting distance? Is it
Patrick Geddes’ one hour rule of thumb? Or, is thirty minutes, forty minutes, 45
minutes as others have suggested? Secondly, how do we measure functional
interconnections? The common criterion is labour market flows. But, this seems
increasingly inadequate, as I will elaborate later on. Other exchanges such as the inter-
firm flows of goods, information and know-how are notoriously difficult to measure
as it has been shown by a recent Interreg project called Polynet. In addition, as a
normative agenda, which is how the ESDP sees it, it raises a number of questions: Is
PUR a panacea for solving regional problems? Is it a more sustainable form of
managing urban growth? And if so, what kind of policy intervention can facilitate the

development of a PUR?
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Although these questions are yet to be addressed, the notion of polycentric
development has already provided a powerful political discourse for promoting both
economic competitiveness and spatial equity. In fact, it has come to be seen as the
spatial manifestation of the EU territorial cohesion agenda. At the level of member
states, i.e. at the national level, it is used to challenge the polarising effects of
agglomeration economies and the resulting regional disparities. In Ireland, for
example, the economic boom of the last decade, which has turned the country into
one of Europe’s star performers, has mainly gravitated to the Dublin city region. The
Greater Dublin Area is home to 40 percent of national population, 48 percent of
National Gross Value Added (GVA), 70 percent of major company headquarters, 80
percent of government agencies, and 100 percent of financial institutions. So,
although this economic success has contributed to polycentricity at the level of

Europe as a whole, it has turned Ireland into a highly monocentric country.

In Ireland, the economic growth of Dublin is widely celebrated as the engine of the
“Celtic Tiger”. But it has also raised the alarm for policy-makers because firstly, its
overheated economy has created a number of social and environmental problems
which if left unchecked can disadvantage the competitiveness of Dublin itself.
Secondly, this excessive growth has led to the widening of regional disparities. And
this is partly because in Ireland, as in most other cohesion countries, only the major
urban centres, particularly the capital cities, had the critical mass, the infrastructure,
and the institutional capacity to absorb the EU resources and deploy them effectively.
It is therefore not surprising to see similar trends taking place in the new member
states which will be the main beneficiaries of the EU Structural Funds in the near
future. In these countries, growth has already begun to gravitate towards capital cities
such as Budapest, Prague, Tallinn, Riga and so on. Even Poland, which entered the
post-socialist transformation with a well balanced urban system, has since experienced

growing regional disparities.

In combating such trends many national spatial strategies have drawn explicitly or
implicitly on the concept of polycentric development to promote functional
interconnections between the second tier cities that do not have the critical mass to be
globally or nationally competitive. Again Ireland is a potent example, where a number
of neighbouring cities in the South-West, branded as Atlantic Gateways, are
encouraged to pull their resources together and develop a polycentric urban region
and hence increase their chance of becoming a new zone of economic growth and a

counterbalance to Dublin. But let me emphasise one point here. The emphasis in the
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Irish National Spatial Strategy is put on maximizing endogenous potential of these
cities rather than redistributing resources from Dublin. I think that is a very
important point in terms of the new regional policy. Similarly, in the UK, the
concept of polycentric development has underpinned what is called the Northern
Way Initiative, which is a coast to coast megalopolis with a 130 mile M62 corridor at
its core and taking on 8 core city regions. The idea here is that by developing a
coherent functional space, the area will become more competitive and the £29 billion

productivity gap between the North and the South of the country will be closed.

However, when it comes to implementing the polycentric strategy, the most critical
elements are the development of economic links and functional interactions and
complementarities, because without these a PUR would simply represent a
morphological concept rather than an integrated functional space. In Scotland, for
example, despite the fact that development has spread along an East-West corridor,
dominated by well connected cities of Edinburgh and Glasgow, it is not evident that

the area is a fully integrated single region.

So the critical question for policy-makers is how to forge functional synergies between
neighbouring cities of a potential PUR. There are two key areas where policy
intervention is particularly useful. One is often obvious and relates to the
development of “hard infrastructure” such as physical accessibility, efficient transport
and telecommunication networks between the constituent cities. The other area which
attracts less policy attention relates to the development of what we may call “soft
infrastructure” and notably governing capacity and institution building. If cities are
to pull together their resources and create synergies, they need appropriate forms of
governance capable of coordinating their activities and providing a degree of
leadership and strategic directions. However, there is a considerable mismatch
between the strategies that are promoting polycentricity and the operation of the
formal government structure. [ am going to elaborate on this point by drawing on the
current debate on city regions in the UK because although they represent a smaller

than PUR scale, their governance principles are similar.

We all know that while governments operate on the basis of administratively defined
boundaries such as communes, municipalities, boroughs, local authorities and so on,
the activities of industries, businesses and households straddle such boundaries and
take place in functionally defined areas. For example, 40 percent of the UK working

population cross at least one local authority boundary during their journey to work.
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The figure rises for professional and skilled workers. And as I mentioned before,
journey to work is not the only journey we make. People may live in one
administrative area, work in another, send their children to school in a third, spend
their leisure time in a fourth, use the services of a hospital in the fifth and so on. So,
making strategies on the basis of administrative boundaries does not make sense and
will not be effective. But what is the alternative? How can administrative boundaries
and wider functional areas be co-aligned? Well, this is currently the subject of a heated
debate in the UK. The debate is mainly focused on the city region and particularly
large metropolitan cities which have an extensive catchment areas, but their authority

is often confined to a much smaller administrative jurisdiction.

Birmingham in the West Midland Region of England is a potent example. The
boundary of the municipal city is a political and administrative definition; the one
which demarcates the metropolitan city is a physical definition based on a contiguous
built up area; and the line which delineate the city region is an economic definition
based on the travel-to-work area. Their mismatch makes Birmingham a classic
example of a metropolitan area which has evolved from the coalescence of smaller
independent settlements into a large contiguous built up area, but where no local
authority has administrative control over the whole area and even less so over the city
region. To overcome this fragmentation it is crucial that a city-region approach to
strategic planning is adopted and this of course requires a better co-alignment of
governance and functional geometry. However, this does not mean that a single all
powerful city region authority should take over the jurisdiction of the whole area. It is
even more perverse to argue for such an authority at the level of polycentric urban
regions. There are a number of reasons why such a governance structure is not

desirable or effective.

Firstly, it is politically sensitive and creates unnecessary rivalries and resentment,
especially amongst smaller cities which might fear loosing their autonomy and
identity. Secondly, the geography of functional areas varies, depending not only on
the methodology which we apply to define them, but also on different functions and
markets. For example, travel-to-work patterns may be different from the patterns of
travel-to-shopping and entertainment centres. Often for less frequently used services
the catchment area of metropolitan cities is much more extensive than for the daily
travel-to-work. This is evident from a recent research undertaken by Brian Robson at
Manchester University which shows the wider spread of the cultural draw of

Manchester’s theatres. Although the majority of customers are drawn from the North
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West Region, there is hardly a single local authority in England and Wales which does
not have at least one person attending a performance at one of Manchester’s theatres.
Thirdly, even within one type of market, such as the labour market, the catchment
area is markedly different by different occupations. Looking at two sides of the
spectrum here, one can see that it is substantially larger for professional and
managerial workers than for semi-skilled and routine workers. Fourthly, much of the
debate and research on functional regions, including the research I mentioned, is
dominated by economic imperatives with little attention to the environmental
footprints of metropolitan cities. For example, the movement of waste from
metropolitan cities such as Greater Manchester to the rest of the region has a
catchment area of its own whose boundaries do not necessarily coincide with other
functional boundaries. Furthermore, the flows are always in opposite direction to the
dominant economic flows. Fifty eight percent of municipal waste generated in Greater
Manchester is exported to the nearby town of Warrington, a small city which is
locally known as the dustbin of the North West, while about a quarter of the waste

travels even further to Yorkshire.

To sum up, there is no single overarching city region boundary which can catch all
functions and services, and hence there is little justification for creating a single city
region authority. It is even less justifiable to have such a formal government structure
for polycentric urban regions. The fuzziness of the functional areas means that any
tightly drawn administrative boundaries, no matter how big or small, will become
inadequate for one type of function or another. Sooner or later they will also become
irrelevant as these patterns are dynamic and they rapidly evolve. It thus follows that
imposing a fixed structure of government over such fuzzy boundaries will do little for
effective governing of the complex and dynamic functional interconnections between
cities and their hinterland. Similarly, it will do little for forging synergies and

cooperation and developing polycentric urban regions.

Instead, what is needed is a variable geometry of more informal and flexible inter-
municipal collaborations for different functions and services. In fact, such
collaborative arrangements, based on multi-agency partnerships and flexible forms of
networking at different spatial scales, are already happening across Europe and have
become the hallmark of the transition from government to governance. They
represent alternative models of managing collective affairs which are based on
horizontal self-organisation amongst mutually interdependent actors from both

governmental and non-governmental sectors.
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Hence, although the evidence on the degree of functional polycentrism across
European regions is not yet conclusive, the move towards political polycentrism is
already evident from the proliferation of multi-level forms of governance. Most of
these initiatives have been bottom up. In Birmingham, the case I mentioned earlier,
there is now a concerted effort to set up partnership between existing local
authorities. Lyon in France and Frankfurt in Germany are other pertinent examples
of such trends. However, these informal arrangements are likely to be more effective
and command more credibility if governments provide appropriate incentives to

encourage their establishment and increase their chance of being sustained over time.

Now, let us go back to the question I posed earlier: How can policy intervention
facilitate functional interconnections between neighbouring cities of a potential
polycentric urban region? Well, as far as the soft infrastructures are concerned the
answer is: by incentivising inclusive inter-municipal coalitions for different functions
across the PUR geometries. To conclude, collaboration is the hallmark of effective
governance, and effective governance is a prerequisite for the development of

. . 1
polycentric urban regions.

! More detailed discussions of these issues and an extended bibliography can be found in Davouds, S. 2003,
“Polycentricity in European Spatial Planning: from an Analytical to a Normative Agenda,” European Planning
Studies, 11(8), pp. 979-999.
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The Impact of England’s New Deal for
Communities Programme on Worklessness

Abstract

The New Deal for Communities (NDC) Programme is designed to bridge the gap in
living standards between 39 of the most deprived neighbourhoods in England and the
rest of the country. Each of these 39 NDC neighbourhoods has organised
Partnerships in order to identify local priorities, set appropriate targets, and
implement suitable initiatives. This paper investigates whether the NDC Programme
has enhanced the probability of leaving worklessness. Worklessness refers to the
involuntary exclusion from the labour market of working-age individuals and in this
article worklessness is measured as the number of individuals of working age that are
in receipt of Job Seeker’s Allowance (JSA) or Incapacity Benefit/Severe Disablement
Allowance (IB/SDA). The impact of the NDC Programme on worklessness is assessed
using administrative data on benefit claims and the Difference-in-Difference

evaluation method.

Keywords: social policy, area-based initiatives evaluation, worklessness

" Roxana Gutiérrez-Romero, Department of International Development, University of Oxford, Unitrd Kingdom.
" Michael Noble, Department of Social Policy and Social Work, University of Oxford, United Kingdom.

" llaria Covizzi, Institut fiir Soziologie, Universitiit Basel, Switzerland.
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1 Introduction

Increasing community involvement in area regeneration is seen as one of the corner
stones for development in many developed and developing countries. As a result, in
the last fifty years there has been a growing interest of governments in Europe, the
USA and developing countries on funding community engagement in the design and
implementation of Area Based Initiatives (ABIs) (Burton et al., 2004; OECD, 1998;
Smith, 1999). In general, ABIs are publicly funded initiatives targeted on areas of
social or economic disadvantage, which aim to improve the quality of life of the
residents through an umbrella of programmes. A key distinction from other publicly
funded programmes is that ABIs seek for active participation by residents,
representatives of the community, voluntary and community organisations (Burton et
al., 2004).

The purpose of this article is to present findings of one aspect of the evaluation of an
area-based initiative launched in the UK called the “New Deal for Communities”
(NDC) Programme. The NDC Programme is one of the most ambitious area-based
initiatives ever launched in the UK given its design, budget and the length of time
during which the initiative will be active. Over £2 billion will be invested in the NDC
Programme over a period of 10 years. The purpose of the NDC Programme is to
bridge the gap between 39 of the most deprived neighbourhoods and the rest of the
country so that within 10 to 20 years no one should be disadvantaged because of
where they live (Social Exclusion Unit, 2001: 5). The NDC Programme is part of the
National Strategy for Neighbourhood Renewal, which focuses on the regeneration of
deprived areas on five major themes: worklessness, crime, health, education and
housing (Office of the Deputy Prime Minister, 2001b).

This article focuses on assessing the impact of the NDC Programme on worklessness.'
Specifically, the article analyses what would have happened to individuals of working
age, who are in receipt of Job Seeker’s Allowance (JSA) or Incapacity Benefit/Severe
Disablement Allowance (IB/SDA) living in NDC areas, if the NDC Programme had
not been implemented. In order to build this counterfactual scenario, the Difference-

in-Difference (DD) method is employed.

" In this article, we refer to worklessness as those jobless people of working age who are actively secking work and are
claiming unemployment benefits or those people who are incapable of work due to disability or ill health and are
claiming sickness benefits.
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The DD method is a widely used technique for evaluating programmes at both
individual and neighbourhood level. The DD method was originally applied by
Jonathan Gruber (MIT) and David Card (UC Berkeley) in their studies in labour
economics and public policy, but now is widely applied in economics, sociology,
medicine, psychology, natural sciences, and many other fields (Grimm, 2001).> The
DD method assesses the net impact of the NDC Programme by comparing the
transitions off worklessness benefits made by claimants in NDC areas before and after
the intervention (NDC), to the changes in outcomes experienced by individuals with
similar characteristics to those in NDC areas who that are not living in areas targeted
by the NDC Programme. In the Programme evaluation literature, this group of
individuals is referred to as a control group. The control group in this article consists
of JSA and IB/SDA claimants living in the rest of England. A key advantage of the
DD method is that it can isolate the impact of the NDC Programme by controlling
for demographic characteristics and area factors that might influence transitions off
benefits. In addition, the DD method can also control for the fact that, on average,

NDC areas started from a more deprived situation than the rest of the country.

In order to assess the impact of the NDC Programme on worklessness, it is necessary
to have data on benefit claimant’s characteristics before and after the NDC
Programme was launched. A major strength of the approach reported in this article is
its use of administrative data on benefit claimants rather than survey information.
The administrative data used, GMS-ONE, are held and maintained by the
Department of Work and Pensions (DWP). The advantages of using this source are
numerous. It is continuously updated, it contains historical information on the
characteristics and benefits spells of claimants, it is subject to rigorous quality checks
and it contains information on 100 percent of the benefit claimants’ population in
the UK.

The rest of the article is structured as follows. Section II discusses the background of
the NDC Programme. Section III, describes the administrative data used. Section IV
describes how the NDC beneficiaries and non-NDC beneficiaries groups were
selected. Section V describes the evaluation methodology. Section VI presents the

results of the DD evaluation. Section VII presents the conclusions.

2 For instance, Bertrand, Dufflo and Mullainathan (2003) conducted a survey of all articles that used the DD
estimator in six journals between 1990 and 2000. From the 92 articles surveyed, labour related variables were the most
commonly used dependent variables.
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2 Background of the NDC Programme

There has been a growing gap in living standards between the most deprived
neighbourhoods in England and the rest of the country. This gap has been growing
since the economic recessions of the 1980s and the 1990s when poor neighbourhoods
struggled to adapt to the economic transformation of the country, such as the
declining importance of manufacturing and the rising demand for skills. Areas with
high levels of unemployment saw the greatest rise in mass joblessness, combined with
a rise in health inequality, poverty, crime and eventually worse public services than

the rest of the country (Social Exclusion Unit, 2001).

In 1998 the UK government carried out a study that identified 4,000 deprived
neighbourhoods in the country with high levels of worklessness (Social Exclusion
Unit, 1998). As a result the Labour Government has instigated a number of policies
to deal with worklessness in general (Social Exclusion Unit 1998, 2001; Office of the
Deputy Prime Minister, 2001a, 2001b, 2002, 2003, 2004; Wilkinson, 2003) as well as
specific area-based initiatives (ABIs) which have as one of their objectives to reduce
worklessness in particular deprived areas. Among these ABIs initiatives the New Deal
for Communities (NDC) Programme was launched in 1998 initially considering 17
selected neighbourhoods (NDC areas), followed by a second round of the Programme
including another 22 neighbourhoods in 1999. The 39 NDC areas were selected based
on two key criteria. First, the degree and extent of deprivation of the neighbourhood
based on the - then current - 1988 Index of Local Deprivation; and second, to include
neighbourhoods in all the nine Governmental regions - so that lessons could be learnt

from different parts of the country.

The key characteristic of this programme is that each of the 39 NDC neighbourhoods
selected to participate in the programme will identify local priorities, set appropriate
targets, and implement suitable initiatives. Each NDC area will receive on average £5
million over a period of 10 years. The aim of the NDC Programme is to bridge the
gap in living standards between these neighbourhoods and the rest of the country so
that within 10 to 20 years “no one should be disadvantaged because of where they
live” (Social Exclusion Unit, 2001: 5). Another distinctive characteristic of the NDC
Programme is that it does not rely on a unique policy but rather on a wide range of
non-compulsory projects aimed at tackling deprivation in five key domains: reducing
high levels of worklessness; reducing high levels of crime; improving educational

attainment; improving poor health; and tackling problems with housing and the
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physical environment. This article will evaluate the extent to which the NDC
Programme has helped people claiming unemployment and sickness benefits in

ceasing to claim these types of benefits.

NDC Partnerships have designed and implemented diverse projects to specifically
tackle worklessness and to ease the transition into work. These projects aim to close
the jobs gap, empower and bring new opportunities to workless people and prevent
discrimination and long worklessness spells. To achieve these aims partnerships are
providing workless people with training, support on enhancing inter-personal skills,
basic literacy, numeracy, IT support to facilitate job search, support to micro-

enterprises, help for people with disabilities, to mention just some.

The aim of this article is to estimate the extent to which the NDC Programme has
influenced the worklessness rates in partnerships, by comparison with what would
have happened to them without the programme. Evaluating the impact of the NDC
Programme on worklessness is of great importance for the communities involved and
for the government so they could assess whether NDC areas are bridging the gap with
the rest of the country. To evaluate the NDC Programme this article uses the
administrative data on benefit registers GMS-ONE and the difference in difference
(DD) method. The database used is described next.

3 Data

The longitudinal database used, GMS-ONE,? is a continuous record of all UK benefit
claimants,® which allows for analyses of claimants’ transitions in and out of benefits,
geographical migrations and individual/household characteristics. An estimated 2.5

billion records are loaded annually into the database (Syntegra, 2005).

? The administrative data used (GMS-ONE) in this article were anonymised by the data provider (DWP) and were
kept secure during the analysis. The data have been analysed in such a way as to avoid the possibility of individuals
being identified from any of the information contained within.

* It contains information obtained from 406 local authorities on jobseckers allowance, income support, bereavement
benefit/widows benefit, incapacity benefit, severe disablement allowance, retirement pension, disability living allowance,
attendance allowance, invalid carers allowance, child benefit, industrial injuries, pension credit, lone parent benefit,
housing benefit, and council tax benefit.
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The GMS-ONE database was set up in 1999 initially to evaluate the then Department
of Social Security’s (now Department of Work and Pensions) “ONE” pilots’ and is
constructed from data scans from a database maintained by the Generalised Matching
Service (GMS) of the Department of Work and Pensions. The Generalised Matching
Service was set up in the early 1990s to examine the extent of overpayments within

the benefits system due to fraud and error.

4 Advantages of GMS-ONE

GMS-ONE type data are unique offering various desirable properties for evaluating
the NDC Programme:

e Data are derived from the actual administrative registers on benefit claims.
Having information on 100 percent of the benefit claimants’ population
avoids the problems of non-response and attrition presented in surveys;

e It does not suffer from sampling errors. Given that GMS-ONE contains
information on claimants in every region, regardless of its size, there will be
no loss of precision from clustered sampling or self-selection usually
introduced in survey sample designs;

e It is continuously updated capturing historical information on the
characteristics and benefits spells of claimants. This is not accurately
detectable in surveys. People can change in behaviour, personal
characteristics or claim new benefits between survey cohorts. Hence, GMS-
ONE provides more reliable data for comparing the transitions in and out
of benefits over time;

e It relies on actual administrative data sources and is subject to rigorous
quality checks. These two characteristics prevent GMS-ONE from having
errors such as data inaccuracies, data collection problems and measurement
errors commonly observed in sample surveys. In the latter, people can forget
or provide inaccurate information on the benefits claimed such as starting

and ending date claims, type of benefit claimed, etc.

’ “ONE” was part of a welfare to work programme signifying a single work focussed assessment of new social security
claimants. This initiative has now been incorporated into a broader welfare to work programme and is not the focus of
this study.
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Moreover, although GMS-ONE contains information only required for detecting
benefit fraud and for other administrative purposes, it has proved to be an important
data source for research. A number of studies by the Department for Work and
Pensions (DWP) have employed GMS-ONE data for research purposes and also for
evaluating government programmes such as the New Deal for Lone Parents among
others (Department of Social Security, 2000; Knight and Lissenburgh, 2005; Smith et
al., 2004).

Managing GMS-ONE represents a computational challenge. Given its complexity and
size it is impossible to work with it in a conventional computer. Overall GMS-ONE
contains one or more claims per individual, having 57 million records and

representing 40 gigabytes of storage.

5 Selecting NDC Beneficiaries and Non-NDC
Beneficiaries

Constructing the unobserved counterfactual is the central issue that evaluation
methods address. We cannot observe the outcome programme participants would
have experienced had they not participated. Instead, programme impacts are measured
by comparing a treatment group’s (people living in the NDC area) outcomes to those
of a control group (those not living in an NDC area), which consists of individuals
similar to those in the treatment group who did not live in the area where the NDC
Programme operated. Then, the treatment and control groups must be similar in all

important characteristics, e.g. age, sex, JSA and IB/SDA proportion of claimants, etc.

In broad terms there are two methods to select the treatment and control groups. The
first methodology is to use observational data such as responses to survey questions
that sample NDC beneficiaries and control areas. The second method is to randomly
select the members of the groups. A major pitfall of the first method is that it has a
selection bias, i.e. units of observation self-select to be evaluated in the programme.
For instance, the NDC communities that are more likely to introduce policies to
reduce the number or workless people are also more likely to have a larger reduction
in the number of workless people. Therefore the initial difference between the
characteristics of workless people in the treatment and the control group could

potentially bias the evaluation, and it will be not be possible to distinguish whether
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the gains from the NDC Programme were due to the policies implemented or because

of the initial differences between the treatment and the control groups.

An alternative methodology is to randomly select NDC inhabitants and non-NDC
inhabitants from GMS-ONE. This method ensures that the control and treatment
groups selected are the same on average. Therefore, there are no systematic differences
in the observed or unobserved characteristics between programme beneficiaries and

individuals in the control group (Regalia, 1999).

Table 1 Distribution of the Variables Introduced in the DD Models for Those
Who Were Claiming JSA Benefits and IB/SDA Benefits in January 2000
by NDC Area / Rest of the Country

JSA claimants IB/SDA claimants

NDC areas g:gslg:::j NDC areas S:gsl:a::i
Gender
Male 79.2 76.0 65.7 63.4
Female 20.8 24.0 34.3 36.6
Age
16-24 29.2 25.1 11.2 15.2
25-34 30.4 28.8 20.1 23.6
35-44 21.6 21.0 22.2 25.7
45-59 18.5 24.2 39.1 31.1
60-64 0.4 0.9 7.4 4.4
Presence of partner
Yes 83.5 83.5 93.4 93.6
No 16.5 16.5 6.6 6.5
Number of children
0 86.1 86.7 89.9 89.5
1 4.3 5.0 4.8 4.8
2 4.4 4.2 2.1 3.2
3 2.6 2.4 1.7 1.6
4 1.5 1.1 0.7 0.6
5+ 1.0 0.7 0.7 0.3
Presence of children aged 0-4
Yes 7.7 6.7 4.0 3.1
No 92.3 93.3 96.0 96.9
Previous worklessness spell(s)
Yes 14.1 15.3 13.5 10.7
No 85.9 84.8 86.5 89.3
Previous worklessness spell longer
than six months
Yes 0.3 0.2 0.5 0.4
No 99.7 99.8 99.5 99.6
Total 6,029 267,260 3,687 222,722

Source: Authors’ estimates using GMS-ONE.
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Further, when the treatment and control groups are determined randomly, their
similarity can be assessed by simple tests. For instance, we can compare the
proportion of JSA, IB/SDA claimants in both groups before the NDC Programme
started. A stratified random sample was drawn “without replacement” - for giving
each observation in the data the same chance of being selected. The control group was
defined as the group of claimants not living in NDC areas. The stratified sample for
JSA claimants is made up of 1,366,445 observations. The sample for IB/SDA consists
of 1,132,295 observations.

We compared the samples for treatment and control groups by 1) JSA, IB/SDA
proportion of claimants, 2) age distributions, and 3) gender. For this we performed
statistical tests to determine whether any of the observed differences between the two
groups were statistically significant. For age distributions we used the Kolmogorov-
Smirnov test which tests whether there is equality between two distribution

- 6
functions.

6 Evaluation Methodology

Intuitively the DD estimator evaluates the impact of a programme by comparing the
difference in indicators of two groups (treatment and control) at two points in time
(e.g. at the beginning and at the first stage of the programme). In this article the
indicator to evaluate is whether a person has ceased to claim worklessness benefits or
not. Thus, the DD method compares the changes in outcomes in the “treatment
group” (JSA and IB/SDA claimants living in NDC areas) before and afier the
implementation of the NDC Programme, with the changes in outcomes in the
control group (JSA and IB/SDA claimants living in the rest of England). In
mathematical terms, the fixed-effects logistic model is presented in the following

equation:
AY;, =Lyt Treatment; + 3, Post, + 35 Treatment; -Post, +[3; Xiy + i+ Ay + & 1)

i=12 .. n Denotes the individual (benefit claimant).

S This test was carried out with the ksmirnov test in Stata. For the rest of the variables we performed Pearson Chi-
squared and t-tests to test the proportions of discrete value variables. These were computed with the tabulate command in
Stata. The results of these statistical tests showed that the treatment and control groups are similar in the dimensions
compared.
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t =12 .., n Denotes the time period of measurement (year: 2000, 2001, 2002...).
Y;,= Dummy variable for being on JSA - or IB/SDA / not being on JSA at time t.

Treatment (Di) = Dummy variable for being in the treatment group (JSA claimant
living in NDC area), or equal to zero if the /  claimant is in the control group (JSA

claimant living in the rest of England).

Post, = Dummy variable for whether date ¢ (baseline period 2001) is after the NDC
program started, 0 otherwise.

th

Treatment; - Post, = Dummy variable coded 1 if the / ” claimant has received the

treatment by date # (e.g. 2001), and 0 otherwise.
X;, = Variables for the / ” claimant (age, migration in/out of NDC areas, etc.).

% = Fixed-effects for variables that can vary from one state (e.g. individual) to the next

but are invariant over time.

A, = Fixed-effects of time (e.g. years) - common to all individuals in period 2.
&= Error term.

f; = Estimate for the effect of NDC intervention on the dependent variable Y.

In the above equation by focusing on the change in Y (transitions off benefits) over
the course of the experiment, the DD estimator removes the influence of initial values
of Y that vary systematically between the treatment and control groups, whereas the
coefficient Post-Treatment measures the net impact of the NDC Programme on the
transitions off worklessness benefits of claimants in NDC areas relative to the
claimants living in the rest of the country. In other words, this coefficient measures

the net effect of the NDC Programme.

In addition, a key property of the DD estimator is that it also takes into account
region specific effects - provided that these remain constant over time. Therefore the
DD estimator controls for pre-existing differences between NDC - beneficiaries and

NDC - non beneficiaries. Another important feature of the DD estimator is that it
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can also measure the impact that individual characteristics (e.g. age, the presence of
partner, number of children) have on the observed outcome. Hence, the DD
estimator controls for region specific effects, time effects and individual

characteristics.

7 Regression Results

This section presents the estimated net impact that the NDC Programme has had on
transitions out of benefits in NDC areas over the years 2000, 2001, 2002, 2003 and
2004. This is assessed using two different DD models. The first model assesses the net
impact of the NDC Programme on JSA claimants. The second model assesses the net
impact on the NDC Programme on IB/SDA claimants. The reason for analysing
these two groups of workless claimants separately is that our descriptive analysis
shown in Table 1 revealed that these two groups are quite different in demographic
characteristics and also have quite different history of worklessness spells. Thus, if the
analysis is carried out including both JSA and IB/SDA claimants, the NDC effects

could hide important effects of the programme.

Each of the two DD models estimated controlled for demographic and area
characteristics. This was done in order to isolate the impact of the change in
transitions out of benefits across people with different characteristics (e.g. age,
partner, region, etc.) regardless of where they live. Specifically, the explanatory

variables included in the two DD models ran are the following:

e  age of workless claimants;

e  whether claimants have a partner;

o  whether claimants have children aged under 5;

e  whether people geographically moved out of NDC area: transitions out of
NDC area;

o  whether people geographically moved into NDC areas: transitions into NDC
area;

e record of previous worklessness spell(s);

e record of previous worklessness spell(s) longer than six months;

e index of Multiple Deprivation 2004 score;

e NDC areas included in Round 1 (NDC areas selected in 1998) and Round 2
(NDC areas selected in 1999);

e region of residence.
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The NDC Programme has had a positive net effect in NDC areas according to the
estimates of the two DD models ran for both the JSA and IBS/SDA claimants in
Table 2. Model 1 in Table 2 shows that, after the implementation of the NDC
Programme, JSA claimants living in NDC areas are 1.1 times more likely to leave JSA
benefits than JSA claimants living in the rest of the country, whereas IB/SDA
claimants living in NDC areas are 1.6 times more likely to leave IB/SDA benefits
than IB/SDA claimants living in the rest of the country (Model 2 in Table 2).
Therefore these results suggest that the NDC Programme increased transitions out of
JSA and IB/SDA benefits for claimants living in NDC areas relative to those living in
the rest of the country.

Table 2 Difference-in-Difference Odds Ratios of the NDC Programme Effect
on Transitions off JSA and IB/SDA Benefits Between 2000 and 2004
Model 1 | Model 2
JSA IB/SDA
Effect of NDC Programme
(Treatment - Post) 11 1.6
Control Variables:
Age 2.4 3.4
Partner 0.4 2.1
Children aged 0-4 1.1 1.4
Transition out of NDC area 0.6 0.6
Transition into NDC area 0.5 1.5
Record of previous worklessness spell(s) within the dataset 0.5 0.8
Record of previous worklessness spell(s) longer than six months within the dataset 0.3 0
Index of Multiple Deprivation 2004 1 1
Round areas 2 0.7 1.2
Region of Residence
North-West (reference group)
London 1.3 1
South-East 1.2 0.8
South-West 1.2 0.8
West Midlands 1.2 1
East Midlands 1.4 1.1
Yorkshire and the Humber 1.1 1.1
North-East 1.1 1
East 1.2 1.3

Note: Estimates are presented as odds ratios. All odds ratios are significant at 5 percent level.
Source: Authors’ estimates.

Based on the model run specifically for JSA claimants a number of conclusions can
be reached about what affects the likelihood of leaving JSA benefits. JSA claimants
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with a partner are less likely to leave benefits than single claimants. Those who moved
in or out of NDC areas are less likely to leave benefits than those who did not change
residence. Those who have a record of worklessness spell(s) within the dataset before
the baseline period (2001) are less likely to leave benefits than those who do not have
a record of worklessness in the dataset before 2001. The rest of the control variables
analysed had a positive effect on the likelihood of leaving benefits. For instance, JSA
claimants with children aged under five are 1.1 times more likely to leave JSA benefits
compared to those who do not have children aged under five, regardless of whether
claimants live in an NDC area or in the rest of the country. With respect to the
regional difference, JSA claimants in the eight regions analysed were more likely to

leave JSA benefits compared to those living in the North-West region.

Based on the DD model ran for IB/SDA claimants, a number of conclusions can be
reached about what affects the likelthood of leaving IB/SDA benefits. IB/SDA
claimants who moved out of NDC areas are less likely to leave IB/SDA than those
who did not leave an NDC area. Those who have a record in the dataset of previous
worklessness spell(s) before the baseline period are less likely to leave IB/SDA benefits
than those who do not. The rest of the control variables analysed had a positive effect
on the likelihood of leaving IB/SDA. For instance, IB/SDA claimants with children
aged under five are 1.4 times more likely to leave IB/SDA compared to those who do
not have children aged under five, regardless of whether claimants live in an NDC
area or in the rest of the country. With respect to the regional difference, IB/SDA
claimants in the South-East, South-West, West Midlands and North-East are less likely
to leave IB/SDA benefits compared to those living in the North-West region. On the
other hand, IB/SDA claimants in London, East Midlands, Yorkshire and the Humber
are more likely to leave IB/SDA compared to those living in the North-West region.
IB/SDA claimants living in NDC areas that were included in second round of the
NDC Programme are 1.2 more likely to leave IB/SDA compared to those living in
non-NDC Round 2 areas.

While this article may have uncovered some possible positive effects of the NDC
Programme, it is important to bear in mind two limitations of the analysis. First, the
control group (identified here as individuals living in non-NDC areas) is broadly
defined. A second limitation of this article is the unknown labour market destination
of people who ceased to claim JSA or IB/SDA benefits. The lack of information in
the GMS-ONE dataset on the labour market destinations of those claimants exiting
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benefits has prevented this analysis from assessing whether these people ceased to

claim benefits because they actually got a job.

Research is currently being undertaken to redefine the control areas so they are
similar in levels of deprivation and with comparable labour market conditions to
those in NDC areas. In addition, we are currently working on the recently produced
administrative database Work and Pensions Longitudinal Study (WPLS). WPLS offers
an unprecedented database in the UK that links 100 percent of benefit records to
employment records according to Inland Revenue Data. Having information on
employment will help us assessing directly whether the NDC Programme has
increased the likelithood of transitions from worklessness benefits into work. The
results of these refinements in our analysis are forthcoming in Gutiérrez-Romero,
Noble and Covizzi, and in a forthcoming Social Disadvantage Research Centre
(SDRC) research report.

8 Conclusions

The aim of this article was to estimate the extent to which the NDC Programme has
influenced the worklessness rates in partnerships, by comparison with what would
have happened to these areas without the programme. We analysed the impact of the

NDC Programme by using the DD method and administrative data.

The results suggest that on average the JSA claimants living in NDC areas were 1.1
times more likely to exiting this type of benefits than JSA claimants living in the rest
of the country. The results also showed that NDC Programme had a more sizeable
effect on IB/SDA. On average the IB/SDA claimants in NDC area are more likely to
exit this type of benefits than IB/SDA claimants living in the rest of the country.

This article contributes to the NDC impact evaluation in various areas. First, the
article assessed the effectiveness of the programme. As the results show, there have
been changes in the worklessness rates attributable to the NDC Programme. This
sheds light on the effectiveness of the NDC Programme in reaching its goals and
what the situation of the beneficiaries would have been without the programme.
Second, the results show that the worklessness rates have improved even though the
NDC Programme is just in its early stages. These results are particularly useful in

assessing the rapid impact that the NDC Programme has had. Third, the results show
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that the NDC Programme has had different impacts on the JSA and IB/SDA
claimants. This is particularly important for the NDC evaluation since it reveals
whether the programme execution and scope should be modified to improve its
effectiveness. Therefore, the results presented in this article are important

contributions to the NDC evaluation.
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Poverty and Social Stratification at the
Regional Levels in Turkey

Abstract

This study presents a starting point in examining the issue of poverty in Turkey as
related to social strata at the regional basis. It focuses on the patterns of poverty in
Turkey and its relations with social stratification and regional income inequalities.
The definition of the social stratification is based on Marxist conception. The
variables used are the income level, occupation, employment status, land ownership,
economic sector, types of income, and company structure. The source of data for
analysing poverty is the Household Budget Survey conducted by SIS between 1
January and 31 December 2003. Turkey is divided into 15 social strata and this article
analyses poverty in 26 statistical regions in Turkey. Sources of poverty are examined
through the analysis of social strata. The results indicate that not only income but
also social classes and their sub-stratum are unequally distributed among the regions.
Income inequalities in non-owners strata are high like income inequalities among all

social strata.

Keywords: poverty, social stratum, regional income inequalities

" Ercan Dansuk, State Planning Organisation, Turkey.
" Mebmet Ozmen, Turkish Statistical Institute, Turkey.

" Giizin Erdogan, Turkish Statistical Institute, Turke.

33



1 Introduction

This article analyses poverty in Turkey in terms of social stratification and regional

income inequalities. There are two main questions:

e to what degree and in which social stratum can we find poverty and

e  what are the relations between poverty and regional inequalities.

By analysing social stratification and regional income inequalities we can see the
specific reasons behind poverty in Turkey. This paper will show that unequal
distribution among the regions is not only applicable to income but also to social
classes and their sub-stratum. From this standpoint, poverty can be seen as an

example of regional inequalities and social structures.

The main contribution of this study is its explanation of poverty based on social
stratification and its Marxist perception of class. The conclusions of this study can be
seen as a guide (intended especially for policy-makers) which would define poverty

and try to explain it on the basis of social stratification.

1.1 Literature Review

In Turkey, poverty was generally perceived as a social problem dealt with through art
(literature and cinema) and in the political arena in which sharp conflicts had been
experienced during the modernisation period (especially in the last 60 years).
Perceiving poverty as a social problem means that the lowest strata can become a
distinct object of scientific research. However, until the 1980s it was very difficult to
see such an understanding of poverty in the social science studies and, when
discussed, poverty was put in relation to regional and social class inequalities. It is
difficult to find studies that explain poverty, regional inequalities, social stratification

or social class at the same time.

We can divide the existing studies on poverty on those made before, during, and after
the 1980s. The critical concept behind this division is that of social class or social
stratification. We could also divide them according to whether they were made
around class inequalities. In the Turkish social science studies, poverty was examined

from the problematic view of inequality without directly mentioning it (Dansuk,
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2007). One of the reasons why there are so few studies on poverty in Turkey can also
be due to the limited amount of data. Inequality and social classes were important
analytical concepts for explaining and solving the problems of Turkish society before
the 1980s.! However, the new approaches to poverty, which have ignored the concepts
of social class and inequalities, were proposed in the 1980s and were increasingly used
in the 1990s. Moreover, these concepts tried to replace the concept of poverty. There
have also been attempts to combine the two different approaches to the issue of
poverty (combination of the studies before the 1980s, which did not regard poverty as
an issue, and the studies from the 1980s till today, which have ignored social class

relations).

The studies on poverty and inequality in Turkey could also be divided in two groups
according to their methodological approaches. The first group consists of empirical
ones. These studies generally address issues such as income distribution, measurement
of poverty and the poverty line. They were largely motivated by the surveys on
income distribution, carried out by the State Institute of Statistics” (SIS).” In these
studies, poor people were defined only in terms of the income level. In fact, they were
not defined as people or even as humans. Rather, these studies saw the poor only as
numbers. Because these studies were just descriptive and empirical, it was not
considered important who the poor were and where they lived. The studies had no
political agenda on poverty reduction. The second group consists of qualitative
studies and among them are many Ph.D. theses on poverty. These new studies (made
after the 1990s) have specific data on poverty and try to qualitatively explain political,
social and economic reasons, and the results of poverty. Moreover, they try to accept
the Western understanding of the concept of poverty and adapt it to the Turkish
context. Within this group, Turkish society is analysed, often using the World Bank,
Marxist and feminist approaches, in concepts of underclass, social exclusion, and the

culture of poverty.

! This part is summarised from Dansuk’s unfinished Ph.D. thesis. The studies related to this division are found in the
thesis.

2 SIS (State Institute of Statistics) and TUIK (Turkish Statistical Institute) are the same institution. The name SIS was
changed to TUIK in 2005. Since the data produced before 2005 were generally used in this study, the name SIS was
used in this paper.

? These surveys have been conducted in approximately 10year intervals between 1960 and 2000. They have provided
researchers with a rich data-base on poverty in Turkey in the last two decades. SIS has started a new survey, which is
annually done and, since 2002, harmonised with the international standard.
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This study formally consists of both quantitative and qualitative analysis as it tries to

explain poverty in terms of social strata.

The next section gives a simple comparison between Turkey and Europe to show

differences in poverty rates.

1.2 Poverty in Turkey and the EU Countries

When compared with the EU countries, it can be seen that poverty in Turkey is a

fundamental problem (Erdogan, 2003). In the EU-15, the lowest poverty rate is 9

percent (in Sweden) and the highest 21 percent (in Portugal). For new accession

countries, the lowest rate is 8 percent (Czech Republic) and the highest 21 percent

(Slovakia). Turkey’s poverty rate of 25 percent is the highest among all of the EU

members and candidate countries. This rate was 23 percent in 2003. Average poverty

rate for the new accession countries is 14 percent, whereas it is 15 percent for EU-25.

Table 1 Poverty Rates in EU Member States and Accession Countries, 2001*

Countries
Sweden
Denmark
Germany
Finland

The Netherlands

Czech Republic
Hungary
Slovenia

Malta

Poland

Source: Enrostat (2004).

%
9
10
11
11
11

8
10
11
15
15

Countries

Austria

Luxembourg

Belgium

France

United Kingdom
EU15 - 15 %

Latvia

Cyprus

Lithuania

Estonia

Slovakia

New EU Countries - 14 %

%
12
12
13
15
17

16
16
17
18
21

Countries %
Italy 19
Spain 19
Portugal 20
Greece 20
Ireland 21
Bulgaria 16
Romania 17
Turkey 25

Candidate Countries - 23 %

The poverty rate, which is calculated on the basis of median income, shows how

much poverty there is in a country. This rate can, in a certain sense, also show the

level of income inequality. The Gini coefficient, which is used for calculating income

? The poverty rates in Table 1 were calculated according to 60 percent of the equivalised median income consisting of

transfer incomes and all other incomes.
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inequality, is parallel to the poverty rate (Eurostat, 2004a). In the EU-15, Denmark,
with 0.22, has the lowest Gini coefficient, while Portugal, with 0.35, has the highest.
In the new EU countries, Slovenia has the lowest score, 0.22, while Estonia has the
highest, 0.35. The Gini coefficient in Turkey is 0.44. This shows a high inequality, not
only for Europe, but worldwide. This inequality is analysed in terms of social
stratification and regional inequalities on the basis of poverty. In fact, poverty seems

to result from inequality and vice versa.

In the following sections, Turkey’s specific characteristics of poverty, social class
structure, regional inequalities, and the relations among them are explained. In the
next section, we will describe the methods used for measuring poverty, and our

concept of social stratification.

2 Methodology

This study is based on empirical methodology. The data comes from the Household
Budget Survey 2003 (HBS) conducted by SIS. We mainly use the poverty line and

social strata in our class analysis of poverty.

2.1 Defining the Poverty Line

Defining the poverty line is very important in terms of political and social problems.
However, there is no purely scientific basis for defining this line. Every society, all
national and international institutions determine poverty lines according to their own

political and social needs.

The poverty line used in this study is defined by Eurostat as 60 percent of the
equivalised median income (Ozmen, 2004). There are two reasons for choosing this
poverty line. The first one is statistical. The median score is less affected by highest
and lowest scores in a distribution and explains the middle of the distribution
(Eurostat, 1998: 16-17). The score under this level is accepted as the low level of
income distribution (Eurostat, 1998: 17). However, the percentage of median is
arbitrarily chosen (Sallila and Hiilamo, 2004; Bradshaw, 2001: 5). There are no
scientific reasons for choosing the cut-off point. It can be changed according to

social, cultural and political aims or conditions. The second reason is to make an
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international comparison for Turkey in terms of poverty in the process of possible
EU accession. We wanted to make this comparison because poverty became one of the
main topics in the EU with the endorsement of the Laeken Indicators in December
2001 (Eurostat, 2003). There are 10 indicators related to poverty and inequality
among the 18 of the Laeken Indicators, which are monitored for the policies of

combating poverty and social exclusion for all EU countries.

2.2 Defining Social Strata

In sociology, defining social strata can be very complex. In general, the conceptions of
stratification may be divided in two groups; one is the structural/functionalist
approach developed in the USA and the other is the class approach based on Marx
and Weber (Kalaycioglu et al., 1998: 126-127). In these approaches, the definitions of
social stratum are made according to social, economic, political and cultural variables.
Social differentiations are drawn in terms of basic sociological concepts: social role,

status, and class.

In this study, a very broad definition of Marxist social stratification is used. The focus
is mainly on “class positions” of social groups. For Marx, social class is determined by
the ownership and control over of the means of production (Marx, 1996). Because of
this, we tried to choose the variables which are related to ownership and control over
the means of production. We found it difficult to use the Weberian class concept. For
Weber, social stratification has three dimensions: economic relationship, status and
political relationship (Weber, 1920). Although Weber agreed that class is important
for social stratification, he did not put class into the centre of his analysis of social
stratification. In Weber’s theory, class is defined according to market situation and is
related to a person’s life chances of getting an income and his/her position in the
labour market. The relations between class and the ownership of the means of
production are, in a certain sense, determined by market situations, power and status.
However, for Marx, social stratification is determined by class, and other factors
function under class relations. Therefore, in this study we try to use the variables

which would form a class.

The variables used to form social strata are income level, occupation, employment
status, land ownership, economic sector, type of income and company structure. By

using these variables, the social differentiation would seem to mirror the social class
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differentiation. However, based on these variables, it would be very difficult to see
whether these social strata form pure social classes. These variables include only
objective factors (such as material conditions) (Parkin, 1990)° and do not say anything
about subjective factors (such as consciousness). The data is completely composed of
numerical values produced by SIS in Household Budget Survey 2003 and the database
does not give a pure analysis of social classes. That is why our variables are more
suitable for defining a social stratum than a social class. Therefore, this study does
not focus on a pure class analysis of poverty. This study, as mentioned earlier, may be
seen as an analysis of poverty on the basis of social stratification, which is formed by

class inequalities.

We see class analysis as an important tool in analysing society, such as Turkey, which
is still in transition to a pure capitalist mode of production. It can also become very
important in explaining poverty in such a society. There are social classes, which are
still in a dissolving process and do not fully belong to a capitalist society.® The
process of class dissolving is one of the sources of the impoverishment process. The
impoverishment process, in which the people from these classes live, can be called
bistorical poverty (Dansuk, 2007). There is a second type of poverty produced by a
capitalist economy, and this can be referred to as the capitalist impoverishment process.
In this process, the worker, who is the essential part of capitalist production, becomes
poor (Dansuk, 2007). We found it more suitable, especially for the (dissolving) social
groups, which are, according to their socio-economic positions, heterogeneous, to use
the concept of stratum in this period of transition. It should be mentioned here that
income and employment status are used only to create social strata. The data used is
too limited to define a pure class. Therefore, the effort of this study to form social
strata can be labelled as “empiricist class definition” in Marxist terms. By analysing
social stratification we can perceive different impoverishment processes. Therefore, it
is important to emphasise the role of social stratification in the studies of poverty

along with the class analysis of capitalist system.

As stated above, seven variables in differentiating social groups as stratum are used:
the income level, type of income, occupation and employment status, size of owned
land, economic sector and company structure. Households, as a unit of analysis, are

used for creating strata, because the data is available only at the household level. The

? For details about the relations between stratification and class, see Parkin (1990).

S For the discussion of Turkish capitalisation process, see Seddon and Marqulies (1984).
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database of the Household Budget Survey 2003 can be formed in two levels. The first
level is based on households and it encompasses the whole population. Since the data
are designed according to the head of the household, all members of a household
share the same social position in this study. Although there may be different
occupations and types of incomes in the household, the household head’s occupation
and income represent its social position. Therefore, some aspects of the household
were avoided. At the same time, we used the type of income as a control variable to

measure reliability and validity of the defined social strata.

In the class analysis, the structure of Turkish labour market was also problematic. The
labour market has not sufficiently developed in a capitalist way. The worker’s wage
rate is far behind the EU countries: while their average rate is above 80 percent (ILO,
2005), Turkey’s rate is just 50 percent. There is a huge part of the population that is
not present in the labour market. In that way, a person can economically survive in
the household and this is, at the same time, appropriate to the structure of the
Turkish family. Family and its tradition is still strongly valued in the Turkish society
(Aytag, 2002). The household budget is still more important than the individual
budget.” Consequently, the analysis of income could only be made from the
household income, not the individual one. These deficiencies were taken into account
in all steps of the analysis of social stratification. Therefore, choosing the household

as a unit of analysis seemed more appropriate for this kind of studies.

We can identify three researchers whose studies can be used in conceptualising social
stratification on the basis of class: Yerasimos (1986) Boratav (1991 and 2004) and
Kése (2005). Koése’s and our studies benefited largely from Boratav’s concepts and

methodology.®

Firstly, we divided the population of the Household Budget Survey (HBS) in two
groups: the capitalist class (employers and the self-employed) and the working class
(salary and wage earners, casual employees, and unpaid family workers). Thus, the
division is based on the fact whether the head of the household owns the means of

production. Then, they were labelled as owners and non-owners.

7 The average wage level is just half of the national poverty line in Turkey. Therefore, it is very difficult to live alone
with only one wage. For details see, the Statistics of National Accounts by SIS and the studies poverty by Turk-Is.

8 We would especially like to thank Boratav for bis critical reading and useful comments on this article.
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2.2.1 Non-Owners: Workers

The non-owner social stratum was divided into eight strata: Highly-Skilled Workers,
Skilled Workers, Unskilled Workers, Pensioners, SelfEmployed, Small Farmers,
Landless/Small Property/Agricultural Workers and Non-Active People. We created
these eight strata from the Survey (HBS) according to their status on the labour
market, level of income, occupations, types of income and economic sector. The first
three strata are part of an active working force in non-agricultural sectors. They are
divided from each other according to their levels of income and skills of their
occupations. Pensioners are not part of the labour market and they live on their

pensions.

The Self-Employed may, in fact, be seen as owners. However, the definition of Self-
Employed in this study is different from the HBS’s conception. The Self-Employed
were, in HBS’s conception, divided into Big Tradesmen, Small Tradesmen,
Professional, and the Self-Employed. In this study, the Self-Employed were extracted
from HBS’ concept of people who employ themselves in their fields of activity. These

were defined as the Self-Employed, but not as owners.

The SelfEmployed people deal with small-scale artisanship and trade. In fact, they
possess the means of production in non-agricultural sectors. However, they use old
technology, domestic labour (Ayata, 1991; Ecevit, 1999; Komsu, 2005) and the
fundamental aim of their production process is not to create and maximise surplus
value. They can only survive by using unpaid family workers. This stratum is a
transitional stratum; they are neither completely workers, nor capitalists. Most of
them will, in the near future, become workers (proletarians). They resist being without
property by concentrating their labour-time and adding domestic workers into their
production process. Being without property and then becoming part of the proletariat
means impoverishment of this stratum. This process of impoverishment and
proletarianisation for the Self-Employed is the same as for the Small Farmers (Ecevit,
1999; Ecevit and Ecevit, 2002). They posses the means of production (small estate),
and produce for the capitalist market, but they can survive only by utilising the same
strategy as the Self-Employed. This stratum is also a transitional stratum and will

most probably become poor in the near future.

The stratum of Landless/Small Property/Agricultural Workers consists completely out

of the poor who can live only by selling their labour force. The last stratum consists
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of Non-Active People. They do not engage in any economic activity and have no
income. Non-Active People consist of the unemployed, women, and old people who

are the head of the household. Their income generally comes from other members of

the household.

2.2.2 Owners: Capitalists

There are four employment categories in HBS. Two of them belong to the stratum of
owners. The stratum of owners was created from the Self-Employed and Employers.
The owner social stratum in this study is thus divided into seven strata: Employers,
Big Tradesmen, Small Tradesmen, Big Landowners, Small Landowners, Professionals
and Landlords. In HBS, the Employer is defined as a person who employs at least one
person in his/her field of activity (SIS, 2005). Besides this aspect, the Employer is in
this study defined as a person whose income is six times bigger than the national
average income. HBS defines the Self-Employed as a person working in his/her own
business by him/herself or together with unpaid family workers. As mentioned above,
this category is divided into four parts: Big Tradesmen, Small Tradesmen,

Professionals, and the Self-~Employed.

Big Tradesman is a person who employs 4 persons or more and his/her income is
twice the national average. Small Tradesman is a person who employs two or three
persons and his/her income is at the level of the average. The difference between the
Employer and the Tradesman is the type of labour used. The Employer buys the
labour force he or she needs. The Tradesman uses unpaid family labour along with
labour from the market. Professional is a person who employs only him/herself.
Professionals are composed of highly skilled people such as doctors, engineers,
lawyers, etc. They are, in fact, self-employed. However, they are totally different from
the Self-Employed in the non-owners stratum. The reasons why we defined

Professionals as a separate stratum will be elaborated later.

Big Landowners and Small Landowners are defined according to the size of the land
they own, level of income, and the person whose occupation and economic sector are
in agricultural production. Both produce for the capitalist market. The difference
between them is the level of income (surplus value) produced according to the level of
technological and intensive agricultural production, and the size of land. Their

productivity is not calculated from the data. The result of their productivity can be
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seen as the level of income per capita. The size of land for Big Landowners is a
minimum of 100 acres. Small Landowners own between 0 and 200 acres. In fact, in
forming the agricultural strata, land size is an important variable. It functions with
the level of income per capita. However, there are some exceptions in the
categorisation of Landowners. For example, the group possessing only 10-19 acres of
land is included in the Big Landowner stratum. On the other hand, the group
possessing 100-199 acres is included in the stratum of Small Farmers. Criteria such as
the concentration of technology, type of product, irrigation, and the form of labour
used affect the inclusion in a particular stratum. Therefore, it is very difficult to
divide agricultural strata based only on the size of land. The last stratum is the one of

Landlord whose income mainly comes from interest, dividend, and rent.

2.3 Database

The source of data used for analysing poverty is The Household Budget Survey
conducted by SIS between 1% January and 31" December 2003. This survey was
conducted with the sample of 25,764 households using face to face interviews. The
survey’s results are given on the scale of Turkey, urban, rural, NUTS-Level 1 and
NUTS-Level 2.” The data is analysed at scale of NUTS Level 2 as seen in Table 2.

In the survey, 12 types of income are calculated for the total income:

e salaries and wages;

o daily wage,

e trade income;

e manufacturing income;

e agricultural income;

e  construction income;

e  service income;

e real estate income;

e movable property income (interest and dividends);
e unilateral transfers and donations from the State;
e unilateral transfers and donations from abroad;

e unilateral transfers and donations from private sector.

* NUTS (Nomenclature of Territorial Units for Statistics ) is made at three levels in Turkey. Level 1 is composed of 12
regions, Level 2 of 26 regions and Level 3 of 81 provinces.
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Table 2 Nomenclature of Territorial Units for Statistics (NUTS), Level 2

Territorial Code Name of Territories Regions in the Territories
TR10 Istanbul Istanbul
TR21 Tekirdag Tekirdag, Edirne, Kirklareli
TR22 Balikesir Balikesir, Canakkale
TR31 lzmir Ilzmir
TR32 Aydin Aydin, Denizli, Mugla
TR33 Manisa Manisa, Afyon, Kutahya, Usak
TR41 Bursa Bursa, Eskisehir, Bilecik
TR42 Kocaeli Kocaeli, Sakarya, Duzce, Bolu, Yalova
TR51 Ankara Ankara
TR52 Konya Konya, Karaman
TR61 Antalya Antalya, Isparta, Burdur
TR62 Adana Adana, Mersin
TR63 Hatay Hatay, Kahramanmaras, Osmaniye
TR71 Kirikkale Kirikkale, Aksaray, Nigde, Nevsehir, Kirsehir
TR72 Kayseri Kayseri, Sivas, Yozgat
TR81 Zonguldak Zonguldak, Karabuk, Bartin
TR82 Kastamonu Kastamonu, Cankiri, Sinop
TR83 Samsun Samsun, Tokat, Corum, Amasya
TR9OO Trabzon Trabzon, Ordu, Giresun, Rize, Artvin, Gumushane
TRAL Erzurum Erzurum, Erzincan, Bayburt
TRA2 Agri Agn, Kars, lgdir, Ardahan
TRB1 Malatya Malatya, Elazig, Bingol, Tunceli
TRB2 Van Van, Mus, Bitlis, Hakkari
TRC1 Gaziantep Gaziantep, Adiyaman, Kilis
TRC2 Sanliurfa Sanliurfa, Diyarbakir
TRC3 Mardin Mardin, Batman, Sirnak, Siirt

The total individual income is calculated by combining income in cash and income
in-kind. Disposable household income is calculated by combining the individual
income of the household members. The equivalised personal total net income was
used in order to make an international comparison possible. The equivalised

individual income is calculated from the following formula:

Eguivalised individual income = Total household income / Equivalised Number of Persons.

The Equivalised Number of Persons is offered by OECD and is calculated from:
The Equivalised Number of Persons = 1 + 0.5 x (NPH (14 +) + 0.3 x NPH (13 -), where
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NPH (Number of Persons in the Household) (14 +) is the number of persons aged 14
and more, and NPH (Number of Person in the Household) (13 -) is the number of

persons aged 13 and less."
According to these assumptions, poverty line in the study is 60 percent of the median
equivalised total income accepted by Eurostat. The basic indicators for this study are

given in Table 3.

Table 3 Basic Indicators in Household Budget Survey, 2003

Population 69,195,565
Median Income per Capita (at the scale of OECD, TL annually) 3,128,571,429
Poverty Line (TL annually) 1,877,142,857
Number of the Poor 16,250,288
Rate of Poverty (%) 23.48
Population 69,195,565

Source: SIS (2004).

As seen in the table, poverty line is about 1,877,142,857 TL per year for an individual.
Persons with the income under this line are perceived as poor. Thus, the number of
the poor in Turkey is 16,250,288, which means that almost one fourth of the
population in Turkey can be perceived as poor. In the next section, we will show how

income is distributed among social strata.

' The SAS program is used for calculating and data analysis.
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3 Analysis of the Social Stratification of Poverty

In this section, the relationships between poverty, regional inequalities, and social
stratification are examined. The income distribution among social strata is presented

first, after which poverty distribution is examined.

3.1 Social Stratification and Income Distribution

The actual social stratification, according to the income in Turkey, is shown in Table
4. The first five strata are the richest ones. Their average income is 2 or 7 times higher
than the national average income. As expected, the last five are the poorest strata.
Their income is lower than the national average income. The last five strata, almost
two thirds of the population (63.63 percent of the total population), can be
categorised as poor, while the first five, 5.62 percent, as very rich. The five strata in

the middle have a moderate income.

Table 4 shows some structural peculiarities of the Turkish society. These peculiarities
can also give some explanations about poverty. The agricultural strata makes around
18 percent of the total population with the income from agricultural production. The
rural population in Turkey comprises around 40 percent (SIS, 2005a). This means
that 22 percent of the rural population earns from non-agricultural sectors in rural
areas. Despite this, half of the active labour force is employed in the agricultural

sector (SIS, 2005a), and this is one of the main factors contributing to poverty.

The stratum of Landless/Small Property/Agricultural Workers is very important for
the poverty analysis. This stratum, according to the studies of agricultural inventory
(SIS, 2004a), makes around 1 to 2 percent. According to the VII General Agricultural
Inventory (SIS, 2004a), there are 54,321 landless enterprises and, according to the
Labour Force Survey 2003 (SIS, 2004b), around 400,000 agricultural workers.
However, the number of the lowest strata in agricultural sector is about 8.5 million.
The difference in numbers is due to different methodology. The inventory measures
only physical conditions of agricultural land, not socio-economic variables. The
number of 8.5 million is more realistic for the agricultural lowest stratum. In fact, it
involves people who will, most likely, be dissolved from agricultural production. The
impoverishment process in the agricultural sector will direct most of them to urban

or industrial and service sectors in the near future. However, the Small Property
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people can, if only for a while, still resist this process of dissolving, and survive in
rural areas due to their ownership of small plots of land, the intensification of their
domestic labour and labour time (Ecevit, 1999). The Unskilled Worker is another
problematic stratum in Turkey. The rate of 29.25 of this stratum shows that the level

of education is very low in the Turkish labour market.

Table 4 Social Strata and Income Distribution
Social Strata Number of Population Distribution | Average Income per

Households of the Capita (TL annually)

Population
(%)

Employers 79,798 280,864 0.41 14,698,547,346
Highly-Skilled Workers 470,336 1,632,237 2.36 7,472,790,478
Professionals 35,565 110,475 0.16 7,039,783,379
Big Tradesmen 395,655 1,747,507 2.53 5,932,018,895
Big Landowners 21,673 112,727 0.16 5,221,444,002
Landlords 165,913 450,787 0.65 3,637,443,647
Skilled Workers 1,543,136 5,935,230 8.58 3,261,933,696
Small Landowners 117,027 583,532 0.84 2,861,549,619
Small Tradesmen 935,846 4,396,695 6.35 2,782,385,560
Pensioners 2,926,594 9,916,165 14.33 2,481,394,092
Self-Employed 1,152,634 5,100,117 7.37 1,986,234,222
Unskilled Workers 4,653,894 20,239,433 29.25 1,603,918,255
Non-Active People 1,870,226 6,871,146 9.93 1,520,444,865
Small Farmers 625,702 3,332,848 4.82 1,545,975,652
Landless/Small Property/ 1,750,495 8,485,803 12.26 1,273,698,572
Agricultural Workers
Total 16,744,495 69,195,565 100.00 2,339,868,646

Source: SIS (2004).

Some of the strata is unexpectedly positioned, as we can see in Table 4. The
theoretical division between capitalists and workers or stratification among themselves
is probable, as presented in the left column in Table 5. However, the right column
shows very complicated and problematic stratification. The abnormal listing of social
stratification positions comes from the positions of Highly-Skilled Workers,
Professionals, Skilled Workers and Pensioners. Highly-Skilled Workers make the
second richest stratum in Turkey. Professionals are richer than Big Landowners and

Big Tradesmen. Skilled Workers are richer than Small Landowners and Small
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Tradesmen. Pensioners are richer than SelfEmployed people. It is very difficult to

explain this extraordinary stratification. The reasons for this situation may be

explained at two levels: one is methodological, the other is socio-economic.

Table 5 Theoretical and Actual Stratification by Income Level

Theoretical Stratification

Actual Stratification

Capitalists/Owners

Employers Employers

Big Tradesmen Highly-Skilled Workers
Big Landowners Professionals
Landlords Big Tradesmen

Small Landowners

Big Landowners

Professionals

Landlords

Small Tradesmen

Skilled Workers

Small Landowners

Labourers/Non-Owners

Small Tradesmen

Highly-Skilled Workers

Pensioners

Skilled Workers

Self-Employed

Self-Employed

Unskilled Workers

Pensioners

Non-Active People

Unskilled Workers

Small Farmers

Non-Active People

Landless/Small Property/Agricultural Workers

Small Farmers

Landless/Small Property/Agricultural Workers

There are methodological differences between the studies based on national accounts
and HBS, and they consist of different variables. Therefore, there is a very huge gap
between the results (Yukseler, 2004; Karakas, 2004). HBS 2003 could cover only 50.6
percent of GDP in 2003 (Yukseler, 2004). The only comparable item in both studies is
the compensation of employee in GDP and labour income in HBS. This makes
68,000 trillion TL, and the compensation makes about 65,000 trillion TL, respectively
(Yukseler, 2004). The HBS was very accurate for the worker income. The main
problem between the two studies is the size of “operating surplus” (profit, rent, social

security premium, tax). Its definition is very different in HBS and GDP accounts.
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Therefore, HBS could cover only half of the operating surplus or 144,000 trillion for
2003 (Karakas, 2004).

The other deficiency of HBS is that the survey could not cover the amount of
financial and property assets (such as rent, interest and dividends). Although these
assets increased from 47.3 to 106.7 in GDP between 1994 and 2003, there was a
decrease in Household Budget Surveys (Yukseler, 2004). One reason behind this
would be that the interviewed persons did not mention their real income. The other
one would be related to the understanding of HBS on these assets. If the interest
income and dividends are not realised before the interview, HBS does not take into
account these incomes. These kinds of incomes are considered wealth. HBS asks only
about items related to the disposable income. There is no critique of HBS because
financial and property incomes in Turkey in the last three decades have not been
derived from the production process. It can be summarised that an extraordinary
increase in urban real estate profits, widespread unregistered economy, and huge
domestic debt stock are the reasons resulting in the lack of production. This fact is,
for example, supported by The Survey of the Biggest 500 Industrial Firms. The
income from other economic activities of these firms in their total profits increased
from 19.6 percent in 1983 to 80 percent in 1998 (Bilen and Yumusak, 2004) and
decreased to 71 percent in 2003 (Gurses, 2004). Consequently, since HBS, in their
survey of capitalist income, could not see the complete capitalist income in GNP, the

confusion occurred.

We can mention many socio-economic reasons for this extraordinary stratification.
These reasons can also be used to explain poverty. For example, Highly-Skilled
Workers appear to be the second richest people in Turkey. Highly skilled occupations
function like a means of production in Turkey (Cirhinlioglu, 1996). They have a very
high income (Table 4), and this stratum is generally in the registered economy. As a
result, their responses are more accurate than the responses of others in the survey.
Professionals have the same peculiarities. This is why the Professionals were separated
from the other self-employed strata. The positions of the two strata show that the
skilled service sectors are very important for upward mobility in Turkey. As for the
situation with Big Tradesmen and Big Landowners, the existence of unregistered
economy plays an important role. Their income seems smaller as compared to
Professionals and Highly-Skilled Workers. It may be assumed that the result of their

real income is overestimated.
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Skilled Workers earn more than Small Landowners and Small Tradesmen. This means
that skills, i.e. education, are much more important than the small ownership of land
or small-scale production and trade. Pensioners’ advantage comes from the fact that
they are present in the registered economy and the social security system. However,
the Self-Employed are deprived of that or benefit less from the system. This stratum
is, in fact, full of potential workers. Consequently, the abnormal stratification can be
caused by the following factors: skills, unregistered economy, incomes received from

economic activities other than the production (manufacturing and services), etc.

3.3 Social Stratification and Poverty

Social stratification creates poverty because inequality is the basis of stratification.
This means that there is a close (organic) relation between poverty and social
stratification. In Turkey, there is an additional factor for poverty that is ‘abnormal’

for the process of social stratification.

Table 6 Population, Income and Poverty Rate in Social Strata
Social Strata Population Pop::;ation Inc:)me Number Povoerty Distribution
o) (%) of Poor (%) of Poverty

Employers 280,864 0.41 - - - -
Highly-Skilled Workers 1,632,237 2.36 - - 0.95 0.09
Professionals 110,475 0.16 - - - -
Big Tradesmen 1,747,507 2.53 - - - -
Big Landowners 112,727 0.16 - - - -
Landlords 450,787 0.65 - 92,825 20.59 0.57
Skilled Workers/Labourers 5,935,230 8.58 - - 4.51 1.65
Small Landowners 583,532 0.84 - - 14.76 0.53
Small Tradesmen 4,396,695 6.35 - - 10.14 2.74
Pensioners 9,916,165 14.33 - - 8.51 5.19
Self-Employed 5,100,117 7.37 - - 22.73 7.13
Unskilled Workers 20,239,433 29.25 -| 5,486,745 27.11 33.76
Non-Active People 6,871,146 9.93 -| 2,781,550 40.48 17.12
Small Farmers 3,332,848 - -1 1,127,373 33.53 6.88
Landless/Small Property/

Agricultural Workers 8,485,803 12.26 6.90| 3,953,253 46.59 24.33
Total 69,195,565 100.00| 100.00| 16,250,289 23.48 100.00

Source: SIS (2004).
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As seen in Table 6, the last five strata may be considered critical in analysing poverty.
The poorest strata are the Landless/Small Property/Agricultural Workers, Non-Active
People, Small Farmers, Unskilled Workers, and the Self-Employed. The reason for this
“abnormal” stratification stems from this order. The strata that have skilled labour
and own the means of production are not faced with poverty. While Small
Landowners and Small Tradesmen have gradually entered into the impoverishment
process, Self-Employed and Small Farmers are, to a certain degree, already poor. This
means that 13.4 million people are faced with a very high risk of poverty. The
impoverishment of Small Farmers and Landless/Small Property/Agricultural Workers
is very important because their poverty is directly related to migration. This can create

a very big pressure on urban areas and industrial and service sectors.

Of course, the most critical stratum is that of Unskilled Workers, which comprises of
almost 34 percent of the total poverty in Turkey. The result of migration towards
cities has created the concentration of unskilled and less educated people in the cities
for the last 50 years. The dissolution of agricultural structure pushed the people to
cities. Thus, the number of Small Farmers has declined. They are faced with a risk of
entering the stratum of Unskilled Workers. The other two strata (Non-Active People
and Landless/Small Property/Agricultural Workers) are also critical. These three strata

create 65 percent of poverty in Turkey.

4 Regional Distribution of Poverty

This section examines social stratification in regions and how poverty is distributed
by regions and strata. As mentioned, there is a close relation between regional
inequalities and poverty. Regional poverty is, in a certain sense, a type of regional
income inequality. Table 7 shows the distribution of regional poverty at NUTS Level

2. The regions are listed according to their rate of poverty.

4.1 Regjonal Poverty

According to Table 7, any level of regional development determines the poverty level.
When the income per capita is taken into account, the level of regional development
becomes clearer. The developed regions, such as Istanbul, Antalya and Ankara, have a

very low level of poverty. On the other hand, undeveloped regions have a high risk of
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poverty. The last four regions are especially problematic. Thirty years ago, the

government has started a regional development program (GAP)"' for the last two

regions, while another regional program (DAKAP)" for Van, Agri and Erzurum is

planned.

Table 7 Regional Distribution of Poverty

Codes of Regions Population Income per Capita | Number of Poor Rate of
Regions (TL annualy) People Poverty (%)
TR10 Istanbul 10,707,956 3,661,310,291 565,074 5.28
TR61 Antalya 2,535,363 2,581,810,923 187,667 7.40
TR51 Ankara 4,044,175  2,362,634,294 413,708 10.23
TR21 Tekirdag 1,339,887| 2,870,185,864 144,659 10.80
TR31 lzmir 3,483,026 2,311,115,449 377,216 10.83
TR42 Kocaeli 2,789,950 1,774,515,389 356,365 12.77
TR22 Balikesir 1,535,328 2,518,143,771 203,843 13.28
TR41 Bursa 3,123,297| 2,309,979,237 430,956 13.80
TR32 Aydin 2,597,724| 3,111,922,218 442,303 17.03
TR9O Trabzon 3,111,287 1,827,938,551 567,854 18.25
TR81 Zonguldak 945,020 2,938,729,335 193,540 20.48
TR71 Kirikkale 1,715,913 1,964,405,518 390,956 22.78
TR62 Adana 3,691,600, 2,046,209,690 873,817 23.67
TR33 Manisa 3,097,208, 1,846,995,419 757,576 24.46
TRB1 Malatya 1,751,233 1,725,634,962 436,230 24.91
TR52 Konya 2,435,727 1,891,558,887 646,111 26.53
TR63 Hatay 2,766,317 1,862,658,508 784,246 28.35
TR72 Kayseri 2,537,035 1,486,790,405 732,334 28.87
TR82 Kastamonu 828,787| 2,029,852,549 243,527 29.38
TRC1 Gaziantep 2,093,679 1,545,536,200 734,619 35.09
TRA1 Erzurum 1,333,751 1,413,199,782 499,014 37.41
TR83 Samsun 2,997,519 1,652,383,843 1,303,217 43.48
TRA2 Agn 1,120,369 1,059,872,721 530,007 47.31
TRB2 Van 2,015,285 1,252,456,329 1,164,255 57.77
TRC2 Sanliurfa 2,862,487 951,425,201 1,841,536 64.33
TRC3 Mardin 1,735,643 673,763,128 1,429,660 82.37
Total 69,195,565, 2,259,371,407 16,250,288 23.48

Source: SIS (2004).

" For details, see http;//www.gap gov.tr/.

"2 For details, see http;//www.dakap.org.tr/.
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The Poverty Map clearly shows regional income inequalities and poverty. The poorest
regions include Mardin, Urfa and Van. Agri, Erzurum, Gaziantep and Samsun follow.
This map, in some aspects, shows the regional development level. When this map is
compared with Table 8 and 9, the correlations between regional inequalities and
poverty become more apparent. We can gather some interesting points by looking at
the map, and this is why the regions should be analysed in details. The factors behind

these high regional income inequalities are analysed in this section.

In Table 8, the regions are categorised according to socio-economic development
index, GDP per capita, disposable income per capita, and poverty rates. In the first
column, the regions are listed according to the regional socio-economic development
index.” The next column is listed in terms of their shares in GDP in 2001. In the
third column, the regions are put in order from rich to poor, or according to the
2003 HBS. The last column ranks the regions according to their score (from the

lowest to the highest) in the regional poverty rate.

There is a correlation between the first and the other three columns. This means that
the rank of regions, with the exception of Gaziantep'’, in the first column is
consistent with the rank in the other columns. However, when regional GDP per
capita, disposable income and poverty rates are compared, we can find some

explanations concerning the roots of poverty.

The rank of a region in GDP and Disposable Income columns shows that the amount
of income is equally distributed. While Kocaeli is the richest region in terms of GDP
per capita, it is the sixth region in terms of the disposable income per capita. It
appears that households did not benefit from the wealth of the region. Adana and
Samsun are in the same position. The situation in Antalya and Trabzon, for example,
is quite the opposite. Their rank in the list of disposable income per capita is much
better than in the list of GDP per capita. The rest of the regions do not show a big
difference between the two scores. The scores are parallel to each other;
underdeveloped regions have lower rank in the list of disposable income per capita;

the opposite is true for developed regions.

B This index includes social and economic variables. The variables are related mainly to demography, education,
employment, bealth, infrastructure, construction, agriculture, manufacturing, finance, and some indicators related to
welfare (SPO, 2003).

" Social conditions of Gaziantep are better than its economic level. For details, see SPO (2003).
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Table 8 Ranking of Regions by GDP per Capita and Poverty Rate
Regions by Socio- Regions by GDP per Regions by Disposable Regions by
economic Development Capita Income per Capita Poverty Rate
Index* 2001** 2003*** 2003***
TR10 Istanbul TR42 Kocaeli TR10 Istanbul TR10 Istanbul
TR51 Ankara TR31 lzmir TR61 Antalya TR32 Aydin
TR31 Izmir TR10 Istanbul TR51 Ankara TR81 Zonguldak
TR41 Bursa TR51  |Ankara TR21 Tekirdag TR21 Tekirdag
TR42 Kocaeli TR21  |Tekirdag TR31 Izmir TR61 Antalya
TR21 Tekirdag TR41 Bursa TR42 Kocaeli TR22 Balikesir
TR62 Adana TR32  |Aydin TR22 Balikesir TR51 Ankara
TR32 Aydin TR62 Adana TR41 Bursa TR31 Ilzmir
TR61 Antalya TR81  |Zonguldak TR32 Aydin TR41 Bursa
TR22 Balikesir TR22 Balikesir TR9OO Trabzon TR62 Adana
TR81 Zonguldak TR61 Antalya TR81 Zonguldak TR82 Kastamonu
TR33 Manisa TR33 Manisa TR71 Kirikkale TR71 Kirikkale
TR52 Konya TR71 Kirikkale TR62 Adana TR52 Konya
TRC1 Gaziantep TR52 Konya TR33 Manisa TR63 Hatay
TR63 Hatay TR63 Hatay TRB1 Malatya TR33 Manisa
TR72 Kayseri TR83 Samsun TR52 Konya TROO Trabzon
TR71 Kirikkale TR82  |Kastamonu TR63 Hatay TR42 Kocaeli
TR83 Samsun TRB1 Malatya TR72 Kayseri TRB1 Malatya
TROO Trabzon TROO  |Trabzon TR82 Kastamonu TR83 Samsun
TRB1 Malatya TR72 Kayseri TRC1 Gaziantep TRC1 Gaziantep
TR82 Kastamonu TRC1 |Gaziantep TRAL Erzurum TR72 Kayseri
TRAL Erzurum TRC2 Sanliurfa TR83 Samsun TRAL Erzurum
TRC2 Sanliurfa TRAL Erzurum TRA2 Agri TRB2 Van
TRC3 Mardin TRC3 Mardin TRB2 Van TRA2 Agri
TRA2 Agri TRB2 Van TRC2 Sanliurfa TRC2 Sanliurfa
TRB2 Van TRA2  |Agri TRC3 Mardin TRC3 Mardin

Sources: * SPO (2003), **SIS (2003) and *** SIS (2004).

In making a comparison between GDP and Poverty Rate columns, regions can be
grouped into three parts. In Group 1 (Ankara, Bursa, Izmir, Kocaeli, Manisa and
Samsun), the regions’ rank in the list of poverty rates is higher than the rank in the
list of GDP. While their GDP per capita is high, their poverty rates are low. These
regions, with the exception of Samsun, are developed regions. There seems to be a
correlation between a low level of poverty and development. However, regions in
Group 2 (Antalya, Aydin, Balikesir, Kastamonu, Trabzon and Zonguldak) show the
opposite. These regions can be thought of as “developing regions”, and their poverty
rate is also low. As expected, underdeveloped regions (Urfa, Erzurum, Mardin, Van

and Agri) have the highest poverty rates.
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Disposable Income and Poverty Rate columns show that Aydin, Kastamonu and
Zonguldak, regions with a more equal income distribution, have low poverty rates
despite their low rank in the list of disposable income per capita. Kocaeli and

Trabzon show the opposite characteristics.

One of the striking points is the situation of Gaziantep and Kayseri, which are
assumed to be good examples for economic development in Turkey. However, they
are almost the poorest regions in terms of all three criteria. Trabzon is also an
interesting case. Although the income appears to be equally distributed in this region,
its poverty rate is very high. Since this region is considered as underdeveloped, it

means that a more equal income distribution does not reduce poverty in itself.

It can be concluded that in order to reduce poverty in a region, an increase in GDP
per capita is necessary, but this alone is not enough. Secondly, equal income
distribution is necessary, but this is also not enough. The following section describes
the poverty map and the scores in the table since the points made above need to be

examined in more detail.

4.2 Social Strata and Regional Poverty

In this section, the regional distribution of poverty by social strata is presented. In
Table 9, every social stratum has two columns: one shows the population of a social
stratum in that region, the other shows poverty rate. For example, the stratum of
Highly-Skilled Workers is 5.49 percent of the total population in Istanbul (TR10), and
1.56 percent of the Highly-Skilled Workers in Istanbul are poor.

The analysis of stratification in regions shows regional disadvantages. In Table 9,
there is a clear-cut division between regions. In developed regions, the rates of the
owner strata are higher than the national average. For example, the Employer stratum
1s 0.95 percent in Istanbul and 0.65 percent in Izmir, whereas there is no Employer
stratum in the regions of Erzurum and Mardin. In the regions where poverty is very
high, the rates of the poor strata are very high. For example, Unskilled Workers, Non-
Active People, Small Farmers and Landless/Small Property/Agricultural Workers are
drastically poorer in underdeveloped regions. In some regions, some of the strata are

on the verge of poverty. In these regions, agriculture is, as expected, dominant. The
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problems of irrigation, ownership, small-scale production, small property ownership,

inheritance, and dispersed lands cause a very low level of productivity in agriculture.

The lowest stratum in the rural structure of Eastern and South-Eastern Anatolia™ is
on the verge of poverty. At the country level, half of this stratum is poor. Small

Farmers are on the verge of poverty in most of the regions.

Worker skills are directly related to poverty. The Skilled Worker earns twice as much
as the Unskilled Worker (Table 4), whose income is below the national income
average and poverty line. The example of Highly-Skilled Workers can show us that an
increase in income follows an increase in the skill level. To have no skills can be seen
as a direct reason for being poor. Poverty among Unskilled Workers has intensified,

especially in underdeveloped regions.

The income of the Self-Employed is similar to that of Unskilled Workers. Their
average income is under the national income average and just a bit above the poverty
line (Table 4). Poverty in the Self-Employed stratum can generally be seen in
underdeveloped and some developing regions, such as Konya (TR52) and Kayseri
(TR82).

The Self-Employed generally work in unskilled economic areas. In their case, the
production process depends on manual labour, not developed technologies. There is a
similarity between the Self-Employed and Small Farmers. Both are just a step away
from being a part of the proletariat. They are, in fact, in the process of dissolution
(being without property). They still have their means of production, but they will
probably lose them.

Poverty in the Landlord stratum is 20.59 percent. Normally, this stratum should be
part of the rich class. However, this stratum is composed of the people who can
generally subsist on the income of interest, dividend, and rent. Therefore, in HBS,

their total income does not represent the total income of interest, dividend, and rent.

5 The poverty rate for the Small Landowner in TRB2 region is 100 percent. This situation, of course, is not possible.
There is only one sample of Small Landlords in TRB2. There are such difficulties or miscalculations found in HBS.
Such cases were generally cleared in order not to deviate the calculations and estimations in this study. However, the
sample of Small Landlords in TRB2 was used as it was in order to show this point.

57



¥T'0T |GE'9 9.'vT ¥8'0 TSV 8G'8 65°'0C G9°'0 9T'0 €S'C 9T'0 S6'0 9e'c Tv'0 Iv10L
66'LV [TV'E STy 0'T €8'7C LT'C 00'00T S9°'0 - 850 - 69°LT 8€'T - €04l
G9'GE  |0G°G or'vE €8'T 9E‘9T 0L'S 7609 170 260 6.0 20'0 08t 6v7'T €20 oYl
L¥'9T |6E‘L - - 26'9T 8C'6 67'7E 97‘0 GT°0 cv'e - - L2.'0 G20 TOodL
9e'0e [T9'Y 00'00T €50 TO'ET €6°L G8'EE €0 - G6°0 - - 6'0 TZ0 a4l
8c'6 |€G°. - - 06't 6L.'TT - - - 98'T 6E'0 - zC'T 80'0 T84l
96'CT 198°L - 6v'0 €0'C 9SCT £9'09 6.0 - 0L'T - - Ge'T 0g‘0 cvdl
ST'TC 9.'8 - €8'C ' TT TT'9 22'99 €€'0 LT'0 LT'0 - - 260 - Tvdl
- 0S'6 - 200 GC'T 76'8 60°ET 6E°0 - 09°C 700 - GS6'T 710 0641
65'8C 188'% Tv'89 670 90°€ 00°'S 650G G0 170 TO'C - - 680 TT°0 €84l
68'9T 0V'Y - 880 79y 8T, - 600 - 61T - - LT 820 284l
S0'c  16S'C - - 08‘c 9e'TT L)'V TC'0 - TV'T 90°'0 - 93'T 900 7841
ce'TT [T0'S - 8.L'T LTS 8.'9 66'TT 090 €70 €8'T 800 - TE'T ST'0 clyl
- 79°€ 298 S6'C T8'S 90°0T - 600 - £€v'C - - 650 1'0 T4l
6E9T |S¥'8 76'8C 8T°0 06t T9'L - 660 - T9'v - - 62T 0€‘0 €941
v6'vT 189 T6'LT 06°'C v1'8 26'9 89°G €L'0 670 19'C - - 70T 710 294l
0SS 1909 - 2GS0 12'0 26'8 GT'0T LT'T 210 81'c 8T‘0 - €T’ €6°0 T4l
€8'CT 18T'6 96'€T TL'C 09°, 60°L G8') T.'0 0S°0 zS'T - - 6C'T cL'0 [4eteii
oc'o  |G6'Y - 9g'0 €6'T Z6'ET - 150 - v9'C Se'o - GOy 2S'0 TGYL
vT'9  18G'S - - - 086 - Ge'0 - Tv'e 710 - 9.'T - il
8v'0  [T¥'9 69°0T (4 269 918 7S'vE 850 - 99°€ 60°0 - 0z'c 920 Tyl
€9'c 199G 9.'6T €50 G9'G 7.9 8E'69 6E°0 710 €L'T - - 0S‘0 120 €edl
089 €99 - L€'0 69'G 0E'6 €2'GE €.'0 €70 €8'0 €0 - €1°C L1'0 cedl
16'v  [T€L ov'8t SO0 Gc'o 8E'TT 6C'6C 160 900 ve'c €€'0 - 16 G9°'0 TEYL
‘0T |0v'L - €60 6E'C ,0'0T G6'cT 990 980 18'C €70 - oT'c 6v'0 cedl
Zv'L  119'S - €L'c 81'9 999 20'6Y Ge'T €0'C 8C'T - - 660 €10 Tyl
TLT 1879 - - GE'T T0'6 - 86°0 - 70T or‘0 9G'T 677'G G6°0 0Tdl
% "Nod | % "dod % "NOd % “dod % "NOd % “dod % "NOd % “dod 9% *dod % “dod % “dod % "NOd % "dod % "dod Z 191
uawsapei] [lews | sidumopuel jjlews SI9YIOM P3IINS spJojpue s u_mw uet w_ma 1L S|eUOoISS9J0id | S1I9MIOM P3IINS YSIH s19hojdwa| SINN
ejel)s |e1oos pue jeuoigay Aq Apanod 6 d|qe]!

58



(00Z) SIS 1108

65'o1 9z'cT £g'ee z8'v 8v'0r £6'6 TT'.C Gc'6e €1'ce 1€ TG'8 cE'vT IV10L
9T'v6 08'9Z 6L'EL GS'TT v6'06 0L'CT 79°.8 clL'ce vy, 99y TS'T9 £€E'C €04l
8T'L8 38T 96'T9 G9'6 G0'T8 0Z'LT 8G'89 T8'v¢C 2C'99 |T L 'y 99°G oYL
92'C8 €0°C 9.'7C GG'T €0'EY 8Yv'CT a4 08‘€y €6'0 68'8 GT'ce £G'6 T4l
0S'T8 69'0C 0L'C. AN 8E'G8 €G'ST T9'LG TE'6C 66Ty 96, ze'oc 8L g4l
LT'SY 89'GT 99'GT S9'c G9'8S 0T'TT cl'se €C'oe r'TT 18'6 S6'vT 99'0T Ta4L
GG')6 6S'vT 68'ot ¥G'0T zT'0. 1€'6 GT'CcS og‘ce T6'C9 GL'TT 80'6 9e'9 vyl
SY'6S 1G')¢C ov'cy 8T'CT v9'GS 29'6 6.'CE 6G'ST Gi'GT 9T‘9 6.'ST 8G‘8 Tvyl
Zr'oe 0z'9c 11'6€ 20T T9'0C 1G9 7S'TC 19'CC 88'GT 6¢'0T 88C T.'6 0641
61779 €€'0E G.'09 ,G'0T 1G'LY vl 8€'LE 19'6T 8'EY LE'L T 90T €84l
98' Ly 8.'CC €6°LE 88‘TT zs'or €09 82'0€ 0S‘TC 8.'6 GO‘L €e'1e 1T'ST 284l
oT'.C 86'TT 60°'cE LT'C v8'ot 78'0 16'.C 12T 00'€T 0.'9 ¥9'GT £9'ce T84l
69°',€ 19'v 1€'0€ Ge'cT v€'9G 8.'GT 1G'vE 6v've G9'0E 209 29'9T 0'6T clyl
6E'LS GE'6 TG'8C 26t 0L',.T 9'0T 89°0€ c€e'ce Zv'6 769 8G'0T S0'9T 1,41
16'9€ 99'TT G6'9C TO'v 66°'LE c€e'cT 9907 €8'0€ €€'6E €8 €69 Tv'6 €941
18'vC 80V T 69'0C G9'C 79'GE L.'6 T6'GE 90'0€ 8v'TC £8'8 886 GC'ET oYL
98, 6G'LT - 89°C 90°9T TGS TL'ET G6°LC G.'9 0.8 TO'T 96'TT T4l
TT'8E 06'0T St'Te TG'GT St'cS 0'TT 60'8E v.'0C 11'9C 9G'8 9G'6 256 [4stell
v8'vi 0z'T vT'ce €0 A4 €. ov‘ST S've €L'vT 0g'S 89'c €5'TC TGYL
vS'0t 'S - ST°0 G9'6E 4] 78CT 9T'9€ 11'8T GE‘9 0z's i'ce el
c'6T 6T'TT TC'6 96°C G0'6C £6'8 TO'9T 98'cE 79'TT 81‘S 9e‘CT Tl Tyl
08'r€ CcL'ET €C'ET ,6'0T L¥'TS 20'L vZ've v.'TC GT'LT 90°G 2S'0T GG T €eyl
9T'€C e LT z8'L 6.'€ 06'€C 999 TT'LC 86'GC G6'8 088 Lv'CT TG'OT cedl
6v'CT 18'v - vZ'0 oe'Te 12'6 ov‘9T 09'ce TV'6T 8G'L 98'c 08'8T TEYL
98'TE LY'TT z9'ST 16 8T'0C G.'9 TS'6T £8'cT 6.'GT 817'0T €60 00'8T cedl
80°'€T 9T'0T zT's 0T'CT 0C'cT 189 S6°CT 0T'vC 69'6 €59 GS'C 6E'CT Teyl
0z'L 1G'0 - 0T‘0 8C'CT 6.'0T 008 0T'9€ cL'y 699 [AN4 8E‘8T 0Tyl
% *Nod % “dod % "NOd % *dod % "NOd % “dod % "NOd 9% *dod % "NOd % *dod % "Nod 9% *dod
\ﬂwﬂﬁ“ﬁwﬂmﬁ“ﬁwﬂ siawled jlews ajdoad aAnoy-uoN SIOM palIDIsun pakojdwiz-jlos siauoisuad ¢ SINN
panunuod - ejens [e1oos pue jeuoiday Aq Aanod 6 d|qe]

59



It is interesting to see high poverty rates in the Small Tradesmen stratum. It is clear
that this situation stems from the fact that this stratum lives in underdeveloped
regions. Pensioners form a high rate of population and a low rate of poverty in

developed regions.

Non-Active People are the most problematic stratum. This stratum is generally
comprised of women (55 percent of Non-Active People) and the elderly (25 percent).
Non-activity stems from unemployment, old age, and gender inequalities. This

stratum consists of the most vulnerable people.

Consequently, regional inequalities, occupations, demographic factors and gender
inequalities have a very big impact on determining the social strata. There are close
relations between social stratification and poverty. In fact, there is a vicious circle of

social stratification, poverty, and regional inequalities.

Conclusion

The result of this study can be summarised as follows:

e The problematic social stratum in the development and modernisation
process in Turkey should be identified according to their socio-economic
positions and regions. In order to design policies to alleviate the problems of
poor people in these social strata, it is necessary to identify them as certain
socio-economic groups, not as numerically labelled groups;

e  The main problems in the EU accession proces will be regional inequalities,
gender inequalities, employment structure, education, health, and social
security. Poverty is closely related to these areas. Therefore, Turkey’s
accession to the EU can be directly connected to the policies of combating
poverty;

e The core poor social strata are the Landless, or Small-Propertied People,
Small Farmers from rural areas, the Self-Employed, and Unskilled Workers.
The magnitude of these strata is a sign of increasing poverty in Turkey;

e Regional inequalities seem to be the most important factors in creating
poverty;

e The main policies for combating poverty can be seen in the formation of

capitalist labour force market by eliminating petty producers both in rural
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and urban areas. In this elimination process, these strata should be
transformed under the light of the policies of participation and localisation

in order to decrease existing income inequalities.
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Regional Poverty in Croatia

Abstract

This paper investigates the regional variation in poverty measures in Croatia on the
basis of the Household Budget Surveys 2002-2004. An absolute poverty line is
estimated at the national level following the method introduced by Ravallion (1994).
After defining five geographical regions, we estimate the class of Foster-Greere-
Thorbecke (1984) poverty measures for each region, separately by urban and rural
areas. Regional variation in poverty rates turns out to be substantial. The risk of
poverty in rural areas is almost three times higher than in urban areas. Micro-
simulations based on multivariate regression analysis show that regional disparities in
poverty rates persist even after controlling for differences in education, labor market

and other demographic factors.

Keywords: regional poverty, Croatia

" Danijel Nestic, The Institute of Economics, Zagreb, Croatia.

" Giovanni Vecchi, University of Rome "Tor Vergata", Italy.

65



1 Introduction?

This paper presents the basic facts on poverty in Croatia based on the Household
Budget Survey (HBS) data sets available annually for the triennium 2002-2004. Four
central themes have been identified for this paper. First, the paper aims to illustrate
the choice of the method used to estimate the incidence, depth and severity of
poverty in Croatia. The difficulty associated with this choice arises from the fact that
many contending methods are available (see Ravallion, 1994) and each is defensible,
at least to some extent, on the basis of “technical” merit. Section 2 outlines our
method of choice, providing the reader with the necessary tools to evaluate the

findings discussed in subsequent sections.

Second, the paper outlines the essential facts on poverty in Croatia in 2004. The key
question the paper aims to answer is: Who and where are the poor? Section 3 presents
the main findings in the form of an eclectic mix of descriptive materials, including,

but not limited to, standard contingency tables and graphs.

Third, the paper investigates the determinants of poverty in Croatia. Multivariate
regression analysis and microsimulations are used to test for causality effects. The
comparison between simulated and actual poverty rates provides useful information
for assessing the relative importance of the individual determinants of poverty. We
find that the region of residence, labor market status, and the educational attainment
of the head of household are the salient independent determinants of poverty in

Croatia.

Finally, the paper looks at regional variation in poverty rates. Regional poverty
estimates presented in Section 4 are based on the pooled data sets from three
Household Budget Surveys (HBS) undertaken between 2002 and 2004. Pooling was
used in order to increase the sample size and enable us to derive representative
statistics at a sub-national level. The gain in precision, fully attributable to sample
pooling, enabled us to map poverty at an unprecedentedly fine geographical

resolution for Croatia.

Conclusions drawn from the poverty analysis are summarized in Section 5.

' The findings presented in this paper were reached as part of the authors’ work within the World Bank project on
Living Standard Assessment in Croatia. We would like to thank Nicola Amendola, Juan Muiioz and Salman Zaidi
Jfor their belpful comments. All remaining errors and omissions are the sole responsibility of the authors.
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2 On the Measurement of Poverty

In this section, we outline the main features of the method used to estimate the
poverty line and poverty incidence in Croatia. In order to make our exposition self-
contained, we first describe the HBS data, arguably the best source available for
analyzing poverty in Croatia. Subsequently, we discuss the choices made in building
the consumption aggregate, our preferred welfare measure for poverty estimation.
Finally, we deal with the methodological issues related to the estimation of an

absolute poverty line for Croatia.

2.1 The Data

The poverty analysis carried out in the paper relies on the HBS data. The survey is
carried out by the Central Bureau of Statistics (CBS) and administered to a sample
representative of the Croatian population. The survey is rich in information needed
for poverty analysis, from detailed food consumption to comprehensive income and
expenditures records, including a large selection of socio-economic features of the

Croatian households.?

The poverty line used throughout this paper is estimated on the basis of the 2004
HBS, where the survey sample consist of 2,847 households (1,441,200 households
being its population counterpart), corresponding to 8,222 individuals (4,227,000

individuals in the population).

While the first part of the paper uses the latest HBS data (year 2004), the regional
analysis in Section 4 is based on a pooled sample including all three surveys from
2002-2004. The sampling procedure currently used for the HBS makes it legitimate to
pool the data sets. The samples from consecutive rounds of the HBS are (%)
independently drawn, and (7)) similar enough in many other aspects to be pooled
together as if they were a single sample from a larger survey, fielded over a longer
period. The pooled sample allows us to estimate regional poverty rates with standard
errors small enough to investigate poverty at the county level, 21 being the total

number of counties in the country.

2 For more information on the HBS see, for example, Central Bureau of Statistics (2005).
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2.2 The Welfare Measure

Total household expenditure on consumption is the measure of material well-being
on which the estimation of poverty rates for Croatia is based. The authors chose
expenditure over income for a number of reasons: (7) expenditure is less prone to
underreporting than income, (7)) expenditure provides a better account of welfare in
the presence of home-produced goods and other non-marketed transactions, (i)
expenditure is not prone to underestimation in an environment with a sizable grey
economy, and (7z) expenditures vary less than income in the presence of seasonal

effects.?

The definition of total household expenditure on final consumption employed in
this paper is similar to that employed by the system of national accounts. However, in
order to construct a more accurate measure of well-being, the definition of
expenditure has been amended following the guidelines in Deaton and Zaidi (2002).
The rest of this section provides a brief account of the building blocks of our

consumption aggregate.’

Total food consumption includes actual spending on food, but also the estimated
value of home-produced food and the estimated value of food gifts received. The
value of food bought and given away as a private transfer is not included in this sub-
aggregate. Consumption related to housing consists of two parts: (z) rental value of
the main residence, and (7)) expenditures for utilities. The rental value of the main
residence is either the self-reported rental value for owners and tenants with
subsidized housing, or actual rent paid by tenants. Most information on rents is the
self-reported rental value of owner-occupied dwellings, since about 86 percent of
households live in their own dwellings, and an additional 11 percent of households

fall into the category of tenants with subsidized housing costs.”

? See Deaton and Grosch (2000).
* See Nesti¢ and Vecchi (2006).

’ In Croatia, the market for rentals is rather shallow, concentrated in large cities, and, thus, cannot guarantee a reliable
estimation of the imputed rent. Evaluation of the expenses incurred in buying/building a rental unit is also made
difficult due to very high inflation rates in the past, and the practice of continunous re-building of the unit with the belp
of family members and friends. Therefore, we argue that the self-reported rental value provides the best basis for
estimating the rental value of owner-occupied dwellings.
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Durable goods require special treatment in the construction of the consumption
aggregate. Unlike other categories, it is not the purchase of durable goods that
contributes to welfare, but their wsage, which might continue for years after the
purchase. Thus, instead of using the actual expenditures on the purchase of durable
goods, the service flows streaming from the goods’ usage are estimated and counted as
household consumption. The estimation procedure described in Nesti¢ and Vecchi

(2006) 1s applied here to a group of 15 durable goods.

Certain kinds of household expenditures are excluded from our consumption
aggregate due to their weak or irregular relationship with the measure of well-being.
Among the expenditures excluded from the consumption aggregate, the following are
worth mentioning: (7) health and funeral expenditures (generally, a high expenditure
on these services is not directly related to a high level of the standard of living), (77)
expenditures for kindergarten (which are meanstested in Croatia), (%) family
celebrations (their infrequent nature is often the cause of noise in the data), and (7»)

expenditures for social protection services.

The main components of the resulting consumption aggregate, together with the
excluded categories of expenditures (see above), are shown in Table 1. For 2004, average
household consumption was HRK 77,597. Expenditures on food and beverages
absorb 29 percent of the overall consumption. A rather large portion of consumption
is devoted to housing rents (20 percent). This result relies heavily on the self-reported
rental value of owner-occupied dwellings and could be challenged as lacking objective
estimation criteria. However, since alternative methods used to calculate the welfare
effect of housing conditions are flawed as well, we deem the method of subjective
estimation as suitable enough for the purpose of inter-household comparisons and
retain its use in this paper. The imputed consumption flows from durables with
ownership information account for 5 percent of the total consumption. This figure is
roughly comparable to the actual spending on their purchase, which is not included
in the consumption aggregate. On average, around 8,400 HRK of actual household
spending is excluded from the consumption aggregate due to their non-compliance

with the chosen methodology for poverty analysis.

In order to compare levels of well-being among households of different size and
composition, the consumption aggregate was deflated by the equivalent size of the
household. Following de Vos and Zaidi’s (1997) argument, we use the so-called

OECD-II equivalence scale in determining the equivalent size of a household. The
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equivalent size is calculated as the weighted sum of household members, where the
first adult person in the household counts as 1 unit, any other adult counts as 0.5
units each, and each child under the age of 14 counts as 0.3 units. The same scale is

applied by Eurostat and prevails in many Europe-wide welfare studies.

Table 1 Composition of Household Consumption

Household consumption Percentage of total

(HRK/year) consumption
(%)

Food & Beverages 22,515 29.1
Housing expenditures 22,522 29.1

o/w rents 15,361 19.9

o/w utilities 7,161 9.3
Other non-food expenditures 28,454 36.8
Imputed consumption flow from durables 3,839 5.0
Total household consumption 77,330 100.0
Durables included in imputed flow 4,157 5.4
Durables without ownership information 2,159 2.8
Health expenditures 1,642 2.1
Elderly care, kindergarten and funeral expenditures 428 0.6
Total excluded 8,387 10.8

Source: Authors’ estimates based on 2004 data from HBS.

2.3 The Poverty Line

The derivation of the absolute poverty line follows Ravallion’s (1994)
recommendations. The main idea is to define the absolute poverty line as the level of
total consumption at which households spend just enough on food to afford the cost
of a required minimum energy intake plus an allowance to meet basic non-food

needs.

The first step is to define the food energy requirements for individuals of different
age and sex. Since there is no official nutritional standard for Croatia, we rely on the
World Health Organization (1985) and FAO (2004) recommendations. A norm of
2,700 keal per day per equivalent adult is adopted.’

§ According to FAO (2004), 2700 kcal/day is the minimum energy requirement after assuming a reference person with
the following characteristics: male, aged 18-30, weighing between 65 to 70 kilograms, with a basal metabolic rate
(BMR, that is the energy required for sustaining the basic functions of the body) equal to approx. 25.3, and enjoying a
“lightly active lifestyle” (that is with “physical activity level” (PAL) set equal to 1.6).
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The second step is to define the minimum food basket applicable to the Croatian
population. After identifying the bundle of food items (expressed in kilos, liters, or
units) for each household in the sample, we calculate the average consumption for
households in the lowest per equivalent adult expenditure quintile” The resulting
quantities are transformed into kilocalories by using conversion tables provided by
the Croatian Institute for Public Health (Zavod za zadtitu zdravlja SR Hrvatske,
1990). The average calorie intake of the poorest quintile is 2,859 kcal/day/adult,
which is higher than the norm. We, therefore, scale down the quantities of all food

items to get a food basket that yields exactly 2,700 kcal per day per equivalent adult.

The cost of the minimum food basket is calculated using the price information from
the HBS. More precisely, the median unit values for the food items consumed by the
lowest quintile were used as reference prices. The resulting cost of the minimum food
basket (ie. the food poverty line) was HRK 529 per month, or HRK 6,348 per
equivalent adult per year in 2004.

The final step consists of adding an allowance for non-food basic needs to the cost of
the minimum food basket, Ze. estimating the overall poverty line. The estimation is
accomplished by a two-step procedure. Step 1 identifies the households whose food
consumption is approximately equal to the cost of the minimum food bundle. Step 2
estimates the poverty line by averaging total household consumption on the subset of
households identified in step 1. Step 2 is carried out by applying a regression

technique.®

The resulting poverty lines (the food poverty line and the absolute poverty line) for
the year 2004 are shown in Table 2. The absolute poverty line is equal to HRK 22,145
per adult-equivalent per year (1,845 kuna/month/adult). A single adult falling below
this threshold is classified as poor. The absolute poverty line equals circa 56 percent
of the median equivalent consumption and 44 percent of the average wage paid for
full-time employees. The poverty line amounted to EUR 250 per month if converted
at the official rate. The absolute poverty line for a single adult is around 3.5 times

higher than the food poverty line.

7 The choice of the lowest quintile fits with the idea that the minimum food basket reflects the actual consumption
pattern of those just around the poverty line, or more specific, of those who can just afford the minimum required calorie
intake.

¢ See Nestic and Vecchi (2006).
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Table 2 Poverty Lines for Croatia, 2004
Poverty line (in HRK per year)
Single adult Couple w/o kids Single parent Couple w/2 kids

Food poverty line* 6,348 - - -
Absolute poverty line 22,145 33,217 28,788 46,504

Note: The food poverty line for households of different compositions is calculated by using the nutritional equivalence
scale (EAO, 2004).
Source: Authors’ estimates.

For a couple with two children, the poverty line is estimated at HRK 46,504 per year,
or 2.1 times the line for a single adult. Comparison of the line for a single adult
household and that of a couple with children illustrates the degree of economies of
scale arising from living in a multi-person household, which is implicit in the use of
the OECD-II equivalent scale. Rents, utilities, household amenities, and many other

costs of living expressed in per capita terms are usually declining with household size.

It is worth mentioning that the poverty line presented in Table 2 is conceptually
different from the poverty line currently calculated and published by the CBS. As
expected, the resulting monetary values are also different. The CBS estimates a relative
poverty line based on income (60 percent of median) at HRK 20,714 per year per
equivalent adult in 2004.” In contrast, our estimates refer to per-equivalent-adult
consumption, incduding imputed housing rents. Our poverty line is absolute. This implies

that any comparison between the two is unwarranted.

3 A Poverty Profile for Croatia in 2004

In this section we present the main findings of our poverty profile for Croatia in
2004. We focus on three questions: (7) How many poor are there?, (7) Who are the
poor?, and (7i7) Where do the poor live?

? See the CBS First Releases on personal consumption and poverty indicators at http//wwro. dzs.hi/default_e.htm.
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3.1 How Many Poor are There?

In 2004, almost half a million people - representing about 11 percent of the Croatian
population - lived in poverty (Table 3). By taking into account statistical errors
associated with poverty estimates, the headcount poverty rate is in the range from 9.3

to 12.9 percent (the confidence level is 95 percent).

Table 3 Estimates of Absolute Poverty for Croatia 2004

Croatia Rural Urban

National absolute poverty line = 22,145 HRK/year/equiv. adult

Headcount ratio (%) 11.1 17.0 5.7

95% confidence interval [9.4,12.8] [13.9, 20.2] [4.1, 7.4]
Poverty gap (%) 2.6 4.2 1.2
Poverty gap squared (%) 1.0 1.6 0.4
Number of poor persons 468,170 340,355 127,715
Relative poverty risk 1.0 1.5 0.5

Background statistics

Population share 100.0 47.2 52.8
Average expenditure 43,229 36,634 49,035
Average expenditure of the poor 16,864 16,641 17,453
Average poverty gap 5,281 5,504 4,692
Gini Index 25.3 24.2 24.1

Source: Authors’ estimates.

The “depth” of poverty, as measured by the poverty gap index, amounts to 2.6
percent. This poverty indicator suggests that the average distance of the poor below
the poverty line amounts to 2.6 percent of the poverty line itself. The value of this
indicator points to shallow poverty on average. An alternative interpretation of the
poverty gap index (see Ravallion 1994: 46) is that the gap measures the potential
savings to the poverty alleviation budget attributed to targeting. According to this
interpretation, the poverty gap index is equal to the ratio between the cost of
eliminating poverty with perfect targeting (ie. by giving each poor poverty gap) to the
cost of no targeting (Ze. by transferring an amount equal to the poverty line to all

individuals in the population).

Shallow poverty is, however, associated with substantial pockets of severe poverty. The
“severity” of poverty (measured by the squared poverty gap) is about 1 percent. The

severity of poverty also shows how far consumption of the poor is from the poverty
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line, but it attaches higher importance to the poor that are deeper into poverty. This
is one way to account for the extent of inequality among the poor when measuring
poverty. If all inequality among the poor was removed (for instance by a mean-
preserving redistribution) the squared poverty gap would decrease from 1 percent

(actual) to 0.6 percent.

On average, the poor have an expenditure shortfall of circa 24 percent of the poverty
line (HRK 16,364/equiv.adult/year compared to the poverty line of HRK 22,145).

This indicator is sometimes referred to as the average poverty deficit.

The estimates from Table 3 point to the existence of a considerable gap between
urban and rural areas, both in terms of the incidence of poverty (17 percent
headcount rate in rural areas versus 5.7 percent in urban areas) and its depth (poverty
gap of 4.2 percent versus 1.2 percent). Almost three-fourths of the Croatian poor live
in rural areas. On average, the consumption of the rural poor is 25 percent below the
poverty line, compared to 20 percent for the urban poor. Among the poor in rural
areas there are far more households that are well below the poverty line than the poor
in urban areas. The squared poverty gap is four times higher in rural areas (1.6
percent) than in urban counterparts (0.4 percent), pointing to relatively high severity
of poverty in rural Croatia. This finding suggests that there are some groups in the

population who are more likely to experience extreme poverty.

3.2 Who are the Poor?

The identification of the poor usually starts with the examination of simple links
between poverty rates and a number of potentially correlated factors. One compares,
for example, the proportion of poor individuals within groups of different ages,
educational background, or employment status. In this section, we pursue this line by
investigating poverty patterns mainly through the use of contingency tables and

graphs, which are unsophisticated, yet effective instruments.

The incidence of poverty is related to age, more precisely, the risk of poverty increases
with age. Households headed by individuals who are 65+ years of age face a poverty
risk that is roughly twice the average (Figure 1). Since one-fourth of the population
consists of households headed by the elderly, they account for almost 50 percent of
the poor. Protection offered by pensions is not sufficient to help the elderly to
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overcome the risk of poverty. Within the group of households headed by individuals
65+ years of age, those with a pension face a poverty risk that is around 1.7 time the
national average. However, for households headed by the elderly without a pension,
the poverty risk is more than five times the average. The relationship between age and
poverty is confirmed by the fact that the average age of the head of household among

the poor is 66 years, compared to 55 among the non-poor.

Figure 1 Poverty Incidence by Age of the Household Head
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At the individual level (not that of the household head), Figure 2 shows that the
incidence of poverty (left axis) is remarkably flat over the life cycle, but surges when it
comes to the elderly. The pattern is by and large unaltered by the consideration of the
poverty gap index (right axis). With regard to the depth of poverty, however, a peak is
observed among the youngest children (aged 0-4), who score second highest in the
poverty gap index. This suggests that households with babies stand out as a group
deserving special attention: their risk of poverty is similar to households with older

kids, but their hardship is significantly higher.

A comparison between the relative poverty risk of an elderly individual heading a

household with the risk for an elderly person not heading a household, may be used
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as a proxy, admittedly crude, of the extent to which households offer protection
against poverty in the absence of a pension. We find that being elderly and not head
of the household decreases the relative poverty risk by 40 percent compared to elderly
heads of households. The protection offered by the household to its 65+ members
without a pension is significant but is far from being able to fill the gap left by the

social security system.

Figure 2 Poverty Incidence over the Life Cycle
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Like in most other countries across the world, Croatia shows a strong negative
correlation between poverty risk and the level of education. Figure 3 shows the pattern
of poverty risk by educational level of the household head. The covariation is clearly
negative, but does not vary with the urban/rural location. Irrespective of the
educational level, however, rural households face systematically greater poverty
incidence rates than their urban counterparts. Secondary education stands out as a
threshold above which the probability of being poor becomes lower than the national
average. A comparison of poor and non-poor households reveals that around 75

percent among the poor live in households headed by individuals who attained at
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most the primary level of education, compared to 30 percent among the non-poor.
Only 5 percent of the poor live in households whose head has completed general

secondary school.

Figure 3 Incidence of Poverty by Educational Attainment of the Household Head
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Poverty is tightly associated with the activity status of the main breadwinner (Figure
4). Labor force participation seems to offer relative protection against poverty.
Households headed by a “retired”, “unemployed”, or “other inactive” person (7) show
the highest rates of poverty incidence (the peak of 47 percent belongs to the other
inactive in the rural areas), and (77) represent a large share of the total poor (62 percent,
while about one half of the total poor live in households headed by retired

individuals).

Retirement doubles the risk of poverty in rural but not in urban areas. The incidence
of poverty among households headed by a retired person is below the average in

urban areas (9 percent) but close to twice the average in rural households. This can be
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explained by the following three factors: () the proportion of the population living in
households headed by 65+ individuals without pension is 2 percent in rural areas,
compared to 0.3 percent in urban areas, (77) individuals in urban areas benefit from a
higher degree of protection from other household members than their rural
counterparts (about 87 percent of households headed by 65+ individuals without a
pension live in rural areas), and (%) given the contributory pension system in

Croatia, pensions in rural areas are significantly lower than in urban areas.

Figure 4 Poverty Incidence by Employment Status of the Head of the Household
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Self-employment decreases dramatically the poverty risk in urban areas, while it
increases the risk in rural areas. There is a wide gap in the headcount ratios between
urban and rural areas (2 percent versus 18 percent, respectively) which can be
explained by differences in the structure of selfemployment. In rural areas, self-
employed are mostly individual farmers, while in urban areas they are mostly small

entrepreneurs.
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The unemployed are a relatively small group (3 percent of households are headed by
an unemployed person), but they face a considerably higher risk of poverty compared
to the national average, both in rural and urban areas (28 and 26 percent,

respectively).

3.3 Where do the Poor Live?

In addition to the urban/rural poverty divide documented above, the place of
residence as a possible poverty correlate is studied by looking at the regional
disparities in living standards. As for now, we apply a 5-way analytic regional
classification of the country as used in World Bank (2000), where regions are defined

as groups of counties (Table 4).

Table 4 Definition of Analytical Regions
Analytical Region County

Krapina-Zagorje, Sisak-Moslavina, Karlovac, Varazdin, Koprivnica-Krizevci, Bjelovar-

Central Croatia Bilogora, Medimurje

. Virovitica-Podravina, Pozega-Slavonia, Slav. Brod-Posavina, Osijek-Baranja, Vukovar-
Eastern Croatia

Sirmium
Zagreb Region Zagreb County, Zagreb City
Adriatic North Primorje-Gorski kotar, Lika Senj, Istria
Adriatic South Zadar, Sibenik-Knin, Split-Dalmatia, Dubrovnik-Neretva

There are large regional differences in the extent of poverty. As shown in Figure 5, the
incidence of poverty ranges from circa 3 percent in the Zagreb region to 18 percent in
the Eastern region. Even after accounting for the configuration of the Croatian
territory, it is striking to observe a 1 to 6 differential in poverty rates between the

poorest and richest regions.
Figure 6 shows the distribution of the poor by region. More than 70 percent of all

poor individuals are concentrated in the Central and Eastern regions, while they

account for only 43 percent of the population.
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Figure 5 Poverty Incidence in Croatia by Region
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Figure 6 Distribution of Poverty by Region
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3.4 Nature of the Relationship Between Poverty
and Regions

The identification of the factors underlying the regional variation of poverty rates
deserves a high priority in analyzing poverty in Croatia. The main limitation of the
above analysis is that it relies on simple correlations between poverty incidence and
region of residence. Simple correlations can be spurious, that is, driven by factors
omitted from bivariate comparisons. The relationship between poverty and region
may not be direct (regions matter because of differences in hydro-oro-graphic
conditions, lack of infrastructure, poor access to basic services, etc.), but caused by a
third variable such as, say, education. To the extent that educational attainment is
unevenly distributed across regions, the relationship between poverty risk and region

can be dubbed spurious: poverty risk is related to region indirectly, via education.

One way of identifying the nature of the relationship between poverty risk and
regions is by purging the effect of a third variable from the simple correlation between
poverty and region. This can be achieved by using partial correlations instead of
simple correlations. Partial correlation between two variables (x and y, say) is defined
as the correlation observed after holding constant (that is, eliminating the effects of) a
third variable (say z). Partial correlations may differ substantially from simple
correlations, and comparisons are often informative about the relationship between

two variables.

Vecchi (2006) has carried out a partial correlation analysis by means of micro-
simulations based on the HBS 2004 data set."’ The relationship between poverty and
region is controlled for five key sets of household characteristics: education,
employment status, age, household size, and region. A threestep procedure was
adopted to carry out the partial correlation analysis. For purposes of illustration only,
let us illustrate the procedure when controlling for education. In step one, equivalent
consumption is regressed on a set of household characteristics and poverty covariates
in order to estimate the partial effect for each covariate. In step two, the predicted
consumption level is generated after assigning the same education level to all
individuals in the sample, i.e. assuming no differences in education levels across the
population. Finally, in step three, the relative poverty risk by region is calculated

using the counterfactual/simulated consumption level predicted in step two.

10 Simulated relative poverty risks were estimated by adapting Luttmer’s (2000) procedure.
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Once the simulated relative poverty risk is obtained, it can be compared with the
actual patterns of risk. If the comparison shows little difference, we conclude that
education is not responsible for the regional variation in poverty. Hence, the
correlation between poverty and region is not spurious. If after controlling for
education the poverty risk pattern changes significantly, we conclude that the
correlation between poverty and region is spurious (that is, driven by the uneven

distribution of education across regions).

Figure 7 Standardized Simulated Relative Poverty Risks by Region
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Applying the method outlined above, Vecchi (2006) finds that regional variation of
poverty cannot be accounted for by differences in the distribution of education, labor
market status, and other demographic factors. This finding is summarized in Figure
7. The figure shows the patterns of percentage deviation of the actual and simulated
relative poverty risk from the national average. If the pattern simulated for factor j
(say education) remains close to the actual pattern (the thick solid line), we infer that
factor j plays an insignificant role in the explanation of the correlation between

poverty and region. If, on the other hand, the simulated pattern flattens towards the
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zero horizontal axis, we infer that factor ;j plays a significant role in explaining the
relationship between poverty and educational attainment. In other words, the
correlation between poverty and region is mediated by factor ;. In Figure 7, only the
curve simulated for the factor region (dashed line) flattens significantly, which suggests
that the relationship between poverty and region is #ot spurious. Controlling for
education does not affect the regional variation of relative poverty risks: the odds
ratios (regional headcount rate over national rate) of simulated poverty risks hardly
change.'" Employment status, age, and household size do not account for regional

variation of poverty either.

4 Regjonal Poverty

Since the region of residence was shown to be an important poverty covariate, we
would now like to map poverty with as much geographical detail and precision as
possible. However, this is not a straightforward exercise in Croatia. The difficulty
arises from the sample size of the HBS: for a typical year, sample size turns out to be
too small to deliver county level estimates with reasonable statistical precision. The
strategy pursued in this section consists of pooling the HBS samples for 2002, 2003,
and 2004 and estimating poverty on the basis of the pooled sample. The pooled
sample allows us to estimate poverty measures at the county level with acceptable
precision. Nevertheless, we believe that the estimates for the five analytical regions
defined in Table 4 above provide a safer benchmark for regional poverty estimates

than our county level estimates.

A glance at basic county-level development indicators provides us with some useful
insights for later discussions (Table 5). The variation in average per capita
consumption (consumption definition was explained above) across counties seems
modest: the average consumption level in the City of Zagreb, the richest part of
Croatia, is around 30 percent above the national average, and nearly two times higher

than the poorest county (Karlovac).'” Variation is milder if we compare wider regions:

" Education i, however, a powerful independent micro-determinant of poverty. After controlling for education, the
overall headcount ratio decreases from 11 percent (actual) to 9 percent (simulated). Similarly to simulations in the case
of regional poverty, controlling for employment status, region, age, and household size does not explain the relationship
between poverty and education. See Vecchi (2006).

2 Point estimates must not be taken strictly at their face value, but assessed jointly with their estimated standard errors.
Particular caution is needed in dealing with results for PoZega-Slavonia County where standard errors are relatively
large, due to small sample size problems.
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the richest region (Zagreb) shows an income level of 25 percent above the national

average and 50 percent above the lowest income level region, Eastern Croatia.

Table 5 Main Development Indicators by County, 2002-2004

COnsump_tion per :::iqs:amlﬁéz Unemployment Schooling GDP _per
capita per capita rate capita
) Inde)f Gini coeff. Inde)f
County /Region (nggf (s.e.) %) (s.e.) %) Years (grfgg?

Krapina-Zagorje 81.2 | (2.5) 23.9 (3.9) 4.9 8.7 72.6
Sisak-Moslavina 79.4 | (4.1) 30.5 (4.6) 19.0 9.1 77.0
Karlovac 76.1 | (6.0) 32.5 (6.8) 15.5 9.1 7.7
Varazdin 84.5| (2.9 25.7 (4.0) 8.2 9.6 94.2
Koprivnica-Krizevci 82.5| (4.8 28.8 (5.7) 10.2 8.8 95.8
Bjelovar-Bilogora 84.4 | (4.7) 29.9 (5.0) 10.9 8.7 74.5
Medimurje 99.8 | (4.2) 26.5 (4.6) 12.3 9.6 80.2
Central Croatia 83.7 | (1.6) 28.5 (1.8) 115 n.a. 81.9
Virovitica-Podravina 77.9 | (4.7) 25.4 (6.4) 14.0 8.6 75.4
Pozega-Slavonia 108.7 | (19.4) 35.7 (12.5) 13.9 8.5 72.2
Slav. Brod-Posavina 83.1 | (3.0) 25.6 (4.1) 15.7 8.8 57.5
Osijek-Baranja 81.3 | (2.5) 27.3 (3.4) 22.9 9.6 75.3
Vukovar-Sirmium 86.9 | (2.8 24.9 (4.3) 24.0 8.7 57.5
Eastern Croatia 85.0 | (2.2) 27.4 (2.4) 19.9 n.a. 67.4
Zagreb County 100.5 | (2.7) 28.5 (1.8) 14.8 9.6 74.1
Zagreb City 130.9 | (2.3) 26.5 (2.0) 10.7 11.5 179.2
Zagreb Region 122.1 | (1.8) 26.4 1.7) 11.8 n.a. 148.9
Primorje-Gorski kotar 122.1 | (2.7) 23.7 (2.9) 11.2 10.6 118.1
Lika-Senj 115.1 | (4.4) 19.1 (6.2) 8.7 8.5 103.4
Istria 103.3 | (3.4) 22.9 (4.7) 8.4 9.9 137.5
Adriatic North 114.4 | (2.0) 23.4 (2.4) 9.9 n.a. 123.8
Zadar 93.7 | (3.0) 25.3 (4.0) 18.9 9.8 80.1
Sibenik-Knin 93.4 | (4.0 24 (5.7) 28.2 9.0 69.7
Split-Dalmatia 97.9 | (2.2) 25.2 (2.6) 19.6 10.2 75.3
Dubrovnik-Neretva 102.6 | (3.7) 23 (5.0) 17.4 10.2 88.4
Adriatic South 97.1 | (1.5) 24.9 (1.9) 20.2 n.a. 77.3

Note: Gini coefficient and associated standard errors are computed with the Stata statistical software using svygini add-
on command written by Juan Murioz.

Sources: Authors’ estimates based on HBS 2002-2004 for consumption and inequality (incl. associated standard errors),
Lovrincevic and Mikulic (2006) for GDP in 2003, and Luo’s (2006) estimates based on LFS 2002-2004 for

unemployment and schooling.

The pattern emerging from the distribution of consumption by county is broadly

consistent with the documented development figures from other independent sources,
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such as GDP per capita from national accounts statistics or unemployment and

schooling data from the Labor Force Survey.

Table 6 Poverty Risk by County, 2002-2004
Headcount poverty rate Population share Proportion of the poor

County /Region (%) s.e. (%) s.e. (%) s.e.
Krapina-Zagorje 19.2 (2.8) 3.1 0.1 5.2 0.7)
Sisak-Moslavina 28.3 (3.6) 4.2 0.2) 10.3 1.3
Karlovac 33.8 (5.9) 2.9 0.2) 8.6 (1.5)
Varazdin 15.6 (2.4) 4.3 0.1) 5.8 (0.9)
Koprivnica-Krizevci 20.8 (4.3) 2.8 (0.1) 5.0 (1.1)
Bjelovar-Bilogora 21.7 (4.3) 3.0 0.1 5.7 1.2)
Medimurje 8.0 (1.9) 2.8 0.1 2.0 (0.5)
Central Croatia 21.2 (1.4) 23.2 (0.4) 42.5 2.2)
Virovitica-Podravina 19.8 (2.2) 2.1 0.2) 3.6 (0.5)
PoZega-Slavonia 10.2 (3.0) 1.7 0.2) 1.5 (0.4)
Slav. Brod-Posavina 16.4 (3.3) 3.9 0.1) 5.5 (1.1)
Osijek-Baranja 19.9 (2.3) 7.7 0.3 13.2 (1.5)
Vukovar-Sirmium 16.3 (2.2) 4.4 0.2) 6.2 (0.8)
Eastern Croatia 17.5 (1.3) 19.8 (0.4) 30.0 (1.9)
Zagreb County 6.6 (1.3) 7.2 0.3) 4.1 0.8)
Zagreb City 2.7 0.4) 17.7 (0.4) 4.1 0.7)
Zagreb Region 3.8 (0.5) 24.9 (0.5) 82 (1.0)
Primorje-Gorski kotar 3.4 (0.8) 6.7 0.2) 2.0 (0.5)
Lika-Senj 2.5 (1.1 1.3 0.1) 0.3 0.1)
Istria 4.4 (1.2) 4.7 0.2) 1.8 (0.5)
Adriatic North 3.7 (0.6) 12.7 (0.3) 4.0 (0.7)
Zadar 8.2 (1.6) 3.7 0.2) 2.6 (0.5)
Sibenik-Knin 13.6 (3.4) 2.7 0.2) 3.1 (0.8)
Split-Dalmatia 8.9 (1.5) 10.4 0.3 8.0 (1.3)
Dubrovnik-Neretva 6.2 (2.0) 2.6 0.1) 1.4 (0.4)
Adriatic South 9.1 (1.0) 19.4 0.4) 15.2 (1.6)

Note: Linearized standard errors based on sample specification are reported in parentheses. Poverty calculations are based
on the baseline equivalent consumption using the modified OECD scale (1; 0.7; 0.3).

There are, however, counties for which the relative ranking tends to vary depending
on the indicator of living standards chosen. Counties with the lowest per capita
consumption levels (as measured by its average) are not those with the lowest GDP
per capita. Unemployment rates are, in general, inversely related to consumption,
although with some notable exceptions (Krapina-Zagorje). Inequality is somewhat

higher in regions with lower average consumption. Relative ranking of development
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indicators at the level of the five analytical regions is much more consistent. The
Zagreb and the North Adriatic regions share the most favorable values of the

development indicators.

Figure 8 Poverty Map for Croatia Based on County-Level Poverty Estimates,
2002-2004
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Notes: 1 Zagreb County; 2 Krapina-Zagorje; 3 Sisak-Moslavina; 4 Karlovac 5 VaraZdin; 6 Koprivnica-Krizevcs; 7
Byelovar-Bilogora; 8 Primorje-Gorski kotar; 9 Lika-Senj; 10 Virovitica-Podravina; 11 PoZega-Slavonia; 12 SI. Brod-
Posavina; 13 Zadar; 14 Osijek-Baranja; 15 Sibenik-Knin; 16 Vukovar-Sirmium; 17 Split-Dalmatia; 18 Istria; 19
Dubrovnik-Neretva; 20 Medimurje; 21 City of Zagreb.

Source: Authors’ estimates.

Poverty estimates by county and region are presented in Table 6. The variation in the
incidence of poverty is striking. Headcount poverty rates vary from 4 percent to more
than 20 percent. Accordingly, individuals living in the City of Zagreb or counties of
the North Adriatic Region face a risk of falling into poverty that is 20-60 percent of
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average national risk, while living in the counties of Karlovac and Sisak-Moslavina
raises the poverty risk to levels 2-3 times the national average. Nearly 25 percent of
population lives in Central Croatia, but this region accounts for more than 40

percent of the Croatian poor.

Figure 8 shows the poverty map of Croatia based on county-level poverty estimates.
This 1s a useful device for identifying poverty differentials across areas in the country,
and at present, it represents the highest geographical resolution attainable given the

available data.

Not only do poverty rates vary substantially across regions and counties, but so does
vulnerability to poverty (loosely defined). This question is investigated in Table 7. The
table presents the results after slicing the distribution of per equivalent adult
consumption into intervals centered around the poverty line (z), and counting how
many individuals fall within each interval. By reading Table 7 top to bottom, we
obtain an account of how rapidly the count of the poor changes in response to

changes in the poverty line.

Table 7 Regional Headcount Rates by Poverty Bands, 2002-2004

Consumption level Central | Eastern| Zagreb | Adriatic | Adriatic

(multlple_s of Croatia | Croatia | Region | North South Overall

poverty line)
Extremely poor PEA < 0.5z 3.7 1.2 0.1 0.1 0.4 1.2
Chronically poor 0.5z < PEA < 0.75z 7.6 5.2 1.1 0.2 2.3 3.5
Poor 0.752 < PEA <z 9.9 11.2 2.6 3.4 6.3 6.8
Vulnerable z < PEA < 1.25z 14.5 15.2 5.6 7.5 9.7 10.6
gg";‘f‘e”t non 1.257 < PEA < 2z 376 423 322 38.9 42.9 38.4
Non poor PEA > 2z 26.7 24.9 58.3 49.9 38.3 39.4
TOTAL 100.0/ 100.0| 100.0 100.0 100.0 100.0

Notes: PEA is per equivalent adult expenditure, z is the absolute poverty line, equal to HRK 22,145/equivalent
adult/year.

Source: Author’s estimates.

At the national level, in addition to the share of the population classified as poor (11
percent), there is an additional 10 percent of the population that could be considered
vulnerable to poverty due to their consumption level, which is slightly higher than

the poverty line.
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At the regional level, a comparison between the Central and Eastern regions reveals a
notable difference in the nature of poverty in these two regions. In the Central region,
almost 4 percent of the population lives with an exceedingly low level of resources
(less than half the poverty line), while in Eastern Croatia, a region with a similar
headcount poverty rate, only 1 percent of the population is exposed to such extreme
poverty. On the other hand, the Eastern region has a higher fraction of the
population than the Center with consumption levels close to the poverty line. A
relatively high inequality in the Central region, as measured by the Gini coefficient

and presented in Table 5, contributes to its high exposure to harsh poverty.

5 Summary and Concluding Remarks

This paper presented the major findings of the poverty estimates for Croatia. It has
shown that geography is one of the key factors driving poverty in Croatia. Regional
disparities in poverty rates are large, substantially larger than variations in other
development indicators such as per capita consumption or per capita GDP. Poverty
incidence ranges from close to 3 percent in the Zagreb region to 18-19 percent among
households in the Eastern and Central regions. Even more pronounced is the
variation among poverty gaps and the squared poverty gaps. Poverty is deeper, more

severe, and widespread in rural areas than in urban areas.

An in-depth analysis based on micro-simulations provides strong support for the
claim that the link between poverty and region is firm and direct. Differences in
education, labor market, and other demographic factors cannot account for the
observed regional variations. This result suggests that a focus on regional

development makes sense for Croatia, and this paper is a step in this direction.

By mapping poor households at the county level, we have investigated poverty with a
geographical resolution higher than any previous study in Croatia that we are aware
of. This is an important achievement, which will help develop tools for effective
geographic targeting. However, the finding that the relative rankings of Croatia’s
counties are not robust to the choice of the living standards indicator, raises the issue
of which territorial unit is most appropriate for optimal regional development
planning. It is possible that counties in Croatia are too small a unit for this purpose.

Other possibilities cannot be ruled out at this stage, and further analysis is needed.
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While the focus of this paper was on the geographic variation of living standards,
other dimensions of poverty were investigated as well. We find that the risk of poverty
decreases sharply with the level of educational attainment of the head of household.
Households headed by individuals with primary or lower education are associated
with a poverty risk two times the average, while attainment of secondary education
reduces the risk to one-third of the average risk. Poverty risk literally collapses when

calculated over population groups with relatively high educational attainment levels

Inactivity is clearly mirrored in the structure of poverty rates. The single most
important group is the pensioners. Apart from being associated with poverty risk
twice the average, they are shown to account for 46 percent of the total poor.
Households headed by unemployed and other inactive persons are also subject to an

above-average poverty risk, but together they make up 16 percent of the poor.

Poverty rates increase over the life cycle of the head of household. While cohorts
below 65 years of age have a below-average risk of poverty, households headed by 65+
persons face a poverty risk that is two times the national average. Within the 65+
group, those without pensions are at risk more than five times the national average.

The largest fraction of the elderly classified as poor is concentrated in rural areas.
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Privatization of Social Policy of Water Supply
in the South Caucasus: A Boost to Regional
Development or “Stealing Water from the
Poor”?

Abstract

Private Sector Participation (PSP) has recently become common in the water supply
(WS) sector. There is a belief that the private sector is better placed to mobilize capital
and ensure stronger political autonomy and operational efficiency of a water utility.
In case of the South Caucasus (Azerbaijan, Armenia and Georgia), water is often a
limiting factor for social and industrial development, so that privatization has been
proposed as a means to boost both of them. However, while being a boost to
industrial development on one hand, privatization of the WS may result in the failure
to ensure social and environmental goals on another hand, and result in “stealing
water from the poor”. This paper aims to identify whether PSP in WS is an
appropriate tool for regional development in the South Caucasus, and if so, to

identify the conditions required for sustainable PSP.

Keywords: private sector, water supply, social policy, regional development, South

Caucasus
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1 Introduction

It is axiomatic that water development projects, by their very nature, will have impacts
in and around the regions where they are located. The question, thus, is not whether
water management projects can affect regional development, but rather how a water
development project can be planned, implemented, and managed from the very
beginning in order to maximize net benefits for regional development (Biswas et al.,
2004).

Provision of reliable and clean water to domestic, commercial, and industrial
consumers is an important issue since the world is rapidly becoming more and more
urbanized. It is particularly relevant to the South Caucasus region, which consists of

three former Soviet countries: Armenia, Azerbaijan and Georgia.

At a certain stage, industrial growth and the attendant employment opportunities
may become constrained, unless the consumers receive the appropriate quantity and
quality of water they need (Biswas et al., 2004). If adequate water supply is not

available to consumers, they will face the following problems:

e Increased costs for those who lack access to piped water. This refers to the
money paid to private vendors, or the costs of sinking, equipping and
maintaining a well;

e Increased time and physical effort needed in collecting water. The burden of
fetching water - the source of which is frequently located outside of the
house, in some cases 200 meters afar - may go to the expense of income-
generating activities or the education for school-aged girls;

e Reduced water consumption levels. The more time, effort and money is
spent to get water, the less it is consumed;

e Increased health burdens. Inadequate water quality and the under-provision
of water incur a great public health danger, whereas an absence of the
collection and treatment of sewage is the primary source of infectious
diseases in a town;

e Economic costs in terms of lost productivity. As a result of disease, labor
productivity drops, resulting in less GDP and less income generated
(Mukhtarov, 2005).
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Precisely due to the above mentioned effects, the poor municipal WS services are
among the major obstacles to regional development in the South Caucasus. The
infrastructure is in dire need for reconstruction and expansion, and policy has proven
to be inappropriate (ADB, 2004).

As a solution, international organizations, led by the World Bank, have been actively
promoting the policies oriented at private sector participation (PSP) in the sector.
However, PSP policy applied in Africa, Asia and Latin America has proven
controversial and has induced social conflicts sometimes with violence and victims, as
it happened, for example, in Cochabamba (Bolivia) in 2000. The main concerns
associated with PSP in relation to the so-called “commodification” of water likely
occur after privatization. “Commodification” means the treatment and allocation of
water - like any other good - only to those who can afford it (Barlow and Clarke,
2001; Hall, 2000). That is why the opponents of PSP in the water supply sector have

labeled it “stealing water from the poor.”

This study aims to analyze prospects for PSP in the South Caucasus, whether it would
have a positive impact on regional development, and if yes, what the key factors are
that would ensure PSP to be a boost to regional development rather than “stealing
water from the poor.” The findings of the study are highly important not only for the
countries in the South Caucasus, but also for other newly independent states! and
countries in Central and Eastern Europe, which consider PSP as a means for urban

WS sector reform.

The paper consists of five parts. The second part reviews the theory of PSP
involvement and identifies the factors that generally determine success or failure of
PSP in the water supply and regional development. The third part overviews the WS
policy in Azerbaijan and PSP as a means to promote regional development. The
fourth part is devoted to the pilot case study of the provincial town of Imishli
(Azerbaijan), where the privatization of the water supply has unveiled interesting
relations between social policy and regional development in a transitional context.
The final part identifies the most appropriate PSP model and the risks, which need to

be ameliorated, and proposes appropriate policy steps.

! These are the states that gained their independence afier disintegration of the Soviet Union in 1991.
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2 PSP Involvement in WS Services: Arguments
for and against

One of the most hotly contested issues in the contemporary public sector discourse is
about the role of the private sector in the management of public goods, to which

water supply belongs.

The main argument for PSP stems from the currently observed failure of the public
sector to effectively manage the WS infrastructure, mostly due to the following
problems (Johnstone and Wood, 2001b):

o Gamekeeper-poacher problem. With the government as both the owner and
provider, the manager of the utility is subject to a number of conflicting
influences which it may not be able to balance if clear priorities are not
established;

o Flexibility and autonomy. At the level of operations, bureaucracy is one of the
main constraints in the public sector, while it is not the case to the same
extent in the private sector;

o Absence of competitive discipline. Since public utilities are not subject to the
disciplines of the market, they have less incentive to minimize costs (and
maximize tariff collection rates) and to provide services in a manner that the
consumers demand;

o Access to capital. Private companies can mobilize capital cheaper and faster
than the public ones. They may also be better placed to access technical
skills, such as human capital (Johnstone and Wood, 2001b; Nickson, 1996
cited by Johnstone and Wood, 2001a; Ingram and Kessides, 1994; Idelovitch
and Ringskog, 1995; Mody, 1996).

However, there are serious social and environmental concerns related to PSP in the
WS sector. The main social concerns are rooted in an inherent conflict of private
interests (maximization of profits) with social and ecological considerations in water
development projects (Faruqui, 2003). For example, with costs and prices of water
provision higher and demand lower in poorer neighborhoods, private companies are
unlikely to have sufficient incentive to improve access in these areas (Johnstone and
Wood, 2001b). The other concern is related to the affordability of water after

privatization (Blatter and Ingram, 2001). A private company being primarily
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interested in cost savings and the maximization of sales could cut spending on

maintaining good quality of water (Faruqui, 2003).

Among environmental concerns, there is lack of incentive for private suppliers to
conserve water, as they are interested in increased consumption rates and sales of their
services. For example, excessive abstraction took place in China, South Africa,
England and Wales and caused, in some cases, the drying up of streams (Faruqui,
2003).

Probably disappointing for the participants in the debate, the problem is rooted not
in who owns and operates, but in how one owns and operates the system. Efficient
utilities are those that are run as self-sustaining commercial enterprises accountable to
people. Whether ownership is public or private is less important (Faruqui, 2003;
Johnestone and Wood, 2001b).

There is a list of universal principles of WS that have to be adhered to. Gleick et al.
(2002) describe these principles as follows:

o Continue to manage water as a social and environmental good. This means that
the entire population, within the scope of a contract, should be provided
with basic water requirements of 50l/capita/day (Johnstone and Wood
2001b); natural ecosystems should be protected and subsidies provided for
the poor to afford minimum water requirements (Faruqui, 2003);

o Use sound economics in water management. This means that the price of water
should reflect all costs and be designed to encourage water conservation.
Subsidies should be provided primarily to the poor without altering the
water price, not to decrease conservation incentives. At the same time, it is
important to permanently revise the subsidies system to ensure that they
reflect the needs of the poor and other goals of urban water policy;

o Maintain strong government regulation and oversight. Governments should retain
or establish public ownership or control of water sources. Public agencies
should monitor water quality. Responsibilities of each partner should be
precisely determined. Clear disputeresolution procedures should be
developed prior to privatization. Independent technical assistance and
contract review should be standard. Negotiations over privatization contract

should be open, transparent, and include all affected parties.
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If these principles are respected in the process of reform, a PSP arrangement will be
successful. However, the main problem is that with an increase in regulation and
environmental and social standards of policy, the attractiveness of the sector for
private investors drops. Therefore, the right balance in the combination of these
principles is required in each specific place with respect to the general principles

outlined above.

In general, PSP cannot be viewed separately from broader water management issues.
One such important issue is decentralization, especially emphasized in the Almaty
“Guiding Principles for Reform of Urban Water Supply and Sanitation in Newly
Independent States” (OECD, 2000a). In this document, decentralization is envisaged

as based on four elements:

e  decentralizing responsibility for water supply and sanitation services to the
municipalities, avoiding excessive fragmentation;

e  establishing the legal, regulatory and institutional framework for sound and
municipal finance, including effective planning, supervision and fiscal
control within municipalities;

e clarifying the legal status of water utilities and their relations with local
governments rights for infrastructure;

e establishing a framework for treating the inherited debts of water utilities.

However, relations between decentralization and PSP are not straightforward.
Although they are often suggested for implementation together, it is not uncommon
that decentralization actually discourages PSP (WB, 2000; OECD, 2000a, etc.). When
the centralized systems with big economies of scale are divided into smaller municipal
systems, they are not as attractive to private investors as before. It has been observed
that there is little commercial interest in PSP in water utilities serving less than 50,000
people (OECD, 2003). This problem might be potentially solved by creating
municipal unions to reach the required economy of scale and attract PSP, as it
happened in Poland (Mukhtarov, 2005; Castalia, 2003). Another potential problem
with decentralization is that the actual transfer of water utilities to municipalities,
which are not ready to take over the systems, might be harmful. Decentralization
should proceed gradually with the thorough preparation of municipalities to take
over the system. On the other hand, it is also important to develop political will to
decentralize the sector and not allow the justification of centralization by the current

lack of municipal capacity (Mammadzadeh, 2005).
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3 Water Supply Sector in the South Caucasus
and Prospects for PSP

As a heritage from the Soviet Union, all three countries in the region - Armenia,
Azerbaijan and Georgia - have had quite a developed system of WS services coverage
in comparison with other countries with similar levels of GDP per capita (WB, 2000).
Nevertheless, water system coverage does not mean access to water because settlers
living on higher floors in apartment blocks have to invest in pumps and water tanks
due to the low water pressure and availability of water - only for 2 to 4 hours a day
and sometimes even not at all. Moreover, for more than 20 years, the infrastructure
has not been renovated and currently is in dire need of replacement (ADB, 2004). As
for management techniques, a centralized system inherited from the soviet past
dominates the sector and utilities are mostly publicly owned and operated. The

section below discusses the specific features of each country in the region.

3.1 Armenia

Drinking water coverage is 85 percent on average, whereas it is 99 percent in Yerevan
and 56 percent in the small cities. All urban and about 20 percent of rural areas are
equipped with wastewater collection and treatment systems. In contrast to other
countries in the region, there is metering of consumption in almost 50 percent of the
connections, whereas it is 80 percent in Yerevan. Nevertheless, the physical state of the
infrastructure has degraded to the level that the unaccounted-for-water” has reached 65

percent as an average for the country.

The sector structure is quite different from the other two countries: the capital
Yerevan has its separate municipal water company, which has been under a
management contract funded by a World Bank loan since 1999 with a consortium of
Acer and Company Armenian Utility (led by ACEA s.p.a. with C. Lotti and
Association and Wrc.). The management contract expired on April 30, 2005, and the
new loan has been prepared to continue it. As for the 34 municipalities and 490 rural
communities outside the capital, they are managed by the state company

Armvodokanal. Armvodokanal has been under a management contract with Saul

2 Unaccounted-forawater is the index used to measure water lost in the pipe-lines due to various reasons (leaks, stealing
etc.)
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since December 2004. Recently, one utility from the Armavir region (Nor Akunk)

split from Armvodokanal in order to pursue a loan from KfW.

The government is interested in the development of the sector and in attracting
foreign expertise to sector management. The entire sector is now managed through
management contracts, although financed by subsidized loans (World Bank/IDA and
KfW with zero interest and a 40 year repayment schedule). It is unlikely that water
tariffs will be increased dramatically in the near future; however, the tendency to cost

recovery of water operations will be maintained (Global Water Intelligence, 2005).

3.2 Georgia

The water supply coverage is 86 percent of the population (99 percent for Thbilisi, 82
percent for large cities and 56 percent for small towns). Unaccounted-for-water is 45
percent. The water sector is in deep financial crisis, but at the same time, the new
government is reluctant to increase tariffs, fearing social unrest. Most finance comes

from international donors and subsidized loans.

A limited liability company/association of the Georgian water utilities,
Gruzvodokanal, is the primary organization in the Georgian water and sewerage
sector and provides technical and advisory assistance to all municipal utilities and
minor water suppliers in small towns and large villages. There are 85 municipal water
utilities in the country, and 41 cities have wastewater collection systems.
Municipalities are fully in charge of establishing water tariffs (Global Water
Intelligence, 2005).

The WS sector is in public hands and the government is hesitant to agree to
management contracts for communal services after the failure of the AESled
management contract for Thilisi’s electricity system. According to predictions of
Global Water Intelligence (2005), there will be no significant projects undertaken in
the country in the near future due to a reluctance to borrow and a fear of a complex
water tariff reform. Donor assistance will dominate the development of the sector.
The sector is centralized; cross-subsidization is very common and cost-recovery is not
even formulated as a policy goal. There is no longterm vision that would articulate
the direction of sector development or connect it with other water resources issues;

policy is shortterm and emergent or so to say “blind wandering”. The WS sector is

98



abso