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The transition economies of Former Soviet Union (FSU) and Eastern 

Europe (EE) experienced a dramatic increase in poverty in the 1990s. In 

this research we investigate the causes of rapid poverty increase using 

computed ourselves by POVCAL poverty headcount index based on 

$PPP’93 4 per person per day poverty line as a measure of poverty. We 

have found that a significant decline in economic performance and an 

increase in income inequality are the main factors that contributed into 

the poverty increase in 1990s in transition economies.  Still, the levels of 

economic freedom and foreign direct investment have a significant 

negative influence on poverty. In the end of 1980s poverty in both FSU 

and EE countries was lower that that in the other countries, while during 

transition period FSU countries demonstrated higher poverty and EE still 

lower poverty as compared with other countries. In the middle of 1990s 

(during transition) an increase in inequality contributed more into poverty 

change in the FSU while economic performance had more influence on 

poverty in EE. 
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Poverty reduction has been and will continue to be the ultimate goal of 

economic and social development for many countries all over the world. 

However, presently the achievement of this goal is becoming of 

increasing importance for transition economies as well. According to 

recent studies (Danielson, 2001; Chen and Wang, 2001; Ali and 

Elbadewi, 1999) and real-life countries’ experience, high and sustained 

positive economic growth is a necessary prerequisite for substantial 

poverty reduction. Still, positive economic growth does not necessarily 

imply poverty reduction, since poverty is not only growth-sensitive but 

also inequality-sensitive factor (Bruno, Ravallion and Squire, 1998). 

According to some researchers (Forsyth, 2000; Ali and Elbadewi, 1999; 

Banerjee and Duflo, 2000), economic growth tends to increase income 

(and asset) inequality, which, in turn, might increase poverty (Rodrik, 

1988a). Similarly, some researchers (Adams, 2002) claim that positive 

economic growth benefits rich people rather than poor people. That’s 

why the impact of economic development on poverty remains rather 

confined.  

Deciding which of the factors are the most important for poverty 

reduction is crucial to devising effective programs and policies of 

poverty reduction in different countries. Indeed, countries’ governments 

need the information on the dynamics and causes of poverty in order to 

conduct social assistance programs properly. A better understanding of 

economic growth and inequality impact on poverty could facilitate 

improvement in the social policies design and higher efficiency of the 

social assistance programs. Furthermore, presently some major donor 

organizations of the world (World Bank, USAID, DFID) conduct 

different anti-poverty initiatives that focus more on broad-based 

economic growth in transition and developing economies than on income 
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inequalities in these countries. Before implementation of such broad-

based growth strategies aimed to reduce poverty in the countries it is 

really important to define the level of positive economic growth 

necessary for poverty reduction and to evaluate the impact of income 

inequality on poverty reduction process.�

To date, transition countries become more and more involved into the 

problem of increasing poverty, unlike two decades ago when the FSU 

and EE countries performed very low poverty level (Milanovic, 1999). 

The last decades brought a lot of changes into these economies that lead 

to substantial poverty increase. Firstly, during the initial stage of 

transition the countries of CEE and FSU suffered a sharp contraction in 

output:, implying a rapid decline in average individuals’ income. As a 

result, deterioration of people’s standard of living led to poverty increase. 

Secondly, negative economic growth in most transition countries was 

accompanied with significant increase in inequality implying rise in 

number of very poor and very rich people (Milanovic, 1998). 

However, the influence of each of these factors on poverty could differ 

for EE countries and the FSU, since according to Ivaschenko (2003), the 

relationship between economic growth and inequality was not the same 

in the FSU and EE countries during transition period. Namely, economic 

growth had stronger negative effect on inequality in Eastern Europe 

countries then in FSU countries. Consequently, influence of economic 

growth and inequality on poverty in EE countries and the FSU could be 

different as well. Following Ivaschenko (2003), we suspect that during 

transition economic growth has stronger decreasing effect on poverty for 

Eastern Europe than for the FSU, while income inequality contributes 

more into poverty in FSU countries than in EE countries.  

                                                
1  In many countries of the FSU the outputs declined to 30-40 % of their pre-transition 
levels. 
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The poverty changes in transition countries pose many important 

questions. What are the main factors for poverty reduction, and namely, 

to what extent economic growth and income inequality influences 

poverty? Is the relationship between change in poverty, growth and 

inequality the same for the transition countries as for the other countries? 

Does this relationship in transition countries change with time when 

transition proceeds? We intend to answer these questions in our research.  

 

The paper is organized as follows. Part 2 contains a brief overview of 

recent analytical arguments regarding the relationship between economic 

growth, poverty and income distribution and then presents a theoretical 

model combining poverty decomposition into growth and inequality 

components and determination of growth and income distribution factors. 

Part 3 contains description of data on economic growth, income 

inequality and poverty for 55 low-, lower-middle and upper-middle 

income countries of the world, including transition economies. The 

detailed methodology of specific poverty headcount data construction is 

presented here. Part 4 discusses the estimation results of growth- 

inequality- poverty relations from these new data and the main findings 

of the data set. The final section, Part 5, summarizes. 
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There are a lot of studies on the poverty-growth-inequality relationship 

that develop different approaches to the problem. On the one hand, some 

authors consider inequality as a main point of the relationship and 

investigate the role of inequality in the joint determination of growth and 

poverty (Ali and Elbadewi, 1999). On the other hand, some researchers 

focus on the fact that economic growth usually increases income 

inequality and so poverty could be influenced through at least two 

possible channels: economic growth itself and inequality (Ravallion, 

1995). Namely, according to Ravallion (1995), even in the countries with 

high inequality substantial economic growth, on average, makes poverty 

fall. But the speed of its reduction is much more lower than that in 

countries that exhibit more equitable growth. Consequently, according to 

Ravallion (2004), there is a strong interdependence between economic 

growth and income (asset) inequality and both of the factors contribute 

significantly to poverty. 

Let’s consider growth-inequality relationship, namely, the growth impact 

on inequality first. Actually, a lot of studies have been developed on this 

subject. One of the most controversial theories here is the Kuznets 

hypothesis. This hypothesis suggests that the relationship between 

inequality and economic growth in the country is of inverted U-form. 

Namely, when country’s per capita income increases inequality increases 

as well, reaches its maximum and then decreases. There is an extensive 

literature on Kuznets hypothesis, and the results of these studies are very 

controversial. For example, Papanek and Kyn (1986) found a strong 

empirical support for the effect of economic growth on inequality 

measured in 83 countries over 1952-1978, as well as Li, Xie and Zou 
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(1999) using data for 84 countries covering 1950-1992. However, Li, Xie 
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�!(*'�� ��&� ����(�"� ��$�� -*!��($��� �(�� &!%%$�&8� �*� �&�%�3� D4554E�

-*�-"!�$*�� $���#��� �-*�*%$-� ,(*;�#�#����*�����$��$-�"��))�-��*��-#��,�� $��

$�-*%��$��+!�"$���!��$"������(���!(*'����&�����(�"���$���-*!��($���D%*���

*)�;#$-#��(��$���(���$�$*�E��(��$�-"!&�&�$����%'"�8��
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�

Regarding data for Kuznets relationship estimation, researchers use either 

cross-sectional data for empirical testing (Ivaschenko, 2003) or time-

��($���D��.�""$*�	�:==@I�7(!�*	���.�""$*����&��+!$(�	�:==?I��$��%$	�:==?E8�

�$�-���#��#�'*�#��$��$������&�*���#��'(�%$����#����#�(��$�������&��-��)*(���

-*!��(���*�%*.��)(*%�"*;�$��+!�"$�����&�"*;�'(*&!-�$.$����*�#$,#�$��+!�"$���

��&� #$,#� '(*&!-�$.$��� ��-�*(� *.�(� �$%�	� $�� $�� '(�)�(��"�� �*� *���(.�� ��

-*!��(�3��-#�(�-��($��$-�*.�(��$%�	��*� ���$%��$*������&�*���$%�1��($���&����

���%���*����%*(�� (�"$��"�8��#��'(*�"�%�#�(�� $���#�����"�- �*)��!))$-$���"��

"*�,�#$��*($-�"�&��������*)����&*����*���""*;�!�$�,��$%�1��($������$%��$*�8��

�*� $�.���$,���� �#�� ,(*;�#1� $��+!�"$��� (�"��$*��#$'� &$))�(���� ���$%��$*��

��-#�$+!���#�.��������''"$�&8� �*(� �B�%'"�	��(&$��(�� �������+!�(���;�(��

!��&�����#����("�����,���*)��#��0!G�����#�'*�#��$��(����(-#8��*(��(�-���"�	�

��$�$�,�(���&��+!$(��D:==FE�!��&�'���"�&�������$%��$*��%��#*&*"*,��;$�#�

��.�(�"� -*���-!�$.�� %���!(��� *)� $��+!�"$��� )*(� ��-#� -*!��(�8� �$%$"�("�	�

7��#��$����&��'$�,�"�D:==?E	��*(����D:==?E��(,!�&��#����������$%�����&*�

�*���--*!�� for country-specific effects, therefore, they used fixed effects 

estimation. In similar way, Ivaschenko (2003) used both fixed and 

random effects when estimating inequality growth impact on inequality 

for transition countries. In contrast, Barro (1999) argued that the implicit 

differencing in fixed effect estimation implies some bias due to 

measurement errors and so he used a three-stage least squares (3SLS) 

estimator that treat the country �'�-$)$-��((*(���(%�����(��&*%8��

��B�	� "��3�� -*��$&�(� �#�� $%'�-�� *)� $��+!�"$��� *�� �-*�*%$-� ,(*;�#8� ��

�!%��(� *)� �#�*(��$-�"� '*"$�$-�"� %*&�"�� #�.�� ����� &�.�"*'�&� *�� �#$��

(�"��$*��#$'�$��"*�,�(!�8��*(�$�����-�	�7���(H�����&��!)"*�D4555E�(�'(������

�;*� &$))�(���� �''(*�-#��� �*� �#��� $��!�	� ;#$-#� �!,,���� �� -�!��"� (�"��$*��

���;���� $��+!�"$�����&�,(*;�#8��#�����(���#��'*"$�$-�"��-*�*%���''(*�-#�

��&��#��;��"�#��))�-���''(*�-#8�
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The first one is presented by Political Economy Model, which considers 

the premise that inequality leads to redistribution and redistribution hurts 

growth. The authors discover an inverted U-shaped relation between 

growth and distributional changes. Namely, ”Growth is maximized when 

there are no changes in inequality and is lower when there are changes in 

either direction.” To note, in this model the authors do not worry about 

direct effect of growth on distribution (the Kuznets curve effect) that is 

presumably subsequent or contemporaneous to the growth episode. The 

point of the authors’ interest here is an effect of the distribution prior to 

the growth episode. That’s why to avoid endogeniety problem, they use 

lagged value of inequality when estimating the impact of inequality on 

growth. Otherwise, there would be the effect of reverse causality- from 

growth to anticipatory changes in inequality. In that case it would be 

impossible to interpret the growth and distributional change causally. 

One more interesting feature of Banerjee-Duflo approach is that they 

consider a non-linear causal relationship as a sufficient explanation of the 

fact that previous estimates of the relationship between the level of 

inequality and growth so much differ from one another. Consequently, 

this model could be considered as a very special one since, it concludes 

that all the changes in inequality are bad for growth. 

The second approach presented by Banerjee and Duflo (2000) considers 

a simple wealth effect argument. It suggests a concave relationship 

between the current wealth of the individual and his future wealth. More 

precisely, wealth effect model looks at the correlation between growth 

and the level of inequality (in political economy model inequality 

changes are considered rather than level of inequality). The authors 

concluded that the effect of contemporaneous inequality on growth was 

never significant, even when they looked at the effect of lagged 

inequality instead.  

�
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�#�� ��B�� �#$�,� �*� -*��$&�(� $�� '*.�(��� (�&!-�$*�� $���")8� ��� �&�%�� D4554E�

�*���	� *�"�� �;*� )�-�*(�� %*��"�� &���(%$��� #*;� %!-#� �-*�*%$-� ,(*;�#�

(�&!-���'*.�(��8� �#��)$(���*��� $���#�� (����*)� �-*�*%$-� ,(*;�#� $���")8� �*(�

�B�%'"�	��+!$(�� D:==>E�!��&�J:�'*.�(���"$���'�(�'�(�*��'�(�&����*�(�,(����

�#��(����*)�'*.�(���(�&!-�$*��$����-*!��(��*���#��(����*)��-*�*%$-�,(*;�#8�

�$��(��!"��$���#���:1'�(-����$�-(�����$���#��,(*;�#�(����(�&!-�&��#��'*.�(���

#��&-*!������5846K8��#����-*�&�)�-�*(��#���$�)"!��-���'*.�(���(�&!-�$*��$��

�#�� �B����� *)� $��+!�"$��8� �--*(&$�,� �*� �$%'"�� ����$��$-�"� "*,$-	� �-*�*%$-�

,(*;�#�$��%*(��"$ �"���*�(�&!-��'*.�(���;#���$��+!�"$���&�-(�����	��#���$)�$��

&*����*�8��*�'(*.���#$�	�7(!�*	���.�""$*����&��+!$(��D:==?E�(�,(�����#��(����

*)�-#��,��$��'*.�(���*���*�#��#��-#��,��$��,(*;�#�D�#���!(.���%���E���&�

�#�� -#��,�� $�� $��+!�"$��� D�$�$E� ��&� *���$��&� ����$��$-�""�� �$,�$)$-����

-*�))$-$����� D1484?� ��&� >8?F� )*(� ,(*;�#� .�($��"�� ��&� $��+!�"$��� .�($��"��

(��'�-�$.�"�E8��#$��$%'"$����#���'*.�(���(�&!-�$*��$������$�$.���.����*��%�""�

-#��,���$���#��*.�(�""�&$��($�!�$*��*)�$��+!�"$��8��#���$�	��#��%*(��$��+!�"$���

)�""�	� �#�� ,(����(� $�� �#�� '*.�(��� (�&!-�$*�	� !�&�(� ,$.��� ,(*;�#� (���8� �#��

$%'*(�����)$�&$�,�*)��&�%��D4554E� $���#��)�-���#�������$��$-�"�"$� ����;����

,(*;�#���&�'*.�(���$��(��""����(*�,�;#����-*�*%$-�,(*;�#�$��%���!(�&����

�!(.���%����$�-*%��D-*��!%'�$*�E8�
��-�����-*�*%$-�,(*;�#�$��%���!(�&�

��� ���� '�(� -�'$��	� $��� $%'�-�� *�� '*.�(��� (�&!-�$*�� $�� �*�� �!-#� ��(*�,�

����$��$-�""�8� �*�-�(�$�,� '*��$�"�� '*"$-�� $%'"$-��$*��	� �&�%�� D4554E�

-*��$&�(���-*�*%$-�,(*;�#��--�"�(��$*������#��*�"��;����*�(�&!-��'*.�(���

�""� *.�(� �#�� ;*("&8� ��� �#�� ��%�� �$%�	� �#��� ��&� ���,� D455:E� ;#���

$�.���$,��$�,� (�-���� �(��&�� $�� �#$��3�� ,(*;�#� ��&� '*.�(��� (�&!-�$*�� )$�&�

�#����*�#��-*�*%$-�,(*;�#���&� $�-*%�� $��+!�"$���-*��($�!��� $��*�'*.�(���

"�.�"� -#��,�8� ��%�"�	� ,(*;�#� #��� �� �$,�$)$-���� $�)"!��-�� *�� '*.�(���

(�&!-�$*�	�;#$"����($�$�,� $��+!�"$��� $�-(������'*.�(��8��*(�*.�(	��--*(&$�,�

�*��#�����!�#*(�3�)$�&$�,�	� �-*�*%$-� ,(*;�#�����)$����#��'**(�%!-#�"����

�#����#��($-#8��

�

�

�
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���� *)� �#�� %*��� $���(���$�,� �''"$-��$*��� *)� '*.�(��1$��+!�"$��1,(*;�#�

�#�*(��;���%�&������"$���&��"��&�;$�D:===E8��#����!%%�($��&��#��(��!"���

*)� '(�.$*!�� �#�*(��$-�"� ��!&$��� *�� ,(*;�#1$��+!�"$��1'*.�(��� (�"��$*��

D��%�"�	��"��$�����&��*&($ 	�:==6I��*&($ 	�:==?�I��"$	�:==?I��*���(	�:==?I�

�������&���.�""$*�	� :==4I�����&���&�0���!(	� :==>�	��E����'*��!"��$�,���

%*&�"�*)�)*!(� �+!��$*����#����--*!����)*(��#$�� (�"��$*��#$'� D�''��&$B� :	�

:8�:E8��

�#$��%*&�"�)*-!����*���#��(*"��*)�$��+!�"$���$��H*$���&���(%$���$*��*)��*�#�

'*.�(��� ��&� �-*�*%$-� ,(*;�#8� 7��$&��	� $�� -*��$&�(�� �*�1&$��($�!�$*��"�

)�-�*(�� *)� $�)"!��-�� *�� ,(*;�#� ��&� &�-*%'*���� '*.�(��� -#��,��� $��*�

,(*;�#� ��&� &$��($�!�$*�� �))�-��8� �&&$�$*��""�	� 0!G����� (�"��$*��#$'�

�'�-$)�$�,� $��+!�"$��������)!�-�$*��*)�%���� $�-*%����&��$%��.�(�$�,�)$B�&�

�))�-��$��-*��$&�(�&��#�(�8�

��!(�#�(	� �#�� %*&�"� ���"����� -*!��(�1�'�-$)$-� -*�&$�$*��� ��-����(�� �*�

%�$���$�� ����$*��(�� '*.�(��� *.�(� �$%�8� ��%�"�	� �#�� %*&�"3�� ����&�1������

�*"!�$*��'(*.$&����#��(����*)��-*�*%$-�,(*;�#�-*��$������;$�#�G�(*�-#��,��

$��'*.�(�����&�$��+!�"$���"�.�"�-*��$������;$�#��*�#�����$*��(��'*.�(�����&�

-*�������"*�,1��(%�(����*)�,(*;�#�D�''��&$B�:	�48�:E8��#���!�#*(���!,,����

�#���/�������$*��(��"�.�"�*)�'*.�(��� D�LM�5E� $���*����-����($"�� $�-*��$������

;$�#�#$,#�����&��������"�.�"�*)� $��+!�"$��� D E	�'(*.$&�&��#����#�����*"!���

(����*)�(�&!-�$*��$��'*.�(���&!���*��*�1&$��($�!�$*��"�,(*;�#�)!�&�%����"��

D E� $��#$,#�(��#����#��(����*)�-#��,��D$�-(����E�$��'*.�(���&!���*��*�1

,(*;�#�)�-�*(��Dα5E���&��#����#���))�-��*)�$��+!�"$���*���#��(����*)�-#��,��*)�

'*.�(��� �#(*!,#� �#�� ,(*;�#� -#����"� Dαβ5E� $�� �%�""2	� D�"$� ��&� �"��&�;$	�

:===�@E8��#$��$%'"$����#���������$*��(��"�.�"�*)�'*.�(���-*!"&����%�$���$��&�

$���#��-*!��(���.���;$�#�#$,#�"�.�"�*)�$��+!�"$��8��
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�$��""�	� �#�� �!�#*(�� ���"���� �#�� &���%$-�� *)� '*.�(��	� $��+!�"$��� ��&�

�-*�*%$-�,(*;�#��(*!�&��#������&�������	�;#$-#�$��-*�&!-��&�;$�#��#��#�"'�

*)�'#����&$�,(�%�D�''��&$B�:	��$,!(��:E8��#��&$�,(�%��!,,������$B�'#����	��

two of which (I, IV) represent stable path towards steady state that 

implies stationary level of poverty and inequality level consistent with 

constant long-term growth rate. Other two phases (III, VI) are unstable 

and remaining two phases (II, V) diverge towards unstable phase. To 

analyse the poverty dynamics, the authors classify the countries in the 

sample according to the six phases of the diagram. Further, depending on 

the phase, broad strategy for dealing with poverty is suggested for every 

particular country.    

Consequently, according to the analysis conducted by Ali and Elbadewi 

(1998), poverty determination is not the same for different countries and 

depends on specific characteristics of every particular country. In our 

analysis we attempt to investigate whether the peculiarities of transition 

economies imply different poverty- inequality- growth relations as that in 

other countries. 
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As �����&� '(�.$*!�"�	� �#�� %�$�� ,*�"� *)� *!(� (����(-#� $�� �*� ���"���� #*;�

�-*�*%$-� ,(*;�#���&� $�-*%�� &$��($�!�$*���))�-��'*.�(��� $���#���(���$�$*��

-*!��($��8���%�"�	�;��)*-!��*�����;�($�,��#����'�(�$-!"�(�+!���$*����

�$(��	�;#����(���#��%�$��)�-�*(���#���$�)"!��-��'*.�(�����&�#*;��-*�*%$-�

,(*;�#���&�$�-*%��$��+!�"$����(��(�"���&��*�'*.�(��I�

��-*�&	� ;#��#�(� '*.�(��1� �-*�*%$-� ,(*;�#1� $��+!�"$��� (�"��$*��#$'� $��

�(���$�$*��-*!��($���$���#����%�����$��*�#�(�&�.�"*'$�,�-*!��($��I�

��#$(&	� ;#��#�(� $�)"!��-��*)� �-*�*%$-� ,(*;�#���&� $�-*%�� $��+!�"$���*��

'*.�(���$���(���$�$*���-*�*%$���.�($���;$�#��$%�8���%�"�	�;���(��$���(����&�

$�� -*%'�($�*�� *)� '*.�(��1� �-*�*%$-� ,(*;�#1� $��+!�"$��� (�"��$*�� $�� '(�1

�(���$�$*��'�($*&�D�#��"����?51�#E	�&!($�,��(���$�$*��D�#��%$&&"��=51�#E���&�$��

"�����(���$�$*��'�($*&�D"����=51�#�<�!'��*�455:E8��

According to recent researches (Milanovic, 1998; Ali and Elbadewi, 

1999), poverty changes can be decomposed into changes in income 

distribution and economic growth. 

Let’s consider standard general specification that poverty index is a 

function of standard of living and inequality measure. Common 

assumption here is that poverty measure is homogeneous of degree zero 

in the poverty line and mean income. Related hypotheses are: 

Poverty index is negatively related to mean income. That means, for 

given inequality, increase in income usually implies reduction in poverty; 
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Poverty index is positively related to inequality coefficient. That is, for 

given %���� $�-*%�	� ��� $�-(����� $�� $�-*%�� $��+!�"$��� "��&�� �*� '*.�(���

$�-(�����D�"$	�:==?I��������&���.�""$*�	�:==4E8�


��*!(�(����(-#�;���(��%*��"��$���(����&�$��'*.�(���-#��,��&���(%$���$*��$����

�(���$�$*�� �-*�*%$��8� �--*(&$�,� �*� �&�%�� D4554E� ��&� �$"��*.$-� D:==?E	�

'*.�(��� ��&� $��+!�"$��� $�-(����&� (�'$&"�� &!($�,� �(���$�$*�� $�� �#�� �*(%�(�

�*.$���
�$*����&������(�� �!(*'���*-$�"$��$-�-*!��($��8��*���+!���"�	��#��

%�$��#�'*�#��$���*���������&�$���#$��(����(-#�$�����)*""*;���

�5�� &���($*(��$*�� $�� �-*�*%$-�'�()*(%��-�� ��&� (�'$&� $�-(����� $�� $�-*%��

$��+!�"$��� $�� �#�� �(���$�$*�� -*!��($��� ;�(�� �#�� %�$�� (���*��� *)� &(�%��$-�

'*.�(���$�-(�����;#����(���$�$*��'(*-���������(��&8�

�!(�#�(	�;������%'���*�$&���$)�	�;#$-#�*)��#����*.��)�-�*(��-*��($�!���$��*�

'*.�(���$�-(�����$���(���$�$*���-*�*%$�� more.  

�

!	��#�����
��������
��

Naturally, to estimate the relationship of interest we need some measures 

of poverty, economic growth and inequality. The common approach 

regarding poverty measurement is to use poverty headcount indexes- the 

percentage of people whose income is below a certain threshold. Income 

inequality is usually represented by Gini coefficients. Finally, to count 

for economic growth, it is possible to use one of the following three 

measures: per capita private consumption growth or per capita GDP 

growth or per capita GNI growth. Since data for GNI per capita is both 

available and seems to express mean income of population more precise 

we use GNI per capita in PPP as proxy for mean income. Also, one of the 

relevant approaches is to use the above measures in levels (Ravallion and 

Chen, 1997; Adams, 2002). 
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���-�	� �$�-�� ;�� �(�� %*��"�� $���(����&� $�� '*.�(��� &���(%$���$*�� $�� '(�1
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"$��� ��� -*%'�(�&� ;$�#� �#�� �*("&� 7�� � "$��� *)� ���*"!��� '*.�(��	� �!��

�--*(&$�,��*��$"��*.$-�D:==?E��2��#��"�.�"�*)�$�-*%��*)�������!(*'������&�

�*(%�(� �*.$��� 
�$*�� -*!��($��	� ��&� �#�� -*%'(���$*�� *)� �#�$(� $�-*%��

&$��($�!�$*���%� ��J���� 6�'�(� &���'�(�-�'$����� (���*���"��'*.�(���"$��28�

�$%$"�("���*��$"��*.$-� D:==?E	� ;��-*��$&�(���-*%%*��'*.�(���"$��� ����#��

"�.�"�*)�J����6�'�(�-�'$���'�(�&���$��*!(�(����(-#8��


�� $�� ;*(�#� �%'#��$G$�,� �#��� J:45� %*��#"�� DJ6� &�$"�E� '*.�(��� "$��� $�� ���

$���(���$*��"�'*.�(���"$����������J6�'�(�'�(�*��'�(�&���$��:==>�-*��!%'�$*��

'!(-#��$�,�'*;�(�'�($���D���E��B-#��,��(�����D���	����������������
�����

$$$672��������E8� �#�� ���� �B-#��,�� (����� �(�� !��&��*�'(*.$&�� �#�� ��%��

'!(-#��$�,� '*;�(� *.�(� -*��!%'�$*�� ,**&�� $�� �""�-*!��($��8� �*� -�"-!"����

-*��!%'�$*�������B-#��,��(������(�'(�������$.���!�&"��*)�,**&��$��-#*����

��&�$���'($-��$��"*-�"�!�$���)*(��.�(��'�(�$-!"�(�-*!��(��$��-*%'�(�&�;$�#��#��
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8�8�&*""�(�-*���*)��#����%���!�&"�8��#��-*�.�(�$*�����$%�����'(�'�(�&����

�#���*("&�7�� ��(��!��&�)*(�-*%'�($�*��*)�"*-�"�-*����;$�#�
8�8�-*���84�

�!���*�$����'�-$)$-$��	��#�(�� $���*��.�$"��"��&����*��'*.�(���#��&-*!����)*(�

�""��#��-*!��($������&�&�)*(��#���$%��'�($*&��*)�$���(����D:=?C1?=	�:==>1=@�

��&� :==?1455:E8>���$""	��#���� $�&�B���-*!"&����-*%'!��&����%�����*)��#��

�*("&� 7�� 3�� �*)�;�(�� ������	� ;#$-#� ���$%����� �""� �#�� '*.�(��� ��&�

$��+!�"$��� %���!(��� $�-"!&$�,� �$�$3�� ��&� '*.�(��� #��&-*!���8� �*� %� ��

-*%'!���$*������������&��&$��($�!�$*��"�&���	�;#$-#���'$-�""��$���.�$"��"��

$��,(*!'�&�)*(%	��!-#����$�-*%���#�(���*)�&�-$"���*)�#*!��#*"&�(�� �&����

'�(�-�'$���$�-*%�8���$�#��#$��&�����������!����'�(�%��($-��'�-$)$-��$*���

*)��#��!�&�("�$�,��*(��G�-!(.���*�-�"-!"�����""��#��'*.�(�����&� $��+!�"$���

%���!(���� �#�� �*(��G� -!(.�	� �$�$� $�&�B	� #��&-*!��� $�&�B� *)� '*.�(��	�

'*.�(��� ,�'� $�&�B	� �*���(1�(��(1�#*(��- �� $�&�B	� ��&� �#�� �"���$-$�$��� *)�

�#����'*.�(���%���!(���;$�#� (��'�-���*��#��%����*)��#��&$��($�!�$*�8� ��*�

�%'"*���#$���*)�;�(��$��$����-����(���*�#�.��&����*��'*.�(���"$����)*(��.�(��

'�(�$-!"�(� -*!��(�� $�� �.�(�� '�(�$-!"�(� '�($*&� *)� �$%�	� &���� *�� $�-*%��

&$��($�!�$*��D$�-*%���#�(����--(!$�,��*��#���'�-$)$�&�'�(��*)�'*'!"��$*�E���&�

&����*��%����$�-*%��$���#��-*!��($��8���

�

$
�����������

A common poverty line chosen should allow comparing poverty in time 

and among countries. 

Following Chen and Ravallion (1999) and Milanovic (1998), we 

calculate poverty line for every specific country in every specific period 

(year) using the below formula: 

                                                
2 A review and critique of purchasing power parity (PPP) numbers could be found in 
Deaton (2001). 
3 Poverty headcount data based on $PPP’93 4 daily poverty line is computed by 
Milanovic (1998) only for 18 transition countries for 1987-89 and 1993-95. 
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PLi, t = PL$, 93 ER*i, 93 COLi, ( t, 93) 

�#�(�����	���M��#��'*.�(���"$���$��&*%���$-�-!((��-��)*(�-*!��(������&����(��I�

��' �(!��M��#��-*%%*��'*.�(���"$���$��$���(���$*��"�&*""�(�����:==>�'($-��I�

��N� �(!�M��#��-*��!%'�$*��'!(-#��$�,�'*;�(��B-#��,��(����*)���-*!��(�3��

-!((��-��$��:==>I�������������������������������������������������������������������������������������

���� �)� �(!*�M��#��-#��,��$���#��-*��1*)1"$.$�,�$�&�B����;�������(�����&�:==>�

)*(�-*!��(���8�

As already stated above, we follow Milanovic (1998) and use $PPP’3 4 

per person per day as a single benchmark expressed in the same currency 

for all countries (PL$, 93 =$PPP 120 per month).  

It is worth noting that current PPP exchange rate could be used to 

account for difference in purchasing power of countries’ local currency 

unit. However, as stated in WDI 2003, the World Bank's current PPP 

rates were designed not for making international poverty comparisons but 

for comparing aggregates from national accounts. Thus there is no 

certainty that the poverty lines based on these PPP’s measure the same 

degree of need across countries. According to Chen and Ravallion (1999) 

the World Bank’s 1993 PPP’s (ER*i, 93) are based on new price and 

-*��!%'�$*����� ��� &����-*""�-��&�����#�� :==>� 
���(���$*��"��*%'�($�*��

�(*H�-��D
��E���&��(��-*��$������;$�#�*�#�(��*("&�7�� �&���8����-�	�$��*!(�

(����(-#� ;�� !��� :==>� ���� D��� $�� �#��� ��&� ��.�""$*�	� :===I� �$"��*.$-	�

:==?E8�

�)��(� %!"�$'"$-��$*�� *)� ���3=>� �B-#��,�� (���� ��� :45J� '�(� %*��#� �#��

%*��#"��'*.�(���"$����B'(����&�$��&*%���$-�-!((��-��)*(�:==>� $��*���$��&8�

�#�������;����*�,���-*!��($��3�'*.�(���"$����-*%'�(��"��)*(�&$))�(�������(��

$���*�$�)"�����#��:==>�'*.�(���"$��������#��-*��1�*)1"$.$�,�$�&�B�D.,"�8�%�8�72*E�

D�$"��*.$-	�:==?I��#�����&���.�""$*�	�:===E8������#����*.��(����(-#�(�	�;��

!����#��-*!��(���'�-$)$-���
�����&�*�� :==>������'(*B��)*(�-*��1*)1"$.$�,�



 16 

%���!(�8���%�"�	�;��!���
���&����*�����!�"���
�,(*;�#�D���(������:==@E�

��&��(���)*(%�$��$��*���
�����&�*��:==>8�

�*""*;$�,��#����*.��&��-($��&�'(*-�&!(��;��#�.��*���$��&�
��	��
����	��

)*(� :F5� -*!��($��� )*(� :=?C14554� ����&� *�� J���3=>� :45� '�(� %*��#� '�(�

'�(�*�8�

�#���;��-*��$&�(�&��#���*("&�7�� �&����*���(*������$*��"�
�-*%��'�(�

-�'$���D-!((����J���E������%���!(��*)��	��������	8����#�.���''"$�&��#��

�7����!�"�&����*���!(-#��$�,��*;�(� ��($���-*�.�(�$*��)�-�*(� D��
�'�(�

$���(���$*��"�JE��*��(���)*(%���
�'�(�-�'$���D���E�$��*�"*-�"�-!((��-��!�$��8�


���#$��;���&����*��%����$�-*%��$����
�)*(�:F?�-*!��($���)*(�:=?C14554�

;���*���$��&8�

Concerning data on income or consumption distribution, the problem of 

its availability made the sample of countries under investigation reduce 

significantly.  The fact is that availability of this data depends on 

nationally representative household surveys conducted. For the first two 

periods of interest (:=?C1:=?=	�:==>1:==@E�&$��($�!�$*��"�&����-*%���)(*%�

+
���� ,��
��� ,���������� #������� � ;#$-#� -*""�-��� $�)*(%��$*�� *�� $�-*%��

$��+!�"$�����&�$�-*%��&$��($�!�$*��)*(�&�.�"*'�&	�&�.�"*'$�,	���&��(���$�$*��

-*!��($��8� �#��-!((���� .�(�$*���

�� :85� #��������!'&���&� &!($�,� :===1

4555���&�$��'!�"$-"���.�$"��"�8���*;�.�(	��#�(���(���*%��'(*�"�%��;$�#��#$��

&���8� ��%�"�	� $�� �!$��� %*(�� )*(� �$%�� ��($��� ���"��$�� ;#$"�� -(*��1��-�$*��

���"��$��(�+!$(����*%��-*((�-�$*����*����%�&��$��*(&�(��*��""*;�-*%'�($�*��

*)� ���$*��"� &���� �%*�,� -*!��($��8� ���� '*��$�"�� ;��� �*� �.*$&� &����

$�-*��$����-�� $���*�!���&����;$�#��#����%�� $�-*%��-*�-�'�����&��#����%��

(�)�(��-��!�$��8��

�#�� $�-*%�� &$��($�!�$*�� &����)*(� �#�� :==?1455:�'�($*&� $��*���$��&� )(*%�

�*("&���.�"*'%����
�&$-��*(��D455>E�*�"��)*(�F@�-*!��($��8�

�
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Then we incorporate available data on poverty lines, mean income and 

income distribution to compute Gini coefficients and poverty headcounts 

by POVCAL.  

Consequently, we have obtained cross-section data on poverty headcount 

and Gini’s for 55 countries for 1987-1989, 1993-1995 and 1998-2001.  

Still, it is important to admit, that because of unavailability of 

distributional data and CPI index data for Former Soviet Union countries 

and �*%�������(���!(*'����-*!��($��� D�*"��&	��!�,�(�	��G�-#	�7!",�($�	�

�*%��$�	� �"*.��$�E� )*(� '(�1�(���$�$*�� '�($*&	� ;�� !��� '*.�(��� #��&-*!���

$�&�B��� ��&� �$�$3�� )*(� :=??� -*%'!��&� ��� �$"��*.$-� D:==?E8� �#$�� &����

�#*!"&����-*��$������;$�#��#��(����*)��#��&����-*%'!��&�*!(��".����$�-��$��

*!(� '*.�(��� "$��� ���$%��$*�� ;�� )*""*;�&� �#�� �''(*�-#� '(*'*��&� ���

�$"��*.$-�D:==?E8��

���"�� :8�4� D�''��&$B� 4E� ,$.��� ,�*,(�'#$-�"� (�,$*��	� $�-*%�� ,(*!'� ��&�

�!(.��� ���(��)*(��#��-*!��($��� $�-"!&�&� $��*!(���%'"�8� 
�� $�-"!&���:4���
�

-*!��($��	�?������(���!(*'�����(���$�$*��-*!��($��	�?�"*;�$�-*%��-*!��($���

*)��!�1��#�(����)($-�	��*!�#���$����&��������$�	�:4�"*;�(�%$&&"��$�-*%��

-*!��($��� )(*%� &$))�(���� (�,$*��	� :5� !''�(� $�-*%�� -*!��($��� )(*%� ���$��

�%�($-����&��������$����&�@�#$,#�$�-*%��-*!��($���)(*%�&$))�(����(�,$*��8�

�#������"��48�4�*)��''��&$B�4�'(�������&����*��'*.�(���#��&-*!������&�

�$�$3��*���$��&�)(*%�����������$%��$*�8��

�#��&����)*(���
�'�(�-�'$���%*��"��-*%���)(*%��#���*("&�7�� �&�������8�

�*;�.�(	� &����)*(�'(�1�(���$�$*������)*(�
���� (�'!�"$-�	����;�""����)*(�

�*%�������(���!(*'����-*!��($��	���$""� $��!��.�$"��"�� $���#���7�&�������8�

�#��3��;#��;���** �&����)*(��#��
��������)*(� :=?=� $��J���	� &����)*(�

'�(-����,��*)�����'(*&!-�&�����.�(��(�'!�"$-��*)��*(%�(�
����$��:=?=6�

��&� &����*��'*'!"��$*�� $�� �#�� (�'!�"$-��)*(� :=?=@� �*�-*%'!�������'�(�

                                                
4 This data comes from various Internet sources and is provided by authors on request. 
5 Data on SU republics’ population in 1989 is provided by Milanovic on our request. 
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-�'$��� $�� J���� )*(� �.�(�� ��
�-*!��(�� )*(� :=?=8� ��
� &����)*( 7!",�($�, 

�G�-#� (�'!�"$-	� �!�,�(�	� �*"��&	� ��-�&*�$�	� �*%��$�	� �"*.� � ��&�

�"*.��$��-*%���)(*%��

��&���������((��,�&�)*(��#���(���$�$*��-*!��($��8��

For sensitivity analysis of poverty we use data on schooling enrolment, 

secondary schooling enrolment, health expenditures, government 

consumption expenditure, FDI and illiteracy rate from the World Bank 

database. It is important to note that because of unavailability of data on 

primary and secondary schooling enrolment and health expenditures data 

for 1987-1989 period we use data for 1990. Democracy index data comes 

from Polity IV Project (see references); Economic freedom data comes 

from��(��&*%��*!���455>	��#����($��,���*!�&��$*�8 

!	!�#�������������

����"��>8�4���&����"��68�4�D�''��&$B��4E�'(������&��-($'�$.������$��$-��*)�

'*.�(���#��&-*!�����&�$��+!�"$���&����*���$��&	�(��'�-�$.�"�8��

���-*!"&���������)(*%����"��>8�4	�'*.�(���$���""�-*!��($���*)�*!(���%'"�	�

%���!(�&� ��� �#�� #��&-*!��� $�&�B� *)� J���� 6� '�(� '�(�*�� '�(� &��	�

�$,�$)$-���"��$�-(����&�$��:==>1=@��!��&�-"$��&��"%*����*��#��$�$�$�"�"�.�"�$��

:==?15:8� �*� ���� ;#��#�(� ���&��-$��� *)� -#��,��� $�� '*.�(��� &$))�(� )*(�

�(���$�$*���-*�*%$�����&��#��(����*)��#��-*!��($���;��"** ����'*.�(���&����$��

�(���$�$*����&��*�1�(���$�$*��-*!��($�����'�(���"�8��

���"�� >8�4� &�%*���(����� �#��� '*.�(��� $�� �*�#� ��
� ��&� ��� -*!��($���

$�-(����&�(�'$&"�� $���#��:==>1=@�'�($*&	��*�;#$-#�;��(�)�(�����*��(���$�$*��

'�($*&	���&�&�-"$��&��)��(;�(&�8��#$��-*!"&�����B'"�$��&�����#��)�-���#����#��

-*""�'���*)��*.$���
�$*��"�&��*���� (!'�-��*)�%���������1*;��&�)$(%����&�

����('($����$���!(*'����&�����(�"���$���*��#���%����'�*'"��"*����#�$(�H*���

��&�;�(���#(*;��$��*�'*.�(��8�����#����%���$%�	�'*.�(���$���*�1�(���$�$*��"�

-*!��($���&�%*���(���������"��&�-"$�$�,����&��-$��	�*���.�(�,�8�����%*(��

;*(�#��*�$�,�)�-��#�(��$���#���'*.�(���$���#����
�#���#$,#�(�%�,�$�!&��*)�

-#��,������-*%'�(�&�;$�#� ���-*!��($��8� ��%�"�	� $�� :==?15:� '*.�(��� $��
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�$%�	� $��+!�"$��� $�� ��
� -*!��($��� $�-(����&� (�'$&"�� $�� :==>1=@� �!�� �#���
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���#����"(��&��������*��&���*.�	��#��%�$��)*-!��*)��#��(����(-#�$��*���#��

$�)"!��-��*)�$��+!�"$�����&��-*�*%$-�,(*;�#�*��'*.�(���$���#(���'�($*&��*)�

$���(�����:=?C1:=?=	�:==>1:==@���&�:==?1455:8��--*(&$�,��*�0(����D4556E��

/�#�� *���(.�&� -#��,�� $�� '*.�(��� $�� ������$�""�� �+!�"� �*� �#�� �!%� *)� �#��

,(*;�#� ��&� &$��($�!�$*�� -*%'*������ D;$�#� �� (�"��$.�"�� !�$%'*(�����

(��$&!�"E82���$""	� $��#$��)!(�#�(�&$�-!��$*��0(����D4556E	��$%$"�("���*��"$���&�

�"��&�;$� D:===E	� �!,,����� �#��� '*.�(��� -*!"&� ��� $�)"!��-�&� �*�� *�"�� ���

,(*;�#���&� $�-*%�� &$��($�!�$*�	� �!���"�*���� *�#�(� �*-$�"�)�-�*(�	� �#*!,#�

%*��"���#(*!,#� ,(*;�#���&� &$��($�!�$*��-#����"8��*	�;��-*�&!-��'*.�(���

����$�$.$������"��$������#��)$(������,��*)�*!(�$�.���$,��$*�8���%�"�	�;��$�.*".��

�&&$�$*��"�)�-�*(�� $��*�*!(����$%��$*�� $��*(&�(��*��--*!���)*(��#��'*��$�"��

$�)"!��-��*)�*�#�(��))�-���*��'*.�(�����&��%'"*��!�!�"�����'(*-�&!(��)*(�

�.�(��'�(�$-!"�(�'�($*&�*)�$���(����D:=?C1?=	�:==>1=@���&�:==?15:E8�

����#����-*�&����,��*)�*!(����"��$��;��!�������)*(����������������������$%��$*��

D��� $�� �$"��*.$-	� :==?E� �*� �B'"�$�� -#��,�� $�� '*.�(��� ��� ,(*;�#� *)�

'*'!"��$*��$�-*%�����&�-#��,��$��$��+!�"$��8��
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$��*����$%��$*���""�'*����$�"�.�($��"���*)�$�)"!��-��*��'*.�(��F8��#��(��!"���
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As the second step, we investigate whether level of poverty in transition 

countries differs from that one for the other countries. This is done by 

involving dummies for FSU, EE countries and for all transition countries 

into equation with the best fit chosen at previous step. The results are 

given in Table1, Table2 and Table3 for every period of interest.  

The next step is to look for the specific contribution of transition 

countries’ economic growthC and income inequality into poverty in these 

countries (table 2.A3, 4.A3, 6.A3 of Appendix 3). The above analysis is 

performed for every particular period: 1987-89, 1993-95, and 1998-01.  

Finally, we consider the approach developed by Milanovic (1998) to see 

whether increase in poverty between 1987-89 and 1993-95 and between 

1993-95 and 1998-01 could be explained by changes in inequality and 

economic growth for these periods. This is done by estimating first-

difference equations across all the countries while accounting for the 

transition economies’ effect by dummy.   

                                                
6 The variables included into estimation for 1987-1989 not always coincide with those 
for the 1993-95 and 1998-01, since not all data is available for the 1987-89 (no data for 
Economic Freedom index, Inflation). 
7 Following Ivaschenko (2003) and Adams (2002) we use GNI per capita PPP in log to 
account for economic development (economic growth) in countries 
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 Table 1.A3 (Appendix 3) demonstrates estimation results for 1987-89. 
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 In Table1 below we consider the influence of economic growth and 

$�-*%��&$��($�!�$*��*��'*.�(���!�$�,�)*!(�&$))�(�����'�-$)$-��$*��8��+!��$*��
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(EastE_dModel) considers whether there is some specific relationship for 
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Table1. Poverty decomposition, 1987-1989 (effect for transition 

countries) 

(Dependent variable ln_ph1- Poverty Headcount for 1987-1989 in log) 
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As could be seen from Table 1, F-test statistics performed for all the 

equations implies high statistical significance of all the variables 

included. However, based on Adjusted R-squared we refer to equation 

tr_dModel (2) as to one describing the poverty- inequality relationship in 

the best way. Therefore, we could conclude that 1% increase in 

inequality, on average, implies increase in poverty by 1.66%. At the same 

time, 1% increase in %����$�-*%��*)�'*'!"��$*��D#�(����
�'�(�-�'$���$��
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8 This also could be seen from descriptive statistics for poverty headcounts, (see Part3: 
Data and Methodology, Table 3.A2) 
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poverty in Former Soviet Union republics had been 92.41% (=e-2.578 –1) 
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Since wider analysis conducted for transition countries is the subject of 

our primary interest, we concentrate more on the specifics of poverty 

decomposition in transition countries. Namely, we try to verify whether 

impact of inequality and economic growth on poverty in transition 

countries differs from that in other countries. For this purpose we interact 

dummies for FSU and EE countries with inequality and growth factors 

(Appendix 3, Table 2.A3). The statistical significance of growth and 

inequality factors for EE and FSU countries implies that both income 

inequality and economic growth have different effect on poverty in 

transition countries as compared with other countries considered. Still, 
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Table 2: Poverty decomposition, 1993-1995 (effect for transition 
countries)                                                                                                                                 
(Dependent variable ln_ph1- Poverty Headcount for 1993-1995 in log)      

Variable  10 no_dModel   FSU_dModel   EastU_dMl   tr_dModel 
(1)*  

tr_dModel 
(2)** 

ln_gini2  2.4828622   
(0.0002)   

2.5499884    
(0.0000) 

1.3334478  
(0.0480)   

1.6114359 
(0.0142)     

2.6852483 
(0.0002)   

ln_GNI2   -1.1168708    
(0.0000) 

-1.060001   
(0.0000) 

-.90955402   
(0.0001) 

-.9056161   
(0.0000) 

-1.136917  
(0.0000) 

freed2 .72039102    
(0.0390) 

.75351412     
(0.0198) 

.7824304    
(0.0152) 

.79623493    
(0.0095) 

.71823428  
(0.0406) 

FSU_dummy                1.1485833                 
(0.0029) 

 .90048402               
(0.0148) 

 

EastU_dummy    -1.6900472    
(0.0019) 

-1.358686               
(0.0099) 

 

All_trans_dummy     .27403147 
(0.4687) 

constant .79906144   
(0.8223) 

-.26029598    
(0.9370) 

3.3175269    
(0.3228) 

1.9932094    
(0.5353) 

13796294 
(0.9702) 

�&H!���&�
��1�+!�(�& 

0.5311 0.6030 0.6091 0.6487 0.5266 

�(*��P��� 0.0000 0.0000 0.0000 0.0000 0.0000 
Number of obs. 53 53 53 53 53 
Notes: 
*- Dummies for FSU and East European countries included separately; 
**- Dummies for FSU and East European countries combined into one series.  
P-values are in parenthesis 

                                                
9 Freedom House. “Explaining the Factors of the Index of Economic Freedom “, W.W. 
Beach and M. A. Miles. Chapter 5. For more explanation see Footnote1 of Appendix 3 
 
10 Two observations (for Singapore and Georgia) are dropped because they are outliers 
(in ln_GNI) 



 27 

Having defined the main factors of influence on poverty in 1993-1995, 

we '(���������"��$��*)�'*.�(��� &�-*%'*�$�$*�� $��*� �-*�*%$-� ,(*;�#���&�

$��+!�"$��� ;#$"�� -�'�!($�,� �#�� �'�-$)$-� �))�-��� *)� ��
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�+!��$*���(O&�*&�"�D:E�����#���;#$-#��'�-$)$-��$*��)$����#��&��������8��

���-*!"&���������)(*%��#$���+!��$*�	� $��+!�"$���#�������$��$-�""���$,�$)$-����

'*�$�$.�� $%'�-��*�� '*.�(��8� ��%�"�	� :K� $�-(����� $�� $�-*%�� $��+!�"$��� $��

���*-$���&� ;$�#� �.�(�,�� $�-(����� $�� '*.�(��� ��� :8FK8� ��� �#�� ��%�� �$%�	�

'*�$�$.�� �-*�*%$-� ,(*;�#� (�'(������&� ��� �� '�(-���� $�-(����� $�� %����

$�-*%��$%'"$����"%*����+!�"�&�-"$���$��'*.�(������58=K8�

When considering equation tr_dModel (1), we can note that dummies 

both for FSU and EE transition countries are statistically significant, but 

of &$))�(�����$,�8��#��'*�$�$.���$,��*)���
O&!%%��.�($��"��$%'"$���#$,#�(�

"�.�"�*)�'*.�(��� $����
�-*!��($��� $���#��'�($*&�*)��(���$�$*��'(*-���������

-*%'�(�&�;$�#�*�#�(� -*!��($��� -*��$&�(�&8� ��%�"�	� '*.�(��� $�� ��
�;���

:65K�DM�58=55@1:E�#$,#�(	�*���.�(�,�8�


��-*��(���	���,��$.���$,��*)�-*�))$-$����)*(�����(���$�$*��3�&!%%��$%'"$���

�#���'*.�(����#�(��;�����$""�"*;�(��#��� $��;��� $���#�� (����*)��#��-*!��($���
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+!���$*�� *)� ,(���� $���(���� #�(�� $�� ;#��� %�&�� '*.�(��� %*.�� $�� &$))�(����

&$(�-�$*��� $�� �#�� ��
� ��&� ��8� ���� '*��$�"�� �B'"����$*�� )*(� �#$�� $��

-*���-��&� ;$�#� &$))�(���� $���$�!�$*��"� ��.$(*�%���� $�� �#���� -*!��($��8�

�--*(&$�,��*�
.��-#�� *�D455>E	��#��"�.�"��*)�(������� $�,���&�-*((!'�$*��

$�� �#�� ��
� #�.�� ����� %!-#� #$,#�(� �#��� $�� ��8� �#$�� �"�*� -*!"&� ��� ���

�&&$�$*��""���B'"����*(��)�-�*(�)*(��#��)�-���#���$���#��)*(%�(��*.$���(�,$*��

$�-*%��$��+!�"$���$�-(����&�&��'$�����&(�%��$-��-*�*%$-�&�-"$���"��&$�,��*�
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most of Eastern European countries had already completed their 

transition to market economy and so they could demonstrate lower 

'*.�(���"�.�"����-*%'�(�&�;$�#��#��(����*)��#��-*!��($���$��*!(���%'"��*)�@@�
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countries, *���.�(�,�	�"��&���*�$�-(�����$��'*.�(������:8=:K�DM:8F@=R846=E8�
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The results of poverty sensitivity analysis for 1998-2001 are presented in 

Table 5.A3 (Appendix 3). We include several social factors and policy 

variables into regression to see which of them significantly affect 

poverty. As in previous analysis, most of additionally included 

explanatory variables are insignificant. Referring to Adjusted R-squared 

statistics and t- and F-tests, we consider specification 5 as the most fitting 

our data one. As previously, growth and inequality are statistically 

significant, however, FDI proves to have statistically significant 

influence on poverty as well. Namely, one percent increase of FDI net 

inflows into the country is associated with poverty decrease by 0.66%, 

everything else being equal. The worth noting fact here is that dummies 

for both FSU countries and EE transition countries are statistically 

insignificant, implying that after transition (at its "�������,��E�'*.�(���"�.�"�

$�� �(���$�$*�� -*!��($��� ��-*%�� .�(�� -"*��� �*� �#��� $�� *�#�(� -*!��($���

-*��$&�(�&8� �#$�� )�-�� $�� &�%*���(���&� $�� ���"�>� ��"*;	� ;#$-#� '(�������

�+!��$*��@����$%��$*��;$�#�&$))�(����&!%%$���$�-"!&�&8�
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Table 3:Poverty decomposition, 1998-2001 (effect for transition 
countries)                                                                                                                         
(Dependent variable ln_ph1- Poverty Headcount for 1998-200111 in log)      

Variable  12 no_dModel   FSU_dModel   EastU_dMl   tr_dModel 
(1)*  

tr_dModel 
(2)** 

ln_gini3    2.5028557  
(0.0003) 

2.6013785     
(0.0007) 

2.5265149  
 (0.0032)  

2.828477 
(0.0110)  

2.8409531  
(0.0066)  
 

ln_GNI3   -1.2109273 
(0.0000)    

-1.189275   
(0.0000) 

-1.2147748 
(0.0000)    

-1.204278 
(0.0000)  

-1.207225   
(0.0000) 

ln_FDI3 -.6599564 
(0.0008)    

-.67269692   
(0.0008)    

-.66278263 
(0.00013)       

-.7003903 
(0.0020)  

-.7018569  
(0.0015)  

FSU_dummy                .14373103    
 (0.734)  

 .22738869 
 (0.6607)  

 

EastU_dummy                              .02868969   
(0.9610)_   

.2058470  
(0.7740) 

 

All_trans_dummy     .22388669  
(0.6564) 

_cons    4.3762346     
(0.1463 ) 

3.8128837     
(0. 2701) 

4.3211962    
(0. 1831) 

3.0900915  
(0.4722) 

3.0692102   
(0.4662) 

�&H!���&�
��1�+!�(�& 

0.5742 0.5663 0.5652 0.5576 0.5670 

�(*��P��� 0.0000 0.0000 0.0000 0.0000 0.0000 
# obs. 52 52 52 52 52 
Notes: 
*- Dummies for FSU and East European countries included separately; 
**- Dummies for FSU and East European countries combined into one series. 
 
 
�

                                                
11 All the data is for 1998-2000, only data for Bangladesh, Dominican Republic, Korea 
and Latvia is for 2001. 
 
12 One observation (for Singapore) is dropped because it is an outlier (in ln_GNI) 
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�#�����$-�%*&�"�&�.�"*'�&�����"$���&��"��&�;$�D:===E��

D:E ,N�M�,�D�	�EM�1W5��R�W3��M�1W5��R,��

D4E �;�M�1λ:τ�N���N�D:1
E�R�λ4D,N1,5E�R�λ>3D'*"$-�1'*"$-�5E�

D>E �LM�υµL�R�υ5�M�υ,�R�υ5�

D6E �L�M�1ηD:1εE�N�,�R�θ�L	�

�

;#�(��,�$���#��(����*)�(��"�,(*;�#I�
,N�$��"*�,���(%�����&��������,(*;�#I��
��$����%���!(��*)�$��+!�"$���D�
�
EI��
��$����.�-�*(�*)�*�#�(�,(*;�#�)!�&�%����"��D'*"$-��.�($��"��	�#!%���-�'$��"	�

$�$�$�"�$�-*%����-EI�

λ:	�λ4��(���-�"�(����&�λ>� $����.�-�*(�*)�'�(�%���(��(�)"�-�$�,��#���))�-��&!��
�#��-#��,��$���#��.�-�*(�*)�'*"$-��.�($��"���D'*"$-�1'*"$-�5EI��

τ�$����%���!(��*)��B*,��*!���#*- �I��

�$�����$�&�B�*)��#���))�-�$.������*)�$���$�!�$*���)*(�(��*".$�,��*-$�"�-*�)"$-��I�
��$�����$�&�B�*)�'*.�(��I��

µ�����&��)*(�%����$�-*%�I��
G�$��'*.�(���"$��I�

ε�1��"���$-$���*)�'*.�(���"$���;$�#�(��'�-���*�%����$�-*%�I�
1η�$���"���$-$���*)�'*.�(���$�&�B�;$�#�(��'�-���*�µI��
θ�$���#���"���$-$���*)���(�"��$.���*��I��
%;<��%�$�����*"!���-#��,��*.�(��$%����&�%=�$�&$-�������(����*)�-#��,����%>%E8�
�
The model includes two major components: a growth component 

(equation 1 and 2) and poverty component (equation 3 and 4).�
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/(�'�

From the above system (see 1.A1) steady state levels of growth (g) 

(consistent with g’ = P^ = 0) could be obtained: 

     g = g* =-�0G + gF  (from 1 and 2), and 
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APPENDIX 2 
Table 1.A2: Coverage of Data Set 
�
�

�*!��(���
��

��,$*��
�


�-*%���(*!':�� �!(.������(��

:� �(,���$��� ���$���%�($-�� 
''�(�%$&&"�� :=?=	:==6	:==?�
4� 7��,"�&��#� �*!�#���$�� �*;�� :=?=	:==>	455:�

>� 7�"�(!��
�!(*'����&�
����(�"���$��

�*;�(�%$&&"�� :=??	:==@	:==?�

6� 7*"$.$�� ���$���%�($-�� �*;�(�%$&&"�� :=??	:==6	4555�
@� 7(�G$"� ���$���%�($-�� 
''�(�%$&&"�� :=??	:==@	:===�

F� 7!",�($��
�!(*'����&�
����(�"���$��

�*;�(�%$&&"�� :=?=	:==>	:==?�

C� 7!(!�&$�
�!�1��#�(���
�)($-��

�*;�� :=??	:==>	:==?�

?� �#$"�� ���$���%�($-�� 
''�(�%$&&"�� :=?=	:==6	:==?�
=� �#$��� �������$�� �*;�(�%$&&"�� :=??	:==@	:==?�
:5� �*"*%�$�� ���$���%�($-�� �*;�(�%$&&"�� :=??	:==@	:==?�
::� �*�����$-�� ���$���%�($-�� 
''�(�%$&&"�� :=?=	:==@	:==?�

:4� �G�-#���'!�"$-�
�!(*'����&�
����(�"���$���


''�(�%$&&"�� :=??	:==>	:==?�

:>� �*%$�$-�����'!�"$-� ���$���%�($-�� �*;�(�%$&&"�� :=?=	:==@	455:�

:6� �,�'��
�$&&"������	�
�*(�#��)($-���

�*;�(�%$&&"�� :=??	:==@	:==?�

:@� �"���".�&*(� ���$���%�($-�� �*;�(�%$&&"�� :=??	:==@	4555�

:F� ���*�$��
�!(*'����&�
����(�"���$��


''�(�%$&&"�� :=??	:==@	:===�

:C� ��*(,$��
�!(*'����&�
����(�"���$��

�*;� :=?=	:==6	:==?�

:?� ��(%���� ����� �$,#�� :=?=	:==6	4555�

:=� �#����
�!�1��#�(���
�)($-��

�*;�� :=??	:==>	:==?�

45� �(��-�� ����� �$,#�� :=??	:==>	:===�
4:� �!���%�"�� ���$���%�($-�� �*;�(�%$&&"�� :=??	:==6	:==?�

44� �!�,�(��
�!(*'����&�
����(�"���$��


''�(�%$&&"�� :=?C	:==>	:==?�

4>� 
�&$�� �*!�#���$�� �*;�� :=?=	:==6	:==?�
46� 
�&*���$�� �������$�� �*;�� :=?C	:==>	:==?�
4@� 
�(��"� �$&&"������� �$,#�� :=?C	:==@	:==?�
4F� S�%�$-�� ���$���%�($-�� �*;�(�%$&&"�� :=??	:==>	:==?�

4C� S*(&���
�$&&"������	�
�*(�#��)($-���

�*;�(�%$&&"�� :=?C	:==>	:==?�

4?� 0�G� #�����
�!(*'����&�
����(�"���$��

�*;�(�%$&&"�� :=??	:==>	4555�

4=� 0*(��� �������$�� �$,#�� :=??	:==>	455:�

>5� 0�(,�G���'!�"$-�
�!(*'����&�
����(�"���$��

�*;�� :=??	:==>	:==?�

>:� ���.$��
�!(*'����&�
����(�"���$��


''�(�%$&&"�� :=??	:==@	455:�

>4� �$�#!��$��
�!(*'����&�
����(�"���$��


''�(�%$&&"�� :=??	:==6	:==?�

>>� ��-�&*�$��
�!(*'����&�
����(�"���$��

�*;�(�%$&&"�� :=?=	:==6	4555�

>6� ��"���$�� �������$�� 
''�(�%$&&"�� :=?=	:==@	:===�
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>@� ��B$-*� ���$���%�($-��� 
''�(�%$&&"�� :=?=	:==@	:==?�

>F� �*"&*.��
�!(*'����&�
����(�"���$��

�*;�� :=??	:==>	:==?�

>C� �*(*--*� �*(�#��)($-��� �*;�(�%$&&"�� :=??	:==>	:==?�
>?� �� $����� �*!�#���$��� �*;�� :=?C	:==@	:==?�
>=� ����%�� ���$���%�($-��� 
''�(�%$&&"�� :=?=	:==@	:==?�
65� �#$"$''$���� �������$�� �*;�(�%$&&"�� :=??	:==6	:==?�

6:� �*"��&�
�!(*'����&�
����(�"���$��


''�(�%$&&"�� :=?C	:==>	:==?�

64� �*%��$��
�!(*'����&�
����(�"���$��

�*;�(�%$&&"�� :=?=	:==6	4555�

6>� �!��$�����&�(��$*��
�!(*'����&�
����(�"���$���

�*;�(�%$&&"�� :=??	:==>	:==?�

66� �$�,�'*(�� �������$�� �$,#�� :=??	:==>	:==?�

6@� �"*.� ���'!�"$-�
�!(*'����&�
����(�"���$��


''�(�%$&&"�� :=??	:==>	:==?�

6F� �"*.��$��
�!(*'����&�
����(�"���$��

�$,#�� :=?C	:==>	:==?�

6C� �#�$"��&� �������$�� �*;�(�%$&&"�� :=??	:==@	:==?�

6?� �!( ���
�!(*'�	�
����(�"���$��

�*;�(�%$&&"�� :=?=	:==6	4555�

6=� �!( %��$�����
�!(*'����&�
����(�"���$��

�*;�(�%$&&"�� :=??	:==>	4555�

@5� 
,��&��
�!�1��#�(���
�)($-���

�*;� :=?=	:==>	:==?�

@:� 
 (�$���
�!(*'����&�
����(�"���$��

�*;� :=??	:==@	:==?�

@4� 
(!,!��� ���$���%�($-�� 
''�(�%$&&"�� :=?=	:==6	:===�

@>� 
G�� $�����
�!(*'����&�
����(�"���$��

�*;� :=?=	:==>	:==?�

@6� ����G!�"�� ���$���%�($-��� 
''�(�%$&&"�� :=?=	:==@	4555�

@@� Z�%�$��
�!�1��#�(���
�)($-���

�*;� :=??	:==>	:==?�

 
Note: 
1 –income group classification come from World Bank, WDI, 2003. Classification is 
made according to the WB estimates of 2001 GNI per capita. Low income includes 
countries with 2001 GNP per capita $745 or less; lower middle income includes 
countries with 2001 GNP per capita of $745 to $2975; upper middle are countries with 
$2975- $9205; high - $9206 or more.  
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Table 2.A2: Data Summary on Inequality and Poverty  
 

���������:=?C1:=?=�
��
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������������
��
�����������:==?1455:�
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�
�*!��(���
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���&-*!���
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�*�))$-$����

�*.�(���
���&-*!���
'->����
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�!(.���
���(�

�$�$�
�*�))$-$����

�*.�(���
���&-*!���
'->����
�>����

�!(.���
���(�

:�(,���$��� 6F8FF@6 F@8F?=C :=?= 6@85>?4 >>8?CCF :==6 6?8:C@4 >685C :==?

47��,"�&��#� 4?8?==? =>85=46 :=?= 4?84:=? =5 :==> >:8=:F@ ?F8::5F 455:

>7�"�(!�� 448? :8: :=?? 4?86 448> :==@ �����4C8=@6=� �������������C8?� :==?

67*"$.$�� 6485>F= @>8=?4> :=?? 6:8:@6 @684F?= :==6 668F4C@ 668FF46 4555

@7(�G$"� @=8>:4F 4F8=:6 :=?? F58@==F >?8FF4 :==@ F:8>@FF �������4685?@@� :===

F7!",�($�� 4>8> :86 :=?= >68> :68F :==> �����>:8?==@� ������������4:8>� :==?

C7!(!�&$� >>8@65= =>84@?F :=?? >>8@65= =6866 :==> 6486>=> @?85?C: :==?

?�#$"�� :=86 448>C4: :=?= @F86F=C :C8?>>= :==6 @C8:?:@ :68:5F: :==?

=�#$��� @?84@:C @68C64F :=?? 6:8?44? 6:8:= :==@ 65844:> >:8CF?6 :==?

:5�*"*%�$�� >48C>46 :F8>?6 :=?? @C8@456 :68>: :==@ F:8>>@ 4:8F=? :==?

::�*�����$-�� @:8@54C :F8@F:F :=?= 6C8:>C> ?85: :==@ @:8FFF5 ::8@6C6 :==?

:4
�G�-#�
��'!�"$-� 6F8::FF 5854 :=?? 4F8F 58: :==> ����4@8?:C?� ��������������58:� :==?

:>
�*%$�$-����
��'!�"$-� 6585:6: >>8:4CF :=?= 6?8F>4> 4F85:6C :==@ @:8FFF5 4>85>F@ 455:

:6�,�'�� @58C46F >58=>4? :=?? 4?8==:5 4:8=: :==@ >68@44: :=85@44 :==?

:@�"���".�&*(� >4854?6 6=8=4:4 :=?? @585?>5 6:8:@ :==@ @48:4C6 668@@4 4555

:F���*�$�� 4> 58= :=?? >@86 >C84 :==@ >C8?455 :86?>@ :===

:C��*(,$�� 4?8:6?@ 684 :=?= =C8=>6 ?:8=6 :==6 >=85:4F @68=:F> :==?

:?��(%���� >@8?==@ 58:4=@ :=?= >58:4=F 58F?44 :==6 >=85F4C 58:>?= 4555

:=�#���� @=8:?>5 :F8=454 :=?? >685C?@ =>8?= :==> 658@F=: =58CC=@ :==?

45�(��-�� 4: ?58=6 :=?? >48?666 4=8@4>@ :==> >F8>??? @685> :===

4:�!���%�"�� >5865=C 648@:=6 :=?? @= 65 :==6 F58@::6 >C8>??6 :==?

44�!�,�(�� >>86@?= 58@ :=?C 448F 6 :==> 468>C>: 586@? :==?

4>
�&$�� >?8=@>4 CF84F@4 :=?= 4=8C?F5 F@8=6F :==6 >C8C>CC FC84> :==?

46
�&*���$�� 6=8:F=F >@8F=64 :=?C >:8F?CF 4:8?F :==> >68@F>= �������:58=?5?� :==?

4@
�(��"� 6>845=: ::8:54 :=?C @48>CC= 68?> :==@ >F8F>>F 584C= :==?

4FS�%�$-�� >F8>=@5 4C8:?@F :=?? >C8=:@? :485@ :==> >?8=??6 :@85:C? :==?

4CS*(&��� 4@8C 68CF6= :=?C 6>8F6?C 4@8?@ :==> >F866F6 :>8C> :==?

4?0�G� #����� >68@6?? 68F :=?? >48C F68= :==> >:866@@ 48CF:6 4555

4=0*(��� 4F 48>@== :=?? >:8C464 :8>=5= :==> 4=8>6>C 46 455:

>5
0�(,�G�
��'!�"$-� 448@ :4 :=?? @@8> ?? :==> 4?8=C:F F>84CFC :==?

>:���.$�� @F85:5C 58C :=?? >: 4:8C :==@ >48>@FC F8F?@F 455:

>4�$�#!��$�� 448@ 58? :=?? >C8> 4=8? :==6 >:8=C54 4845:6 :==?

>>��-�&*�$�� 6?8>@5@ 5854 :=?= >>8?@?5 584C?: :==6 4?8:4FC ::8>C6: 4555

>6��"���$�� @@84C?4 4>845F :=?= 6?8C>64 ::8:F :==@ 6=8>:=F :58FF :===

>@��B$-*� 468: :?84@@6 :=?= @>8C@@6 :?84> :==@ @>86F66 :68:@=C :==?

>F�*"&*.�� 4=865C: >8@ :=?? >F86 F@8= :==> >F8>>FC @855@> :==?

>C�*(*--*� >48F:F@ =84F@F :=?? >=85C>6 4@8:@ :==> >=8?4>@ 458=F5@ :==?

>?�� $����� >F8@?4F CC8?F4? :=?C >:86@== F?8:? :==@ >>85@5@ FF8C=@@ :==?

>=����%�� 4@86C:= 4C85:5F :=?= @C856C5 6:8CC :==@ 6?8?F@5 =8?F :==?
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65�#$"$''$���� @F8?4:@ 6=8=?=F :=?? 648?=>> 6C85?4C :==6 6@8=?@F 6>86:FC :==?

6:�*"��&� 6@8F?F> @8C :=?C 4?86 :=8= :==> �����>:8@=CC� ������������:58?� :==?

64�*%��$�� 4@8F @8? :=?= 4?8F >4 :==6 >58:?== 48=FFF 4555

6>�!��$�� 4>8> :8@ :=?? 6? 6=8C :==> �����>@8?@F>� ������������@>84� :==?

66�$�,�'*(�� 4>8? :?8?@4@ :=?? 6:855=@ 58:> :==> 6>8C>44 585@5? :==?

6@
�"*.� �
��'!�"$-� 6C86F>F 585:4 :=?? :?8> 58:4 :==> 4@8= F8@ :==?

6F�"*.��$�� F48F?F4 585C :=?C 4@8: 58> :==> 4?8@F4F 585C4: :==?

6C�#�$"��&� >=8=?:6 658?:5> :=?? 4C8@=5@ 48: :==@ 6>86=:= :68:5?? :==?

6?�!( ��� 4:8@ :58C@56 :=?= 6=84>= :48:@4@ :==6 6584@45 C8546@ 4555

6=
�!( %��$���
�� 6=86??= ::8? :=?? >@8? F58= :==> 658?>F? F@8:>6? 4555

@5
,��&�� 6684@6C =@8F=F: :=?= >?8=46F =5 :==> >C8>4F? ?>8@? :==?

@:
 (�$��� 4F86 :8= :=?? 6C86 F48= :==@ 4?8==:6 468:>F> :==?

@4
(!,!��� >48==CF 68CFF@ :=?= 6> 68? :==6 6@84=4C 68=@:> :===

@>
G�� $����� 4>8> :58C@56 :=?= >>8> F48F :==> 4F8?6>: 6>8@44 :==?

@6����G!�"�� 648>CF: @865C> :=?= 6C85@64 :58FF :==@ 6=8?F:6 :F8=C>F 4555

@@Z�%�$�� 6684@6C CF8>4>4 :=?? 6F84@5@ ?F8>4 :==> @48@=4= =68:C:6 :==?

Note: 
Data for poverty and inequality is computed by POVCAL. Poverty line for poverty 
headcount is $PPP’93 4 per person per day.  
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13 Index of Economic Freedom is constructed on the basis of 10main categories: 
Trade policy, Fiscal burden of government, Government intervention in the 
economy, Monetary policy, Capital flows and foreign investment, Banking and 
finance, Wages and prices, Property rights, Regulation, Informal market activity. 
Source: Freedom House 2003, The Heritage Foundation  
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        **   Equations (2) consider influence of FSU and EE countries together (in one dummy 
variable). 
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