



















































































c. Social security benefits
The social security system covers pensions for old age, disability
benefits, allowances for widows and orphans, and family benefits. It also
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includes sick pay.l4 These benefits are significant most for the pensioner’s

household where they amount to about 87% of the income. They are least
important fcn:‘ households of cooperative farms where the benefits constitute
Just about 8% of the income (Table 2.1). The mmber of beneficiaries and
the average amount of the benefit has grown steadily, particularly for the
old aged (Table 2.2) who depend for their livelihood mainly on pensions.l15

d. Social consumption — state-financed personal services

‘Social Consumption comprises mainly health and education services to
which all citizens have a right. The value of social consumption is
estimated to constitute about 20% of per capita consumption. These services
have not been necessar_ily accessible to all because of quotas in education,
shortages, and low quality servioé largely because of low motivation of
personnel. Consequerttly, families in need, especially of health services,
may incur a considerable financial burden as they have to pay for drugs
that are not avéilable, or pay "under the counter" for treatment.

14 Compared with the pension system, administration of sickness and
social benefits is decentralized . There are four parallel systems. The -
trade unions administer benefits for those employed in the socialized -
sector, abcut90percem:ofﬂlelaborforce " Other systems administer
payments for collective farmers, for producer cooperatives, ‘and for
independent farmers and workers. providing specialized services.

Em:erprlses pay famlly beneflts dlrecl:ly, as an adjusumt to wages.

15 It should be noted that pension benefits are paid to males as of
- age 60 and for females as of age 55. There are sectoral variations in age
or retirement.- ' '
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Table 2.2: Major Social Security Benefits; 1970-1988
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1970 1975 1980 1985 1988
Beneficiaries (x1000) 3318 3580 3774 3986 4066
% of which
0ld aged ' 45.24% 49.89% 52.81% 55.49% 56.25%
Disabled 21.34% 19.53% 18.49% 17.74% 17.66%
Widows : 21.76% 22.21% 22.60% 22.33% 22.18%
Orphans ' 2.56%  2,26% 2.17% 1.96% 2.19%
1.53% 1.06% 1.10% 0.66%
0ld aged . 3.54% 2.22% 2.11% 1.12%
Disabled -0.26% -0.03% 0.26% 0.52%
Widows 1.95% 1.42% 0.85% 0.45%
Orphans ~0.96% 0.25% -1.00% 4.50%
Average pensicn (in 1988 Kr.)
0ld aged : 1042 1125 1299 1348 1486
Disabled 943 1053 1271 1358 1508
Widows 717 811 952 1019 873
Orphans 632 680 708 704 724
Al in
0ld aged B 1.55% 2.,92% 0.75% 3.29%
Disabled 2.24% 3.84% 1.33% 3.54%
Widows 2.49% 3.27% 1.36% -5.02%
Orphans 1.46% 0.82% =0.12% 0.95%
¢Child Benefits :
Number of Dependent children (x1000) 23885 4058 4380 4435 4376
Average ammual Growth . 0.88% 1.54% 0.25% =0.45%
Average Allowance (1988 Kr.) 259 368 404 435 448
Average annual Growth 7.25% 1.85% 1.51% 0.99%
Sick Benefits
Number of Sick Leave Days (x1000) 7130 7412 7796 8105 8153
Average anmmual Growth - 0.78% 1.02% 0.78% 0.20%
Average Allowance (1988 Kr.) ' 72 84 ' 83 a0 a5
Average annual Growth _ 2.90% -0.05% 1.62% 1.63%

Source: data supplied by the Czechoslovak authorities.
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e. The enterprise — fringe benefits

The enterprise has not been just a place of work. In many instances,
especially in large enterprises, the employees and their families, have
benefited from housing, child care, health, educational, cultural and
recreational services. In 1988 enterprises spend 11.1 billion Kr. (the
equivalent of 7.5% of social consumption and about 3% to total family
consumption) on sociial activities: health (5.3% of the total), education
(59.5%), art and culture (5.7%), and on physical training, touring and
recreation (29.5%). Enterprises control 10% of the housing units in
Czechoslovakia. About 14% of the polyclinics (not an hospital premises),
42% of district health care centers, and about 66% of health stations —
all the mainstay of the primary health care system -- were on the premises
of mtexpms&; in 1988. As implied by the share of education in the
expenditures on social welfare; the enterprises play a major role in the
organization and financing of apprenticeship schools, where 51.5% of
secondary school students were enrolled in 1988. It is customary for the
state to pay for staff and basic supplies of health facilities and schools,
and for the enterprises to finance space, equipment and maintenance. It
should be stressed that health and education services are a right, even
when handled on the premises of the enterprise and supported by it. All
tﬁm_e benefits are at grave fisk as the goverrment starts applying hard
budgets and industry is privatized.

f. Housing benefits
Housing services are a major consumption item which is not shown clearly

in the natlonal accounts. It has been fmanced by the household, stéte,
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and enterprise. Housing has been a major means of compensation by the

state and enterprise in a compressed wage system, and a means of accumulating
wealth in a system devoid of developed financial markets.Of the 5.344
million housing units in Czechoslovakia in 1988, 46.2% are privately owned,
25.3% are state owned, and 18.9% are cooperative flats. The remaining 9.6%
are units to which enterpa:i_sas have the "right of disposal", the practical
equivalent of the proprietary right. All housing has been subsidized. For
state flats, occupants have paid a subsidized rent and subsidized maintenance
expenditures. In cooperatives housing, occupants finance 30% of the
investment, and pay higher maintenance costs than in state flats, but do

not pay rent. In private housing the state contributes up to 70,000 Rr. in
general, and 150,000 Kr. for young coupleé f.elow the age of 35. There is
ne mortgage market to finance housing. Conseguently, those who have had

the means, have benefited from state support.l6

There is a severe shortage of housing, particularly in the major
cities. State housing may have taken 20 years to materialize. Consequently
there has been a "black" or "grey" market where people sell or exchange

"rights" to housing.

i. Family Support

It is common for young couples to live with parents. This is a
necess_ity in many cases, arising from the shortage of housing, and is a
social convention. | This phenomenon has many sqcial and psychological

16 one way to look at the housing market, is to consider housing as.
an investment. The return to this investment is in part the state’s
contribution to the finance, and to subsidized rent and maintenance.
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ramifications. It also has tangible economic advantages. ' It helps exploit
scale economies of the combined household income; it helps the young couple
to work ard save for housing of their own; it also provides occupation amd-
support for the aging parents. This living arrangement has been fostered
by the stability of employment of all working household members.

g. Subsidies
Consumer or. retail prices in Czechoslovakia have had no relation
to production cost. While foods have been generally subsidized, other goods
have been taxed. Subsidies have been estimated to amount to 6% of the GDP.
Government estimates for the period 1986/88 suggest that the average subeidy
on food items was 15.1% for high income households, and 12.1% for low
incame households. Por non-food items, industrial goods, the subsidies

were assessed at 4.7% and 2.3% respectively.

2. Income Distribution and Povertv

a. Income distribution
Wage compression polici& and social security benefits, have kept the
income distribution equal. The Gini coefficient for income inequality is

estimated to be 0.89 for 1988 (Figure 1).17

17  see annex for underlying data.



- Figure 1: Iorenz Curve, Czechoslovakia, 1988.
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b. Poverty

Czechoslovakia was not entirely free of poverty, nonetheless, Every
citizen has had a right to a minimm annual income of 12,000 Kr. per
capita.l®  Just about 250,000 people, 1.7% of the 'botal—populatim, live
at or below this level. Forty nine percent (49%) of them are pensioners’
households. An addltlonal 23% of the total population have an average
income per capita of about 15,900 Kr. This population, is at risk of
poverty. A drop in real incomes of about 20% cwld.bringa.n_estjmted 20%

of the population to the poverty level.

PerSOnalconSmetionhasbemrisingthrougtwutthesevexmiesam

eighties (Table 2.3). The growth rate declined, however, until about 1985

and has risen thereafter. As expected, the proportion of foods in the
total household’s expenditures declined, especially during the seventies,
while the proportion of services increased. Consumption of durable goods
increased as well during the same period, but with a marked decrease in the

rate of increase during the late eighties (Table 2.4).19

18 The social security system has granted a minimm monthly income
of 1000 Kr. to an individual, and 1700 Kr. to a couple, provided the

- recipients have no other income. Therefore, a monthly income of about 900

Rr. 1sconslderedhereaproxyneasureforapovertylmeorasoc1a1
mlnirtumllrmne

19 as a saturation process is involved, it is hard to assess the

full meanmg of this decline. However, as availability of consumer durable

goods is lower in Czechoslovakia than m Wesl:em countries, the potential
for h.lgher consumption levels ex:.sts :
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Table 2.3:  Annual Household Expenditure Patterns, 1975 - 1987
(in 1975 prices)

1975 - 1980 1985 1987

',

Blue Collar Workers

Total Expenditures (Kr.) 18,584 20,725 21,582 22,849
Average annual Growth 2.21%  0.81%  2.89%
% of which:

Food 29.8 27.0 26.7 26.1
Household Appliances 5 4.5 3.9 4.0
Services 11.3 12.9 12.6 11.7

White Collar Workers

Total Expenditures 21,502 23,772 24,520 25,781
Average annual Growth 2.03% 0.62% 2.54%
% of which:
= Food 26.7 24.4 24.1 23.7
Household Appliances 5 4.6 4 4.1
- Services 13.3 14.8 14.7 13.5

Members of Farm Cooperatives

Total Expendltm‘es (Kr.) 17,788 19,491 20,965 22,171
Average annual Growth ' 1.84% 1.47% 2.83%
% of which:
Food : 27.1 26 24.4 24.5
Household Appliances 6.7 6 5.9 5.8
Services 9.9 11.¢ i2 i1.1

Source: data supplied by the Czechoslovak authorities.
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Table 2.4: Consumption of Durable Consumer Goods

1970 1975 .1980 1985 1988

Units per 100 Households

Washing Machines 86 110 124 144 147
Refrigerators 5 - 79 92 114 118
Radios 140 171 182 198 200
T.V. Sets 74 923 112 122 127
Cars 18 30 42 49 53

Washing Machines

5.0 2.4 3.0 0.7
. Refrigerators 7.1 3.1 4.4 1.2
Radios 4.1 1.3 1.7 0.3
T.V. Sets 4.7 3.8 1.7 1.3
Cars o 10.8 7.0 3.1 2.7

Source: data supplied by the Czechoslovak authorities.

Table 2.5: Housing Conditions, 1970 - 1986

1970 1280 1986
Sq.M per Capita  11.70 14.04 15,3
Rooms per Capita. 0.63  0.80 .87
Average Anrual Growth
3q.M per Capita 1.8% 1.4%
Rooms per Capita 2.4% 1.4%

Source: data supplied by the Czechoslovak
authorities.
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There has been also a constant improvement in housing conditions during
the last two decades (Table 2.5), particularly during the seventies. The

improvement includes also increased privacy: more rooms per capita, although .

atthee:p(penseofs_pac_eperrom.

Consumption of goods and services provided free by the state, has
risen in real terms since the seventies, and has become more important in
total consumption, as it increased faster than real household expenditures
(‘i‘able 2.6}. The number of MDs per 10,000 population, for example, increased
from 23.1 in 1970 to 36.6 in 1988. There have been similar rises in other

inputs in the health care system.
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Table 2.6: Levels, Growth ard Distribution of Goods and Services
Provided Free to the Public, 1970-1986. (1970 prices).

1970 1975 1981 1986
Total per Capita 1,850 2,832 4,276 5,313
Average Annual Growth Rate ' 8.89%  7.11%  4.44%

Municipal &Nat.ccmnlt.Serv10es 3.25%  4.29%  6.23% 6.62%

Housing Services 6.49%  7.67% 8.45% 8.80%
. Bducation _ : 37.79% 35.15% 32.48% 30.26%
Culture 5.70% 8.20% 7.85% 7.28%
Health 36.07% 35.62% 31.40% 30.28%
Transportation 8.39% 5.99% 12.49% 14.65%
Other 2.30% 3.08% - 1.11% = 2.10%

01pa1 & Nat. Commit. Services 15.07% 13.99%  5.72%

}kmsnx_:; Services 12.60% = 8.84% 5.30%
Education : 7.32% 5.70% 2,97%
Cultwre 17.10% 6.35% 2.86%
Health 8.62% 4.88% 3.69%
Transportation 1.78% 21.07% 7.84%
Other

15.40% -9.70% 18.76%

Note: This table include data about part of what is considered social
cmsumptlm. It does not include mainly social security benefits of
various kinds, and investment in housing.

Source: data supplled by the Czechoslovak atrl:horltles.
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4, term Welf of the Eco ic Ref

a. TImpact of unemployment

Close to half a million people, 6-7% of the current labor force, are
expected according to govermment estimates, to become unemployed by the end |
of 1991. 'The need to relocate in order to retrain and find employm@t, wili
cause hardship beyond the loss in incomes; privatization and layoffs will
eliminate the broad social welfare role of the emterprise. Same of those
laid-off stand to lose immediate access to housing and the wide range of

goods and services in-kind provided by enterprises.

In addition, about 26,000 students of apprenticeship schools are
estimated to lose their place of training and employment as enterprises
start cutting back on their support to these schools next year.

The average unemployed person, receiving unemployment benefits proposed
by the Govermment for 9-nonths; is expected to incur an estimated decrease
of 7% 1n naminal 1ncome The hardest hit group will be white collar workers -
at the low income levels who are estimated to suffer a decrease of about 13%

of their nominal per capita incomes (Tables 2.7).20

20 This estimate is based on levels of the unemployment benefits
proposed by the Goverrment, and an assumption of a 9 month average duration
of unemployment per an unemployed person. The unemployed person, receives
90% of his wage for the first six months of unemployment and 60% thereafter.
These are maximum benefits, granted to those laid-off but not to hose who

" resign-voluntarily. - ‘Unemployed are assumed, by-and-large, to receive the

maximal benefits because in reality it will be rather impossible to identify

- those who resign voluntarily and therefore become entitled to lower

benefits. ' Even employees who wish to resign and lock for alternative
employments: an retraining, have an incentive to stay on the job, until
dismissed. At a time when employers wish, on the all, to layoff employees,



Iable 2.7: Estimated Decline in Nominal Family Income per Person Receiving Unemploymant

Beneflts, by Income per Capita Group and Type of Eunployment.

Annual PFinanclal Income Per Capita

o 12001 16801 21601 26401 31201 36001
=~12000 -16800 21600 mRE400 =-31200 =-36000
Blue Collar 8.49% 7.38% 7.00% 7.14% 7.36% 7.56% 8.15%
White Collar 13.10% 84.03% 7.29% 9.46% 10.02% 9.23% 11.70%
Caooparative Farmers 0.38% ‘D.88% 1.28% 1.33% 1.161 1.54% 1.00%
Pensioners : 2.79% 4.78% 3.79% 4.20%

Total 5.89% 6. 40% 6.16% 7.18% 3.08% 7.87% 9.10%

Noter Unenployment lasts 9 months, unemployed collect 90% of theajr last wage for & monthe, and
60t for the remajning three months.

Source: Sae Annax,

In general, the higher the income per capita group, the higher the
~ expected loss in nominal income. This follows the higher dependence of
upper income groups on wages (Table 2.1), and the ceiling set on the
benefits. Consequently, the net effect of the loes of nominal income
because of unemployment and benefits proposed by the Govermment, is not
expected to have a negative effect'.on_ the income distribution.2l

b. Impact of Inflation
The entire population is bound to suffer a decline in real incomes and
in the value of accumilated savings, as transfers and subsidies from the

state decrease, and prices, including the exchange rate, are liberalized.

the two groups are likely to collude.

_ 21 The Gini coefficient associated with the above scenario, is
estmated to be similar to.that of 1988.

34



The impact will vary according to changes in relative prices and consumption
patterns.

Elimination of other subsidies, such as those to transportation and
housiing, and support in provision of goods and services, will further

contribute to rising prices and falling real incomes.22

On the basis of the goverrment’s calculations of the incidence of the
negative turnover tax on foods and industrial products, there will be an
estimated decrease of 2.1% in real incomes, on the average, as a result of
the elimination of these subsidies. Pensioners with an annual per capita
income of 12000 Kr. would be affected most, by a reduction of 5.6% in real

- incomes.  The Govermnment’s program, compensating each citizen with 140 Kr.
per month for the reduction in subsidies, would in fact increase real -

incomes especially of the lower income groups (Table 2.8).23

22 The incidence of social consumption is impossible to estimate,
as no data are available on consumption patterns of goods and services
prcv:.dedlnpartormfullbymestate.

23 ‘Iheseestunatesarebasedondataonhouseholdexpemdltures
patterns by occupation and level of household net income, and the subsidy
levels presented earlier (p. 26). As the incidence of subsidies was
available only for the lowest and highest income groups, this incidence
was assumed to decrease ‘linearly between groups.
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ITable 2.8: Net Effect on Net Fanmily Incone of the Elinination of
Food and Industrial Goods Subsidies, and a Compsnsation of 140 Kr.

~ Par Capita per Nonth.

‘e

Pay Capita Annual Incons

Q 12001 16801 21601 26401 23201 3001
=12000 -16800 =21600 ~26400 ~31200 =36000 tahbove
Blue Collar 13.95% 10.55% a.48% &.,90% 5.68% 41.85% 3.91%
wWhite Collar 13.62% 10.258% 8.35% G.85% BE.74% 4.90% 3.78%
céoperative Farmersa 13.90% 10.16% 7.94% 6.52% 5.45% 4.69% 3.57%
Pensloners 14.50% 11.15% 3.36% 6.42%
Arl 14.29% 10.82% 8.37% 6.75% 5.69% 4,.86% 3.80%

B

c. General disruption

There is mofe than one bread winner in almost all non-pension
households. Average household size is about 3.1, and the mmber of members
who are economically active is about 1.8 (see Ammex 1). The pressure
arising from the need of different household nembers to find employment in
different locations, will disrupt the present status of the family, and
create hardships arising from the breakup of the mutual support, mainly
between the young and the old. This, in addition to the housing shortage
complicates labor mobility.
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111I: THE SOCTIAL, SAFETY NET
1. ial bt s

Czechoslovakia can rely on its state welfare systems — comprising
sccial security, edlmatlon, health, and other social welfare schemes — as
the basis for the Social Safety Net. ‘Ihese systems come under the Mmlstry
of Labor and Social Welfare which handles social security and labor issues:
the Ministry of Health and Social Welfare, and the Ministry of Education.
In most instances the federal ministries play a role in policy making,
planning, -anci coordination. The managemernt of services has been accamplished
at local levels under the supervision of the National Committees who also
have substantial dlscretlm'tary powers in resource allocation, as they
receive funds directly from the Ministry of Finance. Some aspects of
welfare, particularly those concerning work.oonditions, including sick
leave, are also handled through the labor unions. Although these schemes
apparently suffer from internal inefficiencies, financial problems and

‘shortages, and are in need of financial and organizational reforms

themselves, they are well-positio_hed, because of their comprehensiveness
and universal distribution, to handle the emerging repercussions of the

economic transition.
2. Inemployment Benefits

a. Financial benefits

As unemployment was not considered an issue in the past, adequate
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institutions, resources and measures to deal with it are lacking. These
involve adequate unemployment benefits and measures to shorten mainly

frictional unemployment.

The goverrment has budgeted 15 billion Kr., about 3.2% of the state’s
consolidated budget for 1990, for unemployment financial benefits. This
budget, stipulated under Decree 195, appears adeguate to meet the financial
consequences of unemployment benefits for one year. On the basis of the
current avérage monthily wage of 3100 KR., and assumed average duration of
unemployment of 9 months — the goverrment needs 13.4 Billion Kr. for half

a miilion unemployed.

The longer the unemployment period, the worse the situation becomes for
both individuals and.the state, as the period of perscnal anxiety is
prolonged and pu.blid expenditure on unemployment benefits rise. These may
also entail risk of political discontent. Conseguently, the returns from a
reemployment program involving a comprehensive information system,
retraining, and placement — coupled wrth housing opportunities, are therefor

high.

b. Job Placement and Retraining

Iocal "employment offices™ exist in all localities under the auspices
of the Ministry of Labor and Social Affairs. Their role has been minor,
however, and confined to settlement of labor disputes between competing

enterprises. For the future, ‘these offices are assigned the following
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functions: providing information about employment opportunities, counseling
for new skills and jobs, local coordination of retraining, and managing
unemployment benefits. This combination of tasks, including unemployment
benefits, is sensible. The offices are not eguipped, however, to handle |
these overwhelming tasks, and it is not clear how they are going to be
staffed, budgeted, organized, and managed. This presents the government
with formidable organizaticnal and administrative responsibilities.

A proposal issued at the beginning of May (1990) deals with principles
of retraining. Eligible persons would be:

- employees who because of organizational and structural changes
might have to change their activities and may possibly lose their
Jobs;

- individuals who cannot find employment;

- individuals who because of bad health cannot carry on with their
profession;

- individuals who independently initiate retraining.

Blue collar workers would be directed to training courses reguiring
little theoretical background while white collar workers would be directed
to a wider range of courses and mstltutlons, depending on their
qualifications. Special courses would be organized for sick people in

conjunction with their medical treatment.

All educational institutions including private schools would qualify as

retraining establishments. The responsibility for the retraining programs
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s 1d Data
The Goverrment of Czechoslovakia has collected data on household
incomes, an consumption patterns .thrcmgh a continuous year-round survey of

| 5,550 households comprising a stratified sample of the population. The

sample for 1988 is broken down by occupational groups as follows.

Household Type Average No. Average Household Economically

of Households Size active Mem.
White collar workers 1735.543 (31.3%) 2.93 1.69
Blue collar workers 1941.47 (35.0%) 3.19 1.81
Cooperative farms 1120.82° (20.2%) 3.33 1.81
Pensioners 746.74 (13.5%) 1.42 -
Total 5544.57 (100.0%)

a - as the number of households varies from one survey round to another,
there are “fractions" of households underlying annmual averages.

For each groups incomes are available by source, number of households
in a particular income category, and average income in the category (see Table

2.1). Expenditures are available by type and level for each income category.

The actual distribution of households in the population (for 1985) is as

follows:
White collar workers 31.5%
Bilue collar workers 35.1%
Cooperative farms 6.3%
Pe:nsioner_s :

27.2%
Total 100.0% 27

This distribution is used to compute national averages on the basis of the

27 Less than half a percent (0.4%) of households are classified as Mothers",
according to the distribution of the categories in the population.




averages from the stratified sample. The income distribution is computed on
this basis. '
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