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The Importance of Social Investments for Economic Growth and Governing in Transitioning States

I. INTRODUCTION

Policymakers have to be concerned with the performance of a wide variety of spheres and
sectors — agriculture, finance, transport, macroeconomics. At the outset of the transition of the
countries in the Europe and Eurasia region, there was wide consensus that the most critical
arenas pertained to the control of nuclear armaments, the privatization of property, and the
creation of equity markets. Also deeply important were the adjustments necessary for industry,
agriculture, mining, and petroleum sectors so that they might become competitive with
international suppliers in quality and price. The role of health, education and social policy more
generally were considered to be less critical. In part, their lower priority was a function of the
belief that governments, under the party/state systems, had done a reasonable job in these
spheres. All had attained universal educational enrollment; medical treatment was universal and
free of private cost; housing was, at least in theory, available to all.

But over the last decade and a half since the outset of the transition, there was a rethinking about
the determinants of economic, democratic, and social performance. Social policy under a central
planning model contained critical problems, unique to development economics, and hence not
widely recognized at the outset. The social sectors in the Europe and Eurasia region required
‘build-down solutions’ rather than ‘build up solutions.” Development in Asia, Africa and Latin
America often required schools and medical facilities to be created where none existed. Europe
and Eurasia had the opposite challenge: to restructure the facilities and systems which already
existed. Throughout the region the challenge was to adjust social policies and make them
efficient, creative, and effective under the conditions of a market democracy. How have the
countries done with respect to these challenges? To what extent have newly designed social
policies contributed to economic performance and strengthened democracy? What priority
should social policy occupy in the elaboration of economic and social advice for the future? This
report is written for those who are interested in the answers to these questions.

The purpose of this report is to review the literature on economic growth, governance,
democracy, and social policies/investments and to examine the relationship (correlation
and when possible, causality) between different types of social investments (such as
education, health, social insurance and social transfers), economic growth, and transition to
and maintenance of democratic systems in the transitioning countries in Europe and
Eurasia. While the primary focus of this review is to examine the impact/relationship of social
policies on economic growth and democratization in the E&E region (transition economies), the
literature review draws on a much broader body of work from around the world and compares
the results/conclusions of these studies with those available for the E&E countries. In that
respect, the review aims to determine (or at least note) to what extent the on-going transition
process and a relatively short time span may have produced atypical results in the E&E region.
Likewise, what lessons can be drawn from the broader world experience that may be applied to
the longer-term economic and democratic development objectives in E&E.

In many cases, the data are scattershot rather than representing a comprehensive, holistic review
of country performance since most of the studies refer to a single country or compare a few
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countries. The few available multinational, longitudinal studies that included the E&E countries
are highlighted.

The findings from this review of the literature on social policy, economic development and
governance imply that reforms in social systems, matched with increased investments in
human capital, will yield a wide variety of benefits to transition countries. These benefits
include:
e Short and long term economic benefits, such as higher worker productivity and increased
educational and employment opportunities for disadvantaged groups;
e Improvements in governance, including fiscal discipline with different kinds of long and
short term cost savings in public expenditures;
e Reforms of social cash transfer systems and social protection systems which, when
appropriately implemented, can lead to improvements in administrative capacity and civil
society, thus strengthening democratic development.

Investments in social systems can lower the intensity of distributional conflicts that
inevitably occur in politics and reinforce the institutional basis that is necessary for long
term economic growth and democratic consolidation. The review of literature in these areas
suggests that social investments and reforms improve economic growth and governance while
indirectly contributing to the survival of democratic regimes in the long run. The exact
mechanisms whereby social systems influence democratic stability and economic growth are not
fully understood.

The discussion is grouped according to three categories: (1) economic development and
democracy; (2) social sector investments and economic development; and (3) social sector
investments and governance.

Il. ECONOMIC DEVELOPMENT AND DEMOCRACY

The most important factor influencing regime transitions and democratic survival is
economic growth and development. There is strong agreement among researchers that
improvements in average per capita income increase the probabilities of democracy and
democratic survival. This suggests that economic development is good for the long term health
of democracies. In addition to this, recent empirical results provide some, although less certain,
evidence suggesting that economic growth increases the likelihood of non-democracies
transitioning to democracy. To the degree that social investments influence income, they may
indeed have an influence on the progress or regress of democratic regimes. The influence of
social systems on democratic consolidation, therefore, occurs indirectly, mostly through
economic growth. The studies conclude the following:

e Londregan and Poole analyzed data from one-hundred countries with an average of
twenty-eight observations per country during a thirty-four year period beginning in
1952, they find higher incomes are associated with greater degrees of democracy.
They argue the effect is small but robust even after controlling for a wide range of
effects associated with economic development.
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e Przeworski et al. (2000) investigated whether economic development is conducive to
political democracy. The sample included 141 countries from 1950 to 1990,
excluding all Europe and Eurasia countries. This study finds that economic
development, measured by per capita GDP, is strongly correlated with transition
to democracy and transition from democracy to authoritarianism. They
conclude that democracies are much more likely to develop and endure in more
highly developed economies, and that economic growth contributes to the survival of
democracies under varying levels of economic development.

e Using Freedom House measures for democracy, Barro (1999) shows in a cross-
country panel study using six observations for each country during the period 1972 to
1995, that increases in living standards (measured in several ways including per
capita GDP) forecast a gradual rise in democracy.

¢ Boix and Stokes’ study (2003) shows that the probability of a democratic breakdown
declines with increases in per capita income and also that the stability of
authoritarianism also declines with increasing per capita income. Boix and Stokes
show that the probability of democratic breakdown declines steeply with income,
while the probability of a transition to democracy at any given year increases
moderately with increasing income. They claim this substantiates the view that
economic development increases the probability of a transition to democracy.

e Epstein et al. (2004) use a more refined measure of governance that includes
transitioning states. Using data from 1950 to 2000, this study classifies regimes into
three types: autocracies, partial democracies and democracies. They find that
average per capita GDP is a significant predictor of good governance for all
regime types, although higher levels of income are most important for
democracies. In their view, increasing economic development (a) increases the
probability of transitions from autocracy or partial democracy to democracy, and (b)
decreasing or low economic development increases the probability of backsliding
from democracy into partial democracies.

The research cited above demonstrates convincingly that economic growth is related to, in some
cases causally, democracy and democratic survival.

A. Empirical Evidence on Economic Voting and Voter Backlash

While the evidence presented above might lead one to believe that voters in shifting, unstable
economies might elect less democratic candidates if they promise greater economic support from
the state, national election studies and survey research do not demonstrate a consistent link
between a person’s current income and voting for or against parties that support greater
provision of social assistance in transition states. Cross-national election studies and case
studies do, however, show strong and consistent linkages between assessments of the economy
and voting behavior. However, these assessments are frequently conditioned by a voter’s
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ideological or partisan preferences. Voters in the transitioning countries express strong support
for redistributive social policies. However, the poorest voters do not consistently vote for parties
that support greater social assistance provision in transitioning states.

¢ In one of the most comprehensive investigations of economic voting behaviors
Tucker (2004) finds support for a ‘partisan effects’ model of economic voting.
Tucker investigates 20 national elections across five transitioning countries from
1990 until 1999. He finds that parties associated with reforms benefit from
stronger economic conditions while parties associated with prior communist
regimes benefit from weaker economic conditions.

e In a careful study of voting in Poland from 1990 to 1995, Bell (1998) finds that
unemployment rates are strongly related to voting behavior for left candidates
and parties. This study is one of the few studies that directly support pocketbook
voting.

e In a series of studies on voting in Russia, Konitzer-Smirnov (2003a, 2003b, 2005)
found that voters punished incumbents for overall performance in the economy.
Furthermore, this behavior translated into election outcomes for the set of regional
executive contests that occurred in Russia between 1996 and 2000. Therefore, not
only did voters make decisions to vote against incumbents whose regions performed
worse than others but, despite the obstacles of deep media bias, election laws and
other features of electoral institutions that favored incumbents, these individual
decisions manifested themselves in actual election outcomes.

The research cited above indicates that voters are more likely to vote on the perceived overall
economic environment rather than individual circumstances. But economic growth, through
employment and increases in household income clearly matters to voters.

B. Income and Wealth Inequality and Economic Development

There are several theories about the relationship between income and wealth inequality and
economic development. According to Kuznets hypothesis (1955), increases in income or wealth
inequality are expected during early stages of economic growth, especially when production
transforms from rural to urban and from agricultural to industrial. Higher inequality is expected
because in the process of development, economic growth modifies the distribution of resources
and rewards across sectors. As production increases and converges to the level of more
developed economies, inequality in the distribution of resources diminishes and per capita GDP
increases. The picture drawn from the recent empirical analyses of the Kuznets hypothesis
varies across countries, regions, and time.

Three studies with consistent data sources and consistent statistical methodologies found that
income or wealth inequality is negatively associated with growth.
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e Using average annual rates of per capita GDP growth over the 1960 to 1985 period,
Alesina and Rodrik (1994) regressed growth on the Gini coefficients for income
inequality and land distribution inequality beginning in 1960. Both income and wealth
inequality had significant negative impacts on growth.

e Persson and Tabellini (1994) regressed growth over the same period on the income share
of the middle class as their proxy for wealth equality. They found that income
inequality reduced growth; the larger the share of income going to the middle class, the
less income inequality in the country, and the higher the rate of economic growth.

e Perotti (1996) found similar results for a larger cross-section of 67 countries for the
period 1960 to 1985 — income inequality (measured by Gini coefficient and the income
share of the third and fourth income quintiles) reduced economic growth.

Several studies reported less certain conclusions about the relationship between inequality and
economic growth, but the results are sensitive to how inequality is measured or the sample under
consideration. Several studies found wealth inequality, but not income inequality, to be an
important factor in economic growth:

e Deininger and Squire (1998) found no significant correlation between growth and income
inequality. Yet they did find that that high inequality in the distribution of land had a
significant negative influence on growth.

¢ Birdsall and Londono (1997) also found a strong relationship between growth and
initial distribution of assets (such as land or human capital); however, once this was
accounted for, variations in income inequality did not seem to affect growth.

e Barro (2000a), using statistical techniques that employ five-year time series, found no
relationship between income inequality and growth rates. However, he found a positive
relationship between inequality and growth in richer countries and a negative
relationship between inequality and growth in poorer countries; the pattern supported
the Kuznets hypothesis described at the beginning of this section.

Inequality and Economic Development in E&E Countries

The studies cited above on inequality and growth evaluated data on countries outside the Europe
and Eurasia region or used data from the region prior to 1990. For the E&E region, Keane and
Prasad (2002a) examined the change in income inequality in Poland after the 1989 reforms.
They found a large increase in inequality in earnings following the reform but no increase
inequality in income or consumption. The increase in earnings inequality was offset by the
increase in pension payments and other social transfers. They were not able to measure the
effect of the change in inequality on economic growth in Poland, but they tried to draw some
conclusions about this relationship from growth models for 14 E&E countries during the 1990s.
They analyzed changes in inequality as measured by the Gini coefficient along with initial
conditions at the start of transition and the pace of reforms in each country and their relationships
to per capita GDP growth. They found that inequality was negatively related to GDP growth
while market liberalization was positively related to GDP growth.
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The conclusion from the world-wide literature on growth and inequality is mixed. For
countries outside of the transitioning region, there is no consistent evidence that inequality has a
significant impact on economic growth. In a few specific studies there is evidence of a positive
relationship, but inequality is not as important to growth as physical and human capital change.
For the E&E region, the literature on growth and inequality is thin and, in this review, limited to
one study. Without more research on the growth-inequality relationship in the E&E region, the
size and robustness of the benefits from redistributive policies for growth are still uncertain.

C. Income and Wealth Inequality and Democracy

Available studies show no systematic responses by citizens in transitioning states, when ruling
parties do not reform social welfare systems or do not invest in improvements in social systems.
Studies of regime transitions, however, provide evidence suggesting that increasing
inequality (which is often redressed through social investments) is associated with less
democratic stability, making backsliding more likely as income or wealth inequality
increases. While these studies measure inequality in very different ways, making comparisons
more difficult, the findings are still relevant.

e Boix (2003) and Boix and Stokes (2003) provide strong support for the claim that
inequality is bad for democratic survival. Employing a combination of measures
to estimate wealth inequality, including the distribution of agricultural property, the
quality of human capital and the Gini Index, they show that economic equality
increases the chances of transition from autocracy to democracy and also
increases the stability of democratic regimes.

e Epstein et al. (2004) show that inequality is more likely to contribute to the
stability of autocratic regimes, while making democratic regimes less stable and
more likely to backslide into partial democracies.

e Przworski et al. (2000) also provide partial evidence (based on a limited sample)
showing that income inequality in democracies (those with Gini coefficients greater
than 0.35) leads to greater chances of backsliding to authoritarian rule. The same
authors provide evidence showing that several other measures of inequality, including
wealth inequality, are also associated with decreased democratic stability.
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lll. SOCIAL SECTOR INVESTMENTS AND ECONOMIC DEVELOPMENT

This section reviews the findings of studies on education, health, active labor market programs,
and social transfers on economic development. Overall, redistributive social investments are
not inconsistent with long term growth. Social systems can influence economic performance
in transitioning states through the targeted or means-tested redistributive policies. Cross-country
studies show that redistributive taxes supporting spending on the poor, elderly, and other
disadvantaged groups are positively related to GDP growth. One regional study shows that
higher levels of social spending also are positively related to GDP levels in transitioning states.
These studies suggest that redistributive social investments promote long term economic growth.

A. Education and Economic Development

Most research in countries outside the E&E region suggests that educational attainment is
an important factor in economic growth. Educational investments that permit access to
quality primary and secondary schooling for all income groups are likely to be an important
ingredient for long term economic growth. Recent research also finds that university education
is of importance to technological diffusion and innovation which are essential to economic
growth. These results suggest that insufficient investment in education may depress long term
growth even if economic and labor market reforms are successfully implemented.

e Education contributes to economic growth through increased per capita
earnings (private returns) and social returns. Studies of earnings or income at the
individual or household level consistently show the economic benefits to education
investment in countries at all levels of development. These results are expected to
translate into important effects of education for growth and aggregate income.

e The primary direction of causality, according to one study, is from growth to
schooling, not from schooling to growth (Bils and Klenow, 2000). The study
concluded that the demand for schooling increased with economic growth and
responded strongly to the return to education investment.

e The link between growth and returns to various levels of education varies as a
result of different levels of economic development (Petrakis and Stamatakis, 2002).
In less developed countries, primary and secondary schooling are more important,
while higher education is more important in OECD countries. As the level of
development increases, so does the value of higher education.

e Almost all of the studies reviewed found a positive correlation between school
enrollment and economic growth. One study of 98 countries from 1960 to 1985
period found that the enrollment rate for those aged 15 to 17 had a positive effect on
growth. Another found that the primary enrollment rate was positively related to
growth. Yet another evaluated growth across 118 countries and found that male
education increased growth.
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The contribution of additional years of schooling to aggregate economic output
varies enormously across countries, depending on many different country
conditions. Local country conditions that influence the quality and flexibility of
labor markets impact how efficiently skilled labor is used. These country specific
factors condition the importance of specific human capital investments for economic
growth.

High quality and relevant curricula support economic growth. Results on
standardized international tests, such as the International Adult Literacy Survey and
the Third International Mathematics and Science Study, were used as a proxy for
quality of education. Regardless of the average years of education completed in the
country, countries performing well on international standardized tests also grew
faster (Barro, 2002).

The return to education is highest in the lowest income countries. Each additional
year of education increases earnings by 10 percent on average. Private returns to
primary education are larger than returns to secondary education, and private returns
to secondary education are larger than returns to higher education.

Social returns to education are lower than private returns because of the large
education subsidies received by individuals and the inability to adequately measure
the social benefits from education (for example, higher formal sector labor market
participation, lower crime rates, and a healthier population).

Returns to Education in E&E Countries

Returns to education are linked with structural economic reforms. Return to education
investments depends on flexibility in the labor market. In transition economies, flexibility of
labor markets is usually associated with the degree to which structural economic reforms have
been implemented in these countries, including rule of law, privatization and deregulation.

No empirical evidence has been able to identify the contribution of education to long run
growth for the transition countries. However, the changes in secondary and higher education
in the Central European members of the European Union have led to significant improvements in
the quality of education within these countries and are expected to improve long run economic
performance.

Returns to completed secondary education show significant variation across countries in

E&E:
[ ]

not significant in comparison to basic education or negative in Russia and Central Asia;
high returns in Eastern and Central Europe — 40 percent in Estonia for men and
women; nine percent for men and 13 percent for women in Romania; 35 to 36 percent in
the Czech Republic; 41 percent (men) and 47 percent (women) in Slovenia.

page 8
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In all E&E countries, university education increased earnings relative to the education of
other workers. Total returns to university education were in the range of 60 to 80 percent in the
Czech Republic and over 100 percent in Hungary (1998); in the Kyrgyz Republic, only
university education paid off, but the returns relative to basic education were smaller (17% to
20%) than in Central and Eastern Europe.

B. Health and Economic Development

All of the studies reviewed found a link between health and economic growth. Health has
more generally been seen as an outcome of economic development rather than an input to it (e.g.,
individuals with more income could afford more and better food and were more likely to have
money to spend on health care). More recent studies, however, have determined that
improved health and improved productivity (leading to economic growth) and per capita
GDP (linked to higher levels of democracy and democratic survival) are mutually
reinforcing phenomena. Furthermore, the World Health Organization (2002) recently
concluded in a study that income is particularly important in poor countries in terms of
protecting people against the causes of many diseases. And those causes of ill-health can be
inter-related, for example, poor nutrition can weaken the body, which may then be unable to
fight off infection. Since many people living in poor countries rely on physical labor of some ilk
for wages, ill-health can deprive them of the opportunity to earn money, stifling their
productivity and per capita GDP (and the economic and democratic development that follows).

Intuitively, it makes sense that health interventions that prevent or decrease an individual’s
disability or serious illness facilitate higher individual productivity. Good health, however, is
difficult to measure and typically requires imperfect proxies that do not accurately capture
the full impact of quality of health on productive capacity. But several recent studies have
estimated the macroeconomic effects of improved health:

¢ Bloom, Canning, and Sevilla (2003) found health (measured by life expectancy) is
causally related to economic growth. Their model predicted a four percent increase
in output due to one year increase in life expectancy, a stronger finding that in other
studies.

¢ Another study found that in Honduras, Bolivia, and Thailand, health improvements
added about half a percent to the annual GDP per capita income growth
(Jamison, Lau, and Wang, 2005).

e Barro and Sala-i-Martin (1992, 1999) also found that life expectancy was strongly
related to growth. Countries with better health (i.e., longer life expectancy)
experienced faster economic growth (in terms of output) than countries with
worse health.

e Nutrition is one component of good health. Several studies included in a WHO report
(2002) found that wages were related to caloric intake. The workers with higher
caloric intake were more productive and reported higher wages.
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Lopez-Casanovas, Rivera and Currais (2005) found that a change in the adult survival
rate is an important determinant in long-term economic development. Furthermore,
poor health leads to a decrease in the labor supply and significant opportunity
cost, as resources that could be used for other items are spent on curative health
care (both at the individual and societal levels).

A study by van Zon and Muysken (2005) revealed several important points:
0 The health sector both uses and produces resources for economic growth;

O At the macroeconomic level, money spent on preventative and curative care
are substitutes, so more people seeking preventative care means less
resources dedicated to (more expensive) curative care;

O Declines in health status had a negative impact on any economic activity
dependent on number of hours as an input

0 Increased longevity (life expectancy) led to higher savings and money available
for investment, supporting the growth of capital markets, which can help fuel
economic development.

Recent studies in Peru and South Africa also support the theory that ill-health has a
negative impact on earnings. A study in Peru found that workers who had taken a
sick day in the previous four weeks experienced a decrease in hourly earnings of
one to three percent. In South Africa, a 2001 study found a strong negative
correlation between earned income and chronic ill-health such as heart conditions,
asthma, or cancer (WHO, 2002).

One of the large-scale demographic shifts that occurs due to improvements in health
is a “demographic dividend.” As health improves, mortality decreases and
eventually, families tend to have fewer children. In the intervening years, good health
and high fertility create a baby boom generation that can accelerate economic
growth as they enter the labor force if market conditions allow them to be
productively absorbed into the workforce (WHO, 2002).

The outbreak of infectious diseases in countries can also have a negative impact
on economic development opportunities. For example, with avian flu in East Asia,
cholera in Peru or the plague in India, major trading partners can ban imports and
cancel travel along transport routes to prevent the diseases from spreading. Lost
revenues from trade and tourism can create huge deficits.

Endemic diseases can also prevent foreign investment because investors fear
lower return on their investments or exposure to a disease. The best research in
this area focuses on malaria, but it may well hold true for other diseases as well
(WHO, 2002).
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In more developed economies, there appear to be diminishing returns to investments in health,
based on the life expectancy models. Jamison, Lau and Wang (2005), however, hypothesize that
data on disability and incidence of disease would be important factors as well, were they
available. This conclusion is logical since as countries become more developed, the main causes
of death tend to shift from infectious and parasitic diseases to chronic and degenerative diseases
(Lopez-Casanovas, Rivera and Currais, 2005, p. 360) and the studies of Peru and South Africa
cited above support that position as well.

Because the research on health and earnings is limited to date in the E&E region, we
cannot determine how important health is to economic development for this region
specifically. It is clear, however, that health is a form of human capital investment. Healthier
workers are expected to be more productive and earn more income than other workers, thus
supporting economic and democratic development. There is nothing to indicate that patterns of
economic development in the E&E countries is so distinct that they would not generally follow
the same conditions as other regions of the world. Although the data are scarce from E&E,
lessons from other regions indicate that as individual income decreases, the relationship between
health and individual productivity is stronger, making this area one of special concern for those
countries with low or declining per capita incomes.

C. Active Labor Market Programs' and Economic Development

For most households in transitioning countries, wages are the most important form of income,
and thus one of the critical components of GDP per capita, which is typically used to measure
economic growth. As reported above, higher per capita GDP increases probability of transition to
democracy and democratic survival. In times of economic turbulence or transition, governments
have often tried several different approaches to assisting those who are unemployed, including
active labor market programs. Active labor market programs have had mixed effects on
employment and wages. There are four primary conclusions from our review of this literature
for transitioning countries.

e Public employment services generally increase employment and wages.
Studies in specific transition countries showed that participants in these programs
more likely to be employed than non-participants. Two studies also showed that
employment services reduced unemployment duration, including persons with a
history of long unemployment spells. One study found, however, that public
employment services are most effective when the economy is growing.

e Job training programs can improve employment and wages but were
determined to be too expensive to be cost-effective in many of the transition
countries. There is mixed evidence on gender differences in the effectiveness of
training.

! Active Labor Market Programs (ALMPs) are a common term covering a range of interventions that are oriented on
assisting the unemployed to regain employment. The term “Active” in this case is meant to distinguish them from
the traditional passive form of labor market assistance, i.¢., a cash or in-kind transfer referred to as the
unemployment benefit.
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e Employment subsidies are not effective policies for increasing employment
and wages. They benefit employers but have no economy-wide impact. In some
countries, they were determined to have a negative impact on transition from
unemployment to employment.

e Public employment is not an effective way to improve long-run employment.
Its effects on wages and employment are primarily short-term. These programs
are also more expensive per job than other employment policies.

Based on the data available, public employment services and, in some cases, job training
programs appear to be the most effective active labor market programs for supporting economic
development in the E&E countries.

D. Social Transfers and Economic Development

In general, social systems can affect economic performance directly through improved worker
productivity due to higher education levels or better health, but social systems can also affect
economic performance through the redistribution of resources. These changes in the
distribution of income can have positive or negative influences on economic growth. For
example, cash transfer programs that require public expenditures financed through taxes or
increased debt for current consumption can affect economic growth by changing employment,
consumer spending or savings decisions.

Redistributive social spending is consistent with economic growth, both in transition
countries and across broader samples, as demonstrated by three cross-country studies.
Easterly and Rebelo (1993) found, using several measures of redistribution including marginal
and average tax rates as well as estimates of social spending for a large cross section of
developed and developing countries, that redistribution policies were not inconsistent with
growth. Perotti (1996) found similar results in a cross-country study of forty-nine countries
illustrating that redistribution measured by marginal tax rates for different income quintiles had a
significant positive impact on economic growth. Keane and Prasad (2002a, 2002b) showed for a
sample of transitioning states that cash transfers (measured as a percent of GDP) were positively
related to the level of GDP during the transition period of the 1990s.

Social transfers that aim to lessen inequality (thus support democratic survival and potentially
economic development) must reach target populations to be effective. Recent studies of reforms
in the E&E region show mixed results:

e Keane and Prasad (2002a) argue that increased social spending in Poland mitigated
inequality caused by wage disparities. Using household budget surveys from 1985
to 1997, they show that despite poor targeting of social cash transfers (including
pensions), inequality and poverty was significantly reduced by these payments.

e Hassan and Peters (1996), using household survey data for the early transition period
in Bulgaria, show that the main social benefits offered in Bulgaria were pro-poor
and therefore lessened inequality, again including pensions. Using household
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surveys data, Garner and Terrell (1998) reach similar results for the early transition
period in the Czech Republic and Slovakia.

e Boeri (2001, 2004) reports that social protection spending policies reduced income
inequality in Bulgaria, Hungary, Latvia, Poland and Slovenia, but increased
income inequality in Russia.

e Misikhina (1999), looking at all social spending programs in Russia from 1994
t01998, concludes that social benefits were regressive and that relatively wealthy
families received a much larger fraction of benefits than poorer families.

Those countries that developed more effective targeting systems for social transfers have
experienced faster economic growth and are generally considered to be more democratic.

Social transfer programs must also be well administered to minimize the costs of redistribution.
The socialist redistribution systems that existed were, generally speaking, inefficient. Several
countries in the region have realized considerable savings through the reform of social transfer
systems, such as disability, pensions, and illness benefits. A recent study in Poland estimates
total savings to public budgets from reforms to be approximately USD 3.5 billion in 2006.
Those savings can then be used to cut tax rates or provide additional services, making the
governments more efficient and accountable to their constituents and providing the basis for
additional growth.

Inefficient or corrupt social transfer systems can undermine economic growth. Several
studies of pension reform programs found striking results. The state-sponsored pension system
is typically the largest social transfer program in most countries and provides a good example.
Simply continuing the communist-era pension benefits would have resulted in budget deficits of
approximately two percent of GDP annually — a fiscally unsustainable expenditure. Poorly
administered systems may also create fiscal deficits through tax evasion. A study of Romanian
pension systems (DeMenil et al., 1999) shows very high levels of evasion of tax payments for
pensions reaching almost 23 percent of all pension tax receipts in 1998. Inability to collect
pension taxes requires that the pension fund be supplemented from general revenues,
compromising the ability of the government to meet other obligations. Failure to reform social
transfer systems leads to growing deficits, which imply a massive burden on future
generations, irrespective of whether the future imbalances were financed by higher payroll
contributions, lower replacement ratios, or higher general taxes, all of which may
negatively impact economic development.

Our conclusion from this survey of the relationship between economic growth and social
spending is that in the E&E region redistributive income tax and transfer policies promoted
economic growth, but this conclusion is based on the analysis from only one very well-done
study. However, there is similar supporting evidence from countries in other regions.
Furthermore, the cases discussed above illustrate the magnitude of the costs that governments
may incur if they fail to invest in reforming basic social investment programs. The policy
implication is that targeted or means-tested redistributive policies can contribute to economic
growth in the long run.
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Social Transfers and Income and Wealth Inequality

It is impossible to adequately describe the variation in social protection programs in transitioning
states. These would include long term unemployment benefits, social assistance, early
retirement, disability and sickness benefits with different eligibility requirements and different
benefits that vary across transitioning states. Programs have been reformed, benefits amended,
privileges eliminated and in some cases reinstituted throughout the transition period. Despite
considerable differences between countries, however, the findings of this review suggest that
changes in income inequality through targeted income redistribution policies influence
poverty and economic growth.

Central European countries spent considerably more on social protection, and several studies
show that this spending, though not perfectly targeted to the poorest households, generally
reduced inequality and poverty. States in Eurasia spent considerably less on social protection as
a percentage of GDP. These countries were often unable to pay even the most basic social
protection—old age pensions. Furthermore, Central European and Eurasian states differ in their
ability to effectively target social spending and social benefits to the poor or disabled, which
compounds the problem by distributing scarce resources to those who might have other sources
of income.

e Keane and Prasad (2002a) argue that in Poland increased social spending mitigated
inequality caused by wage disparities. Using household budget surveys from 1985
to 1997, they show that despite poor targeting of social cash transfers (including
pensions), inequality and poverty was significantly reduced by these payments.

e Boeri (2001, 2004) reports that social protection spending policies reduced income
inequality in Bulgaria, Hungary, Latvia, Poland and Slovenia, but increased
income inequality in Russia.

e Misikhina (1999), looking at all social spending programs in Russia from 1994
t01998, concludes that social benefits were regressive and that relatively wealthy
families received a much larger fraction of benefits than poorer families.

In summary, reform of social transfer programs, such as old age pensions, disability
insurance and social assistance for the poor, can lower program costs, strengthen fiscal
sustainability of social programs, and improve the administrative capacities of government.
The studies reviewed above on transitioning countries provide evidence that social spending
lessened inequality and poverty in the Central European states. They also demonstrate that lower
levels of social spending increased income inequality and poverty in Russia and other countries
of Eurasia. These studies strongly suggest that targeting transfers to those most in need of
assistance (the poor, disabled, and elderly) is crucial for lessening poverty and inequality, thus
supporting democratic development, and depending on the model selected, economic growth as
well.
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IV. SOCIAL SECTOR INVESTMENTS AND GOVERNANCE

In contrast to research on human capital improvement and economic growth, no comparative
empirical research on the direct influence of social reforms or social investments on quality
of governance was found. Research on social systems and governance in transition countries
was based on country-specific case studies. This section also reviews how policy reforms in
social programs have improved different aspects of governance in transitioning states.

e The most important benefit associated with investments in the reform of social
transfer systems is fiscal sustainability. Cost savings to public budgets, however,
are often considerable when reforms occur, suggesting that by not investing in
reforms, government budgets continue to spend more of a decreasing budget on
inefficient existing social systems.

e Rule of law (i.e., democracy) can be undermined when/if governments cannot
meet their obligations in providing benefits to society. When public expenditures
on social support are not sustainable and, in the most severe cases, fail to meet
statutory obligations to supply benefits to eligible households, these circumstances
will undermine public budgeting and affect governance.

e Reform of social transfer programs can improve governance by reducing
corruption, but no studies have estimated these benefits. Such reforms as old age
pensions, disability insurance and social assistance for the poor, can lower program
costs, strengthen fiscal sustainability of social programs, and improve the
administrative capacities of government.

e Reforms instituted throughout transitioning states have often resulted in more
efficient bureaucracies at national and state levels. These reforms can also
provide greater transparency in operation, lower the enforcement agency’s costs of
monitoring contribution payers, and improve the quality of information available to
all the parties involved. All of these help improve governance.

¢ In Poland, there is evidence that changes in social service delivery have
strengthened links between government and civil associations. Kerlin’s (2002)
analysis of local government reforms in Poland reports high levels of cooperation
between new county family assistance centers and municipal centers in coordinating
services with almost constant contact between the two agencies. In addition, NGO
cooperation seemed to flourish under the reforms with 81 percent of urban municipal
centers cooperating with NGOs on an informal basis. Almost half of county family
assistance centers consulted with NGOs to help decide how money from national
funds is allocated and 66 percent rely on NGOs to provide information to help solve
specific social problems. This cooperation was not mandated in the reforms.
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V. CONCLUSIONS

The review of literature in this survey suggests that social investments and reforms
improve economic growth and governance while indirectly contributing to the survival of
democratic regimes in the long run. The exact mechanisms whereby social systems influence
democratic stability and economic growth are not fully understood, although this review
provides clues into some of these processes. Social welfare systems in transitioning countries
provide protections and opportunities for citizens that affect individual wealth and offer
protections that influence the distribution of wealth in society. By delivering benefits and
opportunities to those in poverty or experiencing declines in economic welfare, increased
investments in social systems can lower the intensity of distributional conflicts that inevitably
occur in politics and reinforce the institutional basis needed for long term economic growth and
democratic consolidation.

page 16 Aguirre International



The Importance of Social Investments for Economic Growth and Governing in Transitioning States

BIBLIOGRAPHY

Aghion, Philippe, Eva Caroli, and Cecilia Garcia-Penalosa. (1999) Inequality and Economic
Growth: The Perspective of the New Growth Theories. Journal of Economic Literature
37 (4), 1615-1660.

Ahluwalia, M. (1976) Inequality, Poverty and Development. Journal of Development
Economics 6,307-342.

Alesina, A. and D. Rodrik. (1994) Distributive Politics and Economic Growth. The Quarterly
Journal of Economics 109(2), 465-490.

Allison, P. (2002) Missing Data. Thousand Oaks: Sage Publications.

Anderson, K. H. and J. S. Butler (2005) Human Capital Investment and Wages in the Kyrgyz
Republic, 1993-1997. Paper presented at the Southern Economics Association annual
meeting, Washington, DC.

Anderson, K.H. and R. Pomfret. (2003) Consequences of Creating a Market Economy: Evidence
from Household Surveys from Central Asia. Cheltenham, UK: Edward Elgar Press.

Andren, D., J.S. Earle, and D. Sapatoru (2004). The Wage Effects of Schooling under Socialism
and in Transition: Evidence from Romania, 1950-2000. Journal of Comparative
Economics 33(2), 300-323.

Aslund, A., P. Boone, and S. Johnson (1996) How to Stabilize: Lessons from Post-Communist
Countries. Brookings Papers on Economic Activity 26(1): 217-313.

Atkinson, A. and A. Brandolini. (1999) Promise and Pitfalls in the Use of ‘Secondary’ Data
Sets: Income Inequality in OECD Countries. Unpublished manuscript, Nuffield College,
Oxford University, Oxford, UK.

Auld, M.C. (2005) Smoking, Drinking, and Income. Journal of Human Resources 40(2),
505-518.

Balabanova, D., et al. (2004) Health Service Utilization in the Former Soviet Union: Evidence
from Eight Countries. Health Services Research 39(supplement 1), 1927-1950.

Bara, A., W.J.A. van den Heuvel, and J. A. M. Maarse (2002) Reforms of Health Care System in
Romania. Croatian Medical Journal 43(4), 446-452.

Barro, R.J. (1996) Health and Economic Growth, mimeo. Cambridge, MA, Harvard University.

Barro, R. J. (1997) Determinants of Economic Growth: A Cross-Country Empirical Study.
Cambridge MA: MIT Press.

Aguirre International page 17



The Importance of Social Investments for Economic Growth and Governing in Transitioning States

Barro, R.J. (1999) Determinants of Democracy. Journal of Political Economy 107(6, Part 2),
S158-S183.

Barro, R.J. (2000a) Inequality and Growth in a Panel of Countries. Journal of Economic Growth
5(1), 5-32.

Barro, R.J. (2000b) Rule of Law, Democracy and Economic Performance. Index of
Economic Freedom. Washington, DC: The Heritage Foundation, pp.31-49.

Barro, R.J. (2002) In, E.P. Lazear (ed.) Education as a Determinant of Economic Growth
Palo Alto, CA: Stanford University, Hoover Institution Press.

Barro, R.J. and J.W. Lee. (1996) International Measures of Schooling Years and Schooling
Quality. American Economic Review 86(2), 218-223.

Barro, R.J. and X. Sala-i-Martin (1995) Economic Growth. New York: McGraw-Hill.

Bassanini, A. and S. Scarpetta. (2001) Does Human Capital Matter for Growth in OECD
Countries? Evidence from Pooled Mean-group Estimates. Working Paper No. 282. Paris,
FR: Organization for European Cooperation and Development.

Becker, C. M. and D. Hemley (1998) The Demographic Crisis in the Former Soviet Union:
Introduction. World Development 26(11), 1957-1975.

Becker, C.M. and S.V. Paltsev (2004) Economic Consequences of Demographic Change in the
Former USSR: Social Transfers in the Kyrgyz Republic. World Development. 32(11),
1849-1870.

Becker, C.M. and D.S. Urzhumova (2004) Mortality Recovery and Stabilization in Kazakhstan,
1995-2001. Paper presented at the Central and Eurasian Studies Society meeting,
Bloomington, IN.

Bell, J. (1997) Unemployment Matters: Voting Patterns during the Economic Transition in
Poland. Europe-Asia Studies 49(7), 1263-1291.

Benhabib, J. and M.M. Spiegel (1994) The Role of Human Capital in Economic Development:
Evidence from Aggregate Cross-Country Data. Journal of Monetary Economics 34(2),
143-173.

Bennett, N. G, D. E. Bloom and S. F. Ivanov (1998) Demographic Implications of the Russian
Mortality Crisis. World Development 26(11), 1921-1937.

Benes, J. And H. Sebkova (2001) Tertiary Education in the Czech Republic. Country Report.
Prague, Czech Republic: Ministry of Education, Youth, and Sports, Centre for Higher
Education Studies.

page 18 Aguirre International



The Importance of Social Investments for Economic Growth and Governing in Transitioning States

Benus, J. and Rodriguez-Planas. (2002). Impact of Active Labor Market Programs. Prepared for
the Government of Romania, Ministry of Labor and Social Protection.

Berg, A., E. Borensztein, R. Sahay and J. Zettelmeyer (1999) The Evolution of Output in the
Transition Economies: Explaining the Differences. IMF Working Papers 99/73.
Washington, DC: International Monetary Fund.

Berkowitz, D. and D. DeJong (2000) Growth and New Enterprise Formation in Russia.
Unpublished Manuscript; University of Pittsburgh, Pittsburgh, PA.

Berkowitz, D and D.N. DeJong (2003) Policy Reform and Growth in Post-Soviet Russia.
European Economic Review 47(2), 337-352.

Berryman, S. (2000) Hidden Challenges to Education Systems in Transition Economies.
Washington DC: The World Bank.

Betcherman, G., K. Olivas and A. Dar. (2004) Impacts of Active Labor Market Programs: New
Evidence from Evaluations with Particular Attention to Developing and Transition

Countries. Social Protection Discussion Paper Series, No. 0402. Washington, DC: The
World Bank.

Bhargava, A., D. Jamison, L. Lau, and C. Murray (2001) Modeling the Effects of Health on
Economic Growth. Journal of Health Economics 20(3), 423-440.

Bils, M. and P. J. Klenow. (2000) Does Schooling Cause Growth? The American Economic
Review 90 (5), 1160-1183.

Birdsall, N. and J. Londono. (1997) Asset Inequality Matters: An Assessment of the World
Bank’s Approach to Poverty Reduction. American Economic Review 87(2), 32-37.

Bloom, D.E., D. Canning, and P.N. Malaney (2000) Demographic Change and Economic
Growth in Asia. Population and Development Review 26(supplement), 257-290.

Bloom, D.E., D. Canning, and J. Sevilla (2003) The Effect of Health on Economic Growth: A
Production Function Approach. World Development 32(1), 1-13.

Bloom, D.E. et al. (1999) Population Change and Human Development in Latin America. Paper
prepared for the Inter-American Development Bank.

Bloom, D. E. and P. N. Malaney (1998) Macroeconomic Consequences of the Russian Mortality
Crisis. World Development 26 (11), 2073-2085.

Bloom, D.E. and J. Sachs (1998) Geography, Demography, and Economic Growth in Africa.
Brookings Papers on Economic Activity 2, 207-273.

Bloom, D.E. and J. G. Williamson (1998) Demographic Transitions and Economic Miracles in

Aguirre International page 19



The Importance of Social Investments for Economic Growth and Governing in Transitioning States

Emerging Asia. World Bank Economic Review 12(3), 419-455.

Boeri, T. (2001) Transition with Labour Supply. Discussion Paper Series, No. 257. Bonn,
Germany: Institute for the Study of Labor.

Boeri, T. (2003) Social Policy Models in Transition: Why Are They So Different from One
Another? In, Holtzmann et al. (eds) Pension Reform in Europe: Process and Progress.
Washington, D.C: The World Bank.

Boix, C. (2003) Democracy and Redistribution. Cambridge, UK: Cambridge University Press.
Boix, C. and S.C. Stokes. (2003) Endogenous Democratization. World Politics 55(4), 517-549.

Bourguignon, F. (2000) Can Redistribution Accelerate Growth and Development? Paper
prepared for the ABCDE/Europe.

Bourguignon, F. (2003) The Growth of Poverty Reduction: Explaining Heterogeneity across
Countries and Time Periods. In, T. Eicher and S. Turnovsky (eds), Inequality and
Growth: Theory and Implications. Cambridge: The MIT Press.

Bourguignon, F. (2004) The Poverty-Growth Inequality Triangle. Washington, DC: The World
Bank.

Bourguignon, F. and C. Morrisson. (1998) Inequality and Development: The Role of Dualism.
Journal of Development Economics 32(3), 363-394.

Brainerd, E. (1998a). Winners and Losers in Russia’s Economic Transition. American Economic
Review 88(5), 337-352.

Brainerd, E. (1998b) Market Reform and Mortality in Transition Economies. World
Development 26(11), 2013-2027.

Brainerd, E. (2000) Five Years After: the Impact of Privatization on Wages in Russia, 1993-
1998. Journal of Comparative Economics 80(1), 160-193.

Brainerd, E. and D. M. Cutler (2005) Autopsy on an Empire: Understanding Mortality in Russia
and the Former Soviet Union. Journal of Economic Perspectives 19(1), 107-130.

Braithwaite, J., C.Grootaert and B.Milanovic (1997). Poverty and Social Assistance in Transition
Countries. New York: St. Martin’s Press.

Brunetti, A., G. Kisunko, and B. Weber (1997) Institutions in Transition: Reliability of Rules and
Economic Performance in Former Socialist Countries. World Bank Policy Research

Working Paper 1809.Washington, DC: The World Bank.

Campos, N. (1999) Back to the Future: The Growth Prospects of Transition Economies

page 20 Aguirre International



The Importance of Social Investments for Economic Growth and Governing in Transitioning States

Reconsidered. Cerge-EI Working Paper Series No. 146. Czech Republic.

Campos, N. (2000) Context is Everything: Measuring Institutional Change in Transition
Economies. World Bank Policy Research Working Paper 2269. Washington, DC: The
World Bank.

Canning, M. et al. (2003) Tertiary Education in Poland. Washington, DC: The World Bank,
Warsaw, Poland office.

Cawley, J. (2004) The Impact of Obesity on Wages. Journal of Human Resources 39(2),451-
474.

Chaloupka, F.J., M. Grossman, W.K. Bickel, and H. Saffer (eds.) (1999). The Economic
Analysis of Substance Use and Abuse: An Integration of Econometric and Behavioral
Economic Research.. Chicago, IL: University of Chicago Press.

Chase, R. (1998) Markets for Communist Human Capital: Returns to Education and Experience
In the Czech Republic and Slovakia. Industrial and Labor Relations Review 51(3), 401-
424.

Chlon-Dominczak, A. (2002) The Polish Pension Reform of 1999. In E. Fultz (ed.),
Restructuring with Privatization: Case Studies of Hungary and Poland. Budapest,
Hungary: International Labour Office.

Christofferson, P. and P. Doyle (1998) From Inflation to Growth: Eight Years of Transition. IMF
Working Paper 98/99. Washington, DC: International Monetary System.

Cichomski, B. and Z. Sawinski (1995). Polish General Social Survey. Warsaw, Poland:
University of Warsaw, Institute for Social Studies.

Clark, A. (2003) Returns to Human Capital Investment in a Transition Economy: the Case of
Russia, 1994-1998. International Journal of Manpower 24(1), 11-30.

Commander, S. and J. Kollo. (2004) The Changing Demand for Skills: Evidence from
the Transition. Discussion Paper Series, No. 1073. Bonn, Germany: Institute for the
Study of Labor.

Conover, P.J., S. Feldman and K. Knight. (1986) Judging Inflation and Unemployment: The
Origins of Retrospective Evaluations. Journal of Politics 48(3), 565-588.

Cook, L.J. and M.A. Orenstein (1999) The Return of the Left and its Impact on the Welfare State
in Russia, Poland, and Hungary. In, L.J. Cook, M.A. Orenstein, and M. Rueschemeyer
(eds.), Left Parties and Social Policy in Postcommunist Europe. Boulder, CO: Westview
Press.

Aguirre International page 21



The Importance of Social Investments for Economic Growth and Governing in Transitioning States

Cox, D., E. Eser, and E. Jimenez (1995) Family Safety Nets During Economic Transition:
A Study of Inter-Household Transfers in Russia. Mimeo, Washington, DC: The World
Bank.

Cox, D., E. Jimenez, and J. Jordan (1994) Family Safety Nets and Economic Transition: A Study
of Private Transfers in Kyrghyzstan. National Seminar on Poverty and Social Protection
in the Kyrghyz Republic. Mimeo, Washington, DC: The World Bank.

Dar, A. and P. Zafiris Tzannatos. (1999) Active Labor Market Programs: A Review of the
Evidence from Evaluations. Social Protection Discussion Paper No. 9901. Washington,
DC: The World Bank.

De Broeck, M. and V. Koen (2000a) The Great Contractions in Russia, the Baltics, and the
Other Countries of the Former Soviet Union: A View from the Supply Side. IMF
Working Paper 00/32. Washington, DC: International Monetary Fund.

De Broeck, M. and V. Koen (2000b) The Soaring Eagle: Anatomy of the Polish Take-Off in the
1990s. IMF Working Paper 00/6. Washington, DC: International Monetary Fund.

Deininger, K. and L. Squire. (1996) Measuring Income Inequality: a New Data base. World Bank
Economic Review 10(3), 565-591.

De la Fuente, A. and R. Donenech. (2000) Human Capital in Growth Regressions: How Much
Difference Does the Data Quality Make? CEPR Discussion Paper No. 2466.

De Melo, M., C. Denizer, and A. Gelb (1997) From Plan to Market: Patterns of Transition. In,
M. Bl¢jer and M. Skreb (eds.) Macroeconomic Stabilization in Transition Economies,
Cambridge, MA: Cambridge University Press.

De Melo, M., C. Denizer, A. Gelb, S. Tenev (2001) Circumstance and Choice: Role of Critical
Conditions and Policies in Transition Economies. World Bank Economic Review 15(1),
1-31.

DeMenil, G., S. Hamayon, and M. Seitan. (1999) Romania’s Pension System: The Weight of the
Past. CASE Working Paper, 177. Warsaw, Poland: The Center for Social and Economic
Research (CASE).

Denisova, 1., S. Kolenikov and K. Yudaev. (2000) Child Benefits and Child Poverty.
Unpublished manuscript.

Doppelhofer, G., R. Miller and X. Sala-i-Martin. (2000) Determinants of Long-Term Growth: A
Bayesian Averaging of Classical Estimates (BACE) Approach. Working Paper No. 7750.
Cambridge, MA: National Bureau of Economic Research.

page 22 Aguirre International



The Importance of Social Investments for Economic Growth and Governing in Transitioning States

Dudwick, N., E. Gomart, A. Marc, and K. Kuehnast (eds.). 2004. When Things Fall Apart:
Qualitative Studies of Poverty in the Former Soviet Union. Washington, DC: The World
Bank.

Easterly, W. and S. Rebelo. (1993) Fiscal Policy and Economic Growth: An Empirical
Investigation. Journal of Monetary Economics 32(3), 417-458.

Epstein, D. L., R. Bates, J. Goldstone, I. Kristensen and S. O’Halloran. (2004) Democratic
Transitions. Working Paper No. 101. Cambridge, MA: Harvard Center for International
Development.

European Bank for Reconstruction and Development. (2001) Transition Report. Washington,
DC: European Bank for Reconstruction and Development.

European Commission. (2001) Candidate Countries Eurobarometer.
http://europa.eu.int/comm/public_opinion/ind.ex_en.htm.

Falkingham, J. (1997) Public Transfers and Targeting in Kyrgyzstan. In, J. Falkingham, J.
Klugman, S. Marnie, and J. Micklewright (eds.) Household Welfare in
Central Asia. Basingstoke, UK: McMillan Press.

Fischer, S. and R. Sahay (2000) The Transition Economies After Ten Years. IMF Working
Paper 00/30. Washington, DC: International Monetary Fund.

Fischer, S., R. Sahay, and C. A. Végh (1996) Stabilization and Growth in Transition Economies:
The Early Experience. Journal of Economic Perspectives 10 (2), 45—66.

Fischer, S., R. Sahay, and C. A. Végh (1998) From Transition to Market: Evidence and Growth
Prospects,” IMF Working Paper 98/52. Washington, DC: International Monetary Fund.

Fiszbein, A. (ed.) (2001) Decentralizing Education in Transition Societies: Case Studies from
Central and Eastern Europe. Washington, DC: The World Bank, World Bank Institute.

Fleischer, B.M., K. Sabirianova, and X. Wang (2005) Returns to Skill and the Speed of Reforms:
Evidence from Central and Eastern Europe, China, and Russia. Journal of Comparative
Economics 33(2), 351-370.

Forbes, K. (2000) A Reassessment of the Relationship between Inequality and Growth.
American Economic Review 90(4), 869-897.

Fretwell, D.H. and A. Wheeler (2001a). Hungary: Secondary Education and Training.
Secondary Education Series #22855. Washington, DC: The World Bank.

Fretwell, D.H. and A. Wheeler (2001b). Poland: Secondary Education and Training.
Secondary Education Series #22860. Washington, DC: The World Bank.

Aguirre International page 23



The Importance of Social Investments for Economic Growth and Governing in Transitioning States

Fretwell, D.H. and A. Wheeler (2001c). Romania: Secondary Education and Training.
Secondary Education Series #22857. Washington, DC: The World Bank.

Fultz, E. and T. Stanovnik. (2004). The Collection of Pension Contributions: Trends, Issues, and
Problems in Central and Eastern Europe. Budapest, Hungary: International Labour
Office.

Gaal, P. (2004). Hungary. Health Care Systems in Transition 6(4). Geneva: World Health
Organization, European Observatory on Health Systems and Policies.

Ganguli, . and K. Terrell (2005) Changes in the Gender Wage Gap and Wage Inequality in
Ukraine’s Transition. Paper presented at the meeting of the Allied Social Science
Association, Philadelphia, PA.

Garner T.I. and K. Terrell. (1998) A Gini Decomposition Analysis of Inequality in the Czech and
Slovak Republics During the Transition. Economics of Transition 6(1), 23-46.

Gavrilova, N.S. et al. (2000) The Response of Violent Mortality to Economic Crisis in Russia.
Population Research and Policy Review 19(5), 397-419.

Grogan, L. (2004) Social Transfers and Intrahousehold Resource Allocation: Evidence from
Russia. Guelph, Canada: University of Guelph.

Gurr, T.R. (1990) Polity II: Political Structures and Regime Change, 1800-1986. Computer file
9263. Ann Arbor, MI: Inter-University Consortium for Political and Social Research.

Ham, J. C., J. Svejnar and K. Terrell. (1998) Unemployment and the Social Safety Net during
Transitions to a Market Economy: Evidence from the Czech and Slovak Republics.
American Economic Review 88(5), 1117-1142.

Hassan, F.M.A. and R.K. Peters, Jr. (1996) The Structure of Incomes and Social Protection
during the Transition: The Case of Bulgaria. Europe-Asia Studies 48(4), 629-646.

Havrylyshyn, O. (2001) Recovery and Growth in Transition: A Decade of Evidence, Volume
48, Special Issue. Washington, DC: International Monetary Fund.

Havrylyshyn, O., P. Boone, and S. Johnson (1996) How to Stabilize: Lessons form Post-
Communist Countries. Brookings Papers on Economic Activity: I, 217-313.

Havrylyshyn, O., I. Izvorski, and R. van Rooden (1998) Recovery and Growth in Transition
Economies 1990-97: Stylized Regression Analysis. IMF Working Paper 98/141,
Washington, DC: International Monetary Fund.

Havrylyshyn, O. and R. van Rooden (1999) Institutions Matter in Transition, but So Do
Policies. IMF Working Paper 00/70. Washington, DC: International Monetary Fund.

page 24 Aguirre International



The Importance of Social Investments for Economic Growth and Governing in Transitioning States

Hazans, M., R. Eamets and J. Earle. (2003) Labour Market and Social Policies in the Baltic
Countries. Paris: Organization for European Cooperation and Development (OECD).

Healy, J., J. Falkingham, and M. McKee (2002) Health Care Systems in Transition. In, M.
McKee, J. Healy, and J. Falkingham (eds.), Health Care in Central Asia. Buckingham,
UK: Open University Press.

Herbertsson, T.T. and J.M. Orszag. (2001) The Cost of Early Retirement in the OECD. Working
Paper WO01:02. Reykjavik, Iceland: Institute of Economic Studies, University of Iceland.

Hernandez-Cat4, E. (1997) Liberalization and the Behavior of Output During the Transition from
Plan to Market. IMF Staff Papers 44 (4), 405-429.

Heyneman, S.P. (1997) Educational Choice in Eastern Europe and the Former Soviet Union: A
Review Essay. Education Economics 5(3), 333-339.

Heyneman, S.P. (1997) Education and Social Stabilization in Russia. Compare 27(1) , 5-18.

Heyneman, S.P. (2000) From the Party/State to Multi-Ethnic Democracy: Education and Social
Cohesion in the Europe and Central Asia Region. Educational Evaluation and Policy
Analysis 21(4), 345-361.

Hlavacka, S., R. Wagner, and A. Riesberg. (2004). Slovakia. Health Care Systems in Transition
6(10). Geneva: World Health Organization, European Observatory on Health Systems
and Policies.

Holzmann, R. (2000) The World Bank Approach to Pension Reform. International Social
Security Review 53(1), 11-34.

Hristoskov, J. (2003) Concerning Execution of the State Social Security Budget, 2003. National
Social Security Institute. http://www.noi.bg.

Hunt, J. (2002) The Transition in East Germany: When is a Ten Point Fall in the Gender Wage
Gap Bad News? Journal of Labor Economics 20(1), 148-169.

Iradian, G. (2003) Armenia: The Road to Sustained Rapid Economic Growth. Cross Country
Evidence. Working Paper No. 03/11. Washington, DC: International Monetary Fund.

Jamison, D.T., L.J. Lau and J. Wang. (2005) Health’s Contribution to Economic Growth in an
Environment of Partially Endogenous Technical Progress in G. Lopez-Casanovas, B.

Rivera and L. Currais, eds. Health and Economic Growth: Findings and Policy
Implications. Cambridge, MA: MIT.

Jensen, R.T. and K. Richter (2004) The Health Implications of Social Security Failure: Evidence
from the Russian Pension Crisis. Journal of Public Economics 88 (1-2), 209-236.

Aguirre International page 25



The Importance of Social Investments for Economic Growth and Governing in Transitioning States

Joliffe, D. and N. F. Campos (2004). Does Market Liberalization Reduce Gender
Discrimination? Econometric Evidence from Hungary, 1986-1998. William Davidson
Institute Working Paper #678. Ann Arbor, MI: University of Michigan.

Jones, D.C. and K.H. Simon (2005) Wage Determination Under Plan and Early Transition:
Bulgarian Evidence Using Matched Employer-Employee Data. Journal of Comparative
Economics 33(2), 227-243.

Jones, C. 1. (1996) Human Capital, Ildeas and Economic Growth. Paper presented to the VIII
Villa Mondragone International Economic Seminar on Finance, Research, Education and
Growth. Rome, Italy.

Jones, C. 1. (2002) Introduction to Economic Growth, Second Edition. New York: W.W. Norton
& Company.

Juragda, S. (2003) Gender Wage Gap and Segregation in Late Transition. Journal of
Comparative Economics 31(2), 199-222.

Kaufmann, D., A. Kraay, and P. Zoido-Lobaton (1999) Governance Matters. World Bank Policy
Research Working Paper 2196. Washington, DC: The World Bank.

Kaufmann, D., A. Kraay, and M. Mastruzzi (2005) Governance Matters [V: Governance
Indicators for 1996-2004. World Bank Policy Research Working Paper No. 3630.
Washington, DC: The World Bank.

Keane, M.P. and E.S. Prasad (2002) Inequality, Transfers and Growth — New Evidence from the
Economic Transition in Poland. Review of Economics and Statistics 84(2), 324-341..

Keane, M. P. and E.S. Prasad. (2002) Changes in the Structure of Earnings During the Polish
Transition. IMF Working Paper No. 02/135. Washington, DC: International Monetary
Fund.

Kennedy, B.P, I. Kawachi and E. Brainerd (1998) The Role of Social Capital in the Russian
Mortality Crisis. World Development 26(11), 2029-2043.

Kerlin, J. (2002) Poor Decentralization Policy Burdens Poland’s Social Services. Transition
Newsletter (World Bank) 13(3), 43-44.

Kinder, D.R. and D.R. Kiewiet. (1979) Economic discontent and voting behavior: The role of
personal grievances and collective economic judgments in congressional voting.
American Journal of Political Science 23(3), 495-527.

Klugman J. (1998) Wages in Transition: The Case of Uzbekistan. Unpublished PhD dissertation,
The Australian National University, Canberra, Australia.

page 26 Aguirre International



The Importance of Social Investments for Economic Growth and Governing in Transitioning States

Klugman, J. and G. Redmond (2002) Poverty in the Transition : Social Expenditures and the
Working Age Poor. Innocenti Working Paper No. 91. Florence, Italy: UNICEF Innocenti
Research Center.

Kluve, J., H. Lehmann and C. M. Schmidt. (1999). Active Labor Market Policies in Poland:
Human Capital Enhancement, Stigmatization, or Benefit Churning? Journal of
Comparative Economics 2 (1), 61-89.

Kluve, J. and C. M. Schmidt. (2002). Can Training and Employment Subsidies Combat
European Unemployment? Economic Policy. 17 (Issue 35), 411-448.

Konitzer-Smirnov, A. (2003a) Incumbent Electoral Fortunes and Regional Economic
Performance during Russia’s 2000-2001 Regional Executive Election Cycle. Post-Soviet
Affairs. 19(1), 46-79.

Konitzer-Smirnov, A. (2003b) Jurisdictional Voting in Russia’s Regions: Initial Results from
Individual-level Analyses. Europe-Asia Studies 55(1), 133-154.

Konitzer-Smirnov, A. (2005) Serving Different Masters: Regional Executives and
Accountability in Ukraine and Russia. Europe-Asia Studies 57(1), 3-33.

Koulaksazov, S., S. Tudorova, E. Tragakes, and S. Hristova (2003). Bulgaria. Health Care
Systems in Transition 5(2). Geneva: World Health Organization, European Observatory
on Health Systems and Policies.

Kraay, A. (2004) When is Growth Pro-Poor? Cross-Country Evidence World Bank Policy
Research Working Paper No. 3225. Washington, DC: World Bank.

Kroncke, C. and K. Smith (1999) The Wage Effects of Ethnicity in Estonia. Economics of
Transition 7(1), 179-199.

Kupets, O. (2000) The Impact of Active Labor Market Policies on the outflows from
Unemployment to Regular Jobs in Ukraine. Master of Arts’ Thesis in Economics. Kiev,
Ukraine: Nation University, Kiev Mohyla Academy.

Kuszewski, K. and C. Gericke (2005). Poland. Health Care Systems in Transition 7(5). Geneva:
World Health Organization, European Observatory on Health Systems and Policies.

Kuznets, S. (1955) Economic Growth and Inequality. American Economic Review 45(1), 1-28.

Li, H. and H. Zou. (1998) Income Inequality Is Not Harmful For Growth: Theory and Evidence.
Review of Development Economics 2(3), 318-334.

Lipsmeyer, C.S. (2003) Welfare and the Discriminating Public: Evaluating Entitlement Attitudes
in Post-Communist Europe. Policy Studies Journal 31(4), 545-564.

Aguirre International page 27



The Importance of Social Investments for Economic Growth and Governing in Transitioning States

Lokshin, M.M. and Jovanovic, B. (2003) Wage Differentials and State-Private Sector
Employment Choice in Yugoslavia. Economics of Transition 11(3), 463-491.

Londregan, J.B. and K.T. Poole. (1996) Does High Income Promote Democracy? World Politics
49(1), 1-30.

Lopez, J. H. (2004) Pro-Growth, Pro-Poor: Is There a Tradeoff? Policy Research Working
Paper, No. 3378. Washington, DC: The World Bank.

Lopez-Casanovas, G., B. Rivera and L. Currais. (2005) Health and Economic Growth: Findings
and Policy Implications. Cambridge, MA: MIT.

Loungani, P. and N. Sheets (1997) Central Bank Independence, Inflation, and Growth in
Transition Economies. Journal of Money, Credit and Banking 29 (4), 381-399.

Lubyova, M. and J. C. van Ours. (1999). Effects of Active Labor Market Programs on the
Transition Rate from Unemployment into Regular Jobs in the Slovak Republic. Journal
of Comparative Economics 27(1), 90-112.

Mankiw, N.G., D. Romer, and D.N. Weil (1992) A Contribution to the Empirics of Economic
Growth. Quarterly Journal of Economics 107(2), 407-438

Martin, J.P. (2000) What Works Among Active Labour Market Policies: Evidence from OECD
Countries’ Experiences. OECD Economic Studies No. 30, 2000/1.

Mason, D. (1995) Attitudes Toward the Market and Political Participation in the Postcommunist
States. Slavic Review 54(2), 385-406.

Mason, D., and J. Kluegel. (2000) Marketing Democracy — Changing Opinion About Inequality
and Politics in East Central Europe. Lanham, MD: Rowman & Littlefield Publishers Inc.

Meurs, M. and Z. Satarkulova (2004) Government Decentralization and Development in
Transition Economies: The Case of the Kyrgyz Republic. Paper presented at the Central
and Eurasian Studies Society annual meeting, Bloomington, IN.

Mikhalev, V. (ed.) (2003) Inequality and Social Structure During the Transition. Basingstoke:
Palgrave Macmillan in association with the United Nations University World Institute for

Development Economics Research.

Milanovic, B. (1998) Income, Inequality, and Poverty during the Transition from Planned
to Market Economy. Washington DC: The World Bank.

Mincer, J. (1974) Schooling, Earnings, and Experience. New York: Columbia University Press.

Ministry of Economy, Labor and Social Policy. (2004) Plan Rationalization of Social
Expenditures. Warsaw, Poland: Ministry of Economy, Labor and Social Policy.

page 28 Aguirre International



The Importance of Social Investments for Economic Growth and Governing in Transitioning States

Misikhina, S. (1999) Social Benefits and Subsidies in the Russian Federation. Moscow, Russia:
TACIS.

Moers, L. (1999) How Important Are Institutions for Growth in Transition Countries? Tinbergen
Institute Discussion Paper 99-004/2. Amsterdam, The Netherlands.

Mullahy, J. and J.L. Sindelar (1991) Gender Differences in the Labor Market Effects of
Alcoholism. American Economic Review 81(2), 161-165.

Miinich, D., J. Svejnar and K. Terrell. (2005a) Returns to Human Capital Under the Communist
Wage Grid and During the Transition to a Market Economy. Review of Economics and
Statistics 87(1), 100-123.

Munich, D., J. Svejnar and K. Terrell. (2005b) Is Women’s Human Capital Valued More by
Markets than by Planners? Journal of Comparative Economics 33(2), 278-299.

Obloblin, C. (1999) The Gender Earnings Differential in the Russian Transition Economy.
Industrial and Labor Relations Review 52(4), 602-627.

O’Leary, C. (1995). An Impact Analysis of Employment Programs in Hungary. Working Paper
95-30. Kalamazoo, MI: W.E. Upjohn Institute for Employment Research.

O’Leary, C. (1998a). Evaluating the Effectiveness of Active Labor Programs in Hungary.
Unpublished Manuscript. Kalamazoo, MI: W.E. Upjohn Institute for Employment
Research.

O’Leary, C. (1998b). Evaluating the Effectiveness of Active Labor Programs in Poland.
Unpublished Manuscript. Kalamazoo, MI: W.E. Upjohn Institute for Employment
Research.

O'Leary, C., A. Nesporova and A. Samorodov. (2001) Manual on Evaluation of Labour Market
Policies in Transition Economies. Geneva, Switzerland: International Labour Office.

Orazem, P. and M. Vodopivec (1997) Value of Human Capital in Transition to Market:
Evidence from Slovenia. European Economic Review 41(3), 893-903.

Orazem, P. and M. Vodopivec (2000) Male-female Differences in Labor Market Outcomes
During the Early Transition to Market: the Cases of Estonia and Slovenia. Journal of
Population Economics 13(2), 283-303.

Pailhe, A. (2000) Gender Discrimination in Central Europe During the Systemic Transition.
Economics of Transition 8(2), 505-535.

Palacios R. and R. Rocha. (1997). The Hungarian Pension System in Transition. Washington,
DC: The World Bank.

Aguirre International page 29



The Importance of Social Investments for Economic Growth and Governing in Transitioning States

Paternosto, S. and D. Sahn (1999) Wage Determination and Gender Discrimination in a
Transition Economy: The Case of Romania. Policy Research Working Paper #2113.
Washington, DC: The World Bank.

Paukert, F. (1973) Income Distribution at Different Levels of Development: a Survey of the
Evidence. International Labour Review 108 (2-3), 97-125.

Peffley, M. and J. Williams (1985) The Attribution of Presidential Responsibility
for National Economic Problems. American Politics Quarterly 13(4), 393-425.

Perotti, R. (1996) Growth, Income Distribution and Democracy. Journal of Economic Growth
1(2), 149-187.

Persico, N., A. Postlewaite, and D. Silverman (2004) The Effect of Adolescent Experience on
Labor Market Outcomes: The Case of Height. Journal of Political Economy 112(5),
1019-1053.

Persson, T. and G. Tabellini. (1994) Is Inequality Harmful for Growth? The American Economic
Review. 84 (3), 600-621.

Petrakis, P. and D. Stamatakis. (2002) Growth and Education Levels: A Comparative Analysis.
Economics of Education Review 21(4), 513-521.

Polity IV Project. (2003) Data User’s Manual. College Park, MD: Center for International
Development and Conflict Management, University of Maryland.

Polity IV Project. (2003) Polity-1V Data Set. College Park, MD: Center for International
Development and Conflict Management, University of Maryland.

Posarac, A. (2003) Armenia’s Experience with the Proxy Means Testing. A background material
for the presentation. Washington, DC: The World Bank.

Powers, D.V. and J.H. Cox. (1997) Echoes from the Past: The Relationship between Satisfaction
with Economic Reforms and Voting Behavior in Poland. American Political Science
Review 91(3), 617-633.

Pritchett, L. (2004) Does Learning to Add Up Add Up? The Returns to Schooling in Aggregate
Data. BREAD Working Paper, No. 053. Bureau for Research in Economic Analysis of
Development.

Pritchett, L. (2001) Where has all the education gone?. The World Bank Economic Review
15(3), 367-391.

Przeworski, A. (1991) Democracy and the Market. Cambridge, UK: Cambridge University
Press.

page 30 Aguirre International



The Importance of Social Investments for Economic Growth and Governing in Transitioning States

Przeworski, A. and F.Limongi. (1997) Modernization: Theories and Facts. World Politics
49(2), 155-183.

Przeworski, A., M. E. Alvarez, J. A. Cheibub and F. Limongi. (2000) Democracy and
Development: Political Institutions and Well-Being in the World, 1950-1990. Cambridge,
UK: Cambridge University Press.

Psacharopoulos, G. (1994) Returns to Investment in Education: A Global Perspective. World
Development 22(9), 1325-1343.

Psacharopoulos, G. and H. A. Patrinos. (2004) Returns to Investment in Education: A Further
Update. Education Economics 12(2), 111-134.

Puhani, P. A. (1999) Evaluating Active Labor Market Policies: Empirical Evidence or Poland
During Transition. ZEW Economic Studies. 5. Heidelberg, Germany: Center for European
Research.

Ravallion, M. (2004) Pro-Poor Growth: A Primer. Washington, DC: Development Research
Group, The World Bank.

Reilly, B. (1999) The Gender Pay Gap in Russia During the Transition, 1992-96. Economics
Of Transition 7(1), 245-264.

Rokosava, M. and P. Hava (2005). Czech Republic. Health Care Systems in Transition 7(1).
Geneva: World Health Organization, European Observatory on Health systems and
Policies.

Romer, P. (1986) Increasing Returns and Long-Run Growth. Journal of Political Economy
94(5), 1002-1037.

Romer, P. (1994) The Origins of Endogenous Growth. Journal of Economic Perspectives 8(1),
3-22.

Rose, R., W. Mishler and C. Herpfer. (1998) Democracy and Its Alternatives: Understanding
Post-Communist Societies. Baltimore, MD: John Hopkins University Press.

Sachs, J.D. (1996) The Transition at Mid-Decade. American Economic Review 86 (2), 128—133.

Selowsky, M. and R. Martin (1997) Policy Performance and Output Growth in the Transition
Economies. American Economic Review 87 (2), 349-353.

Shkolnikov, V.M., G.A. Cornia, D.A. Leon, and F. Mesle (1998) Causes of the Russian
Mortality Crisis: Evidence and Interpretations. World Development 26 (11), 1995-2001.

Shlapentokh, V. (1999) Social Inequality in Post-Communist Russia: The Attitudes of the
Political Elite and the Masses (1991-1998). Europe-Asia Studies 51(7), 1167-1181.

Aguirre International page 31



The Importance of Social Investments for Economic Growth and Governing in Transitioning States

Sigelman, L., C.K. Sigelman and D. Bullock. (1991) Reconsidering Pocketbook Voting: An
Experimental Approach. Political Behavior 13(2), 129-49.

Silova, 1., M. Johnson, and S. Heyneman (2005) Mimeo, Vanderbilt University, Nashville, TN.

Solow, R. (1956) A Contribution to the Theory of Economic Growth. Journal of Political
Economy 70(1), 65-94.

Swan, T.W. (1956) Economic Growth and Capital Accumulation. Economic Record 32(2), 334-
361.

Task Force on Higher Education and Society (2004) Moderated Discussion: The Task Force on
Higher Education and Society. Comparative Education Review 48(1), 70-88.

Tekin, E. (2004) Employment, Wages, and Alcohol Consumption in Russia. Southern Economic
Journal 71(2),397-417.

Terrell, K. and V. Storm. (1999). Labor Market Policies and Unemployment in the Czech
Republic. Journal of Comparative Economics 27(1), 33-66.

Tucker, J.A. (2004) Transitional Economic Voting: Economic Conditions and Election Results in
Russia, Poland, Hungary, Slovakia, and the Czech Republic from 1990-1999. Princeton,
ML

Tworzecki, H. (2000) Welfare-State Attitudes and Electoral Outcomes in Poland and Hungary.
Problems of Post-Communism 47(6), 17-28.

UNESCO (2001) Secondary Education Reforms in Eastern Europe. Online document:
www.ginie.org/cstudies/romania/reformeurope.htm.

UNICEF-IRC (1998) Education for All. Regional Monitoring Report No. 5. Florence, Italy:
UNICEF International Child Development Centre.

UNICEF-IRC (2001) A Decade of Transition. Regional Monitoring Report No. 8. Florence,
Italy: UNICEF International Child Development Centre.

UNU/WIDER-UNDP (2005) World Income Inequality Database, Version 2.0a, User Guide and
Data Sources. www.wider.unu.edu/wiid/WIID2.pdf.

Van Zon, A. and J. Muysken. (2005) Health as a Principal Determinant of Economic Growth in
G. Lopez-Casanovas, B. Rivera and L. Currais, eds. Health and Economic Growth:
Findings and Policy Implications. Cambridge, MA: MIT.

Vassilev. (2004) Economic Performance and Regime Legitimacy in Post-Communist Bulgaria.
Politics 24(2), 113-121.

page 32 Aguirre International



The Importance of Social Investments for Economic Growth and Governing in Transitioning States

Vodopivec, M. (1999) Does the Slovenian Public Work Program Increase Participants' Chances
to Find a Job? Journal of Comparative Economics 27(1), 113-30.

Walsh, K., E.Dolle and R.Dorenbos. (2001). Evaluation of the Net Impact of Active Labor
Market Programs in Bulgaria. Sofia, Bulgaria: Ministry of Labor and Social Policy.

Whitehead, L. (2002) Democratization — Theory and Experience. Oxford, UK: Oxford
University Press.

Wolf, H.C. (1997) Transition Strategies: Choices and Outcomes. Unpublished Manuscript. New
York: Stern Business School.

World Bank (1993) The East Asian Miracle. Washington, DC: The World Bank, 43-69.

World Bank. (2000) Making Transition Work for Everyone: Poverty and Inequality in Europe
and Central Asia. Washington, DC: The World Bank.

World Bank. (2002) Evaluation of Active Labor Problems in Macedonia. Final Report. Social
Reform and Technical Assistance Project. IDA-2722-MK. Bélanger. Washington, DC:
The World Bank and International Monetary Fund.

World Health Organization Commission on Macroeconomics and Health, Working Group 1.
(2002) Health, Economic Growth and Poverty Reduction: the Report of Working Group 1
of the Commission on Macroeconomics and Health. Geneva, Switzerland: World Health
Organization.

Zinnes, C., Y. Eilat, and J. Sachs (2001) The Gains from Privatization in Transition Economies:
Is Change of Ownership Enough? IMF Staff Papers 48 (Special Issue), 146—170.

ZUS. (2004) Social Insurance in Poland: Information and Facts. Warsaw, Poland: Zaklad
Ubezpieczen Spolecznych.

Aguirre International page 33



