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ABSTRACT

The thesis provides a systematic analysis of social inequalities in Hungary during economic
transition, using nationally representative samples from 1992 and 1998. Beyond the
traditional economic measure of income inequality it uses a range of measures, including
‘objective well-being’ (such as employment status, housing quality, social relations) and
‘subjective well-being’ (such as individuals’ self-reported satisfaction).

The analy51s shows that the hlghly educated are well -being rich, since they have higher
incomes, higher chances of labour market participation, and they are more contented. The
Romany ethnic group are well-being poor, with particularly low levels of labour market
participation, which cannot be explained entirely by their educational disadvantage.
However, in general a ‘patchwork inequality’ prevails. Inhabitants of the capital prosper
better and fewer experience sodial isolation, but they tend to be more dissatisfied with their
neighbourhood. Age plays a varying, but at times major, role. Other things being equal, age
has an inverted U-shaped patten for income and for labour market participation,
indicating the relative advantage of middle-aged groups. In contrast, for life satisfaction age

has a pronounced U-shaped pattern.

The determinants of happiness are largely unaffected even by a major societal landslide.
For example unemployment or disability pensioner status is a major source of unhappiness,
even after controlling for income, both in 1992 and 1998. Religiosity, measured as church-
going, is a positive and stable correlate of happiness. One exception is the self-employed,
who may be called major winners of the transition process, as indicated by their growing

life satisfaction.

The empirical results show that objective well-being does matter over and above income, in the sense
that its specific measures contribute significantly and consistently to life satisfaction
(‘experienced utility’). This suggests that a mnimum level of ‘well-being or that of ‘functionings’
is not just normatively good, as suggested by Sen’s capabilities theory, but alo desired by
people.



ACKNOWLEDGEMENTS

First of all I would like to thank my supervisor, John Hills, for his support throughout the
whole period of my thesis. I have greatly benefited from his thorough and critical attention,
and also from his personal encouragement, which has continued over cyberspace as well. I
would also like to thank Pieter Vanhuysse, Howard Glennerster, John Goldthorpe, David
Piachaud and Istvan Gyorgy Toth for their valuable comments on the research design and
their later support. I am grateful to Robert MacCulloch for the inspiring discussions on the
economics of happiness, Tania Burchardt for improving my capabilities as an academic
 researcher and for contributing to my well-being, Karen Gardiner for her generous help .
with Stata, Péter Robert and Ceema Namazie for their comments on the chapters on
subjective well-being, Abigail McKnight and Wendy Sigle-Rushton for their econometric
advice, and also seminar participants at the LSE Research Laboratory, and conference
participants in Oxford. I am also grateful for the inspiring experience at the European
Consortium for Sociological Research (ECSR) Summer School in Oxford.

I have greatly benefited from the overall environment at the ESRC Centre for Analysis of
Social Exclusion (CASE) at the Research Laboratory of the London School of Economics.
I have received enormous support in terms of research environment and faclities, and
greatly enjoyed the centre’s general social atmosphere, and also the uncountable cups of
tea. I thank all those who made the place what it was for me. I would like to mention the

effective administrative work of Jane Dickson in particular.

I am very grateful for the finandal support of the Titmuss-Meinhardt Award and the
Overseas Research Scheme which enabled me to study at the LSE.

I also thank my brother, Balazs, for his help with information technology at the final stage.
Finally, I thank Pieter, Yang, Catherine, and Sabine for all we shared during this stage of
my life.



TABLE OF CONTENTS

1. Theoretical and empirical foundations. 9
1.1 Value judgements and theories of justice 1
1.2 Making Sen(se) in empirical research 17
1.3 Aim and methodological basis of the thesis 30
1.4 Main hypothesis and the structure of the thesis_ 43

2. Objective measures of well-being during transition. An overview 47
2.1 Objective measures of well-being and transition: an introduction 48
2.2 Well-being and its change: how does Hungary compare? 52
2.3 The Welfare system during transition -
2.4 Conclusion 82
Annex 2. Major changes in the Hungarian welfare system, 1985-1998 86

3. Income inequality 88
3.1 Inequality and transition: existing evidence 90
3.2 Conceptual and measurement issues 98
3.3 Data 109
3.4 Rising inequality during transition 110
3.5 Income and household characteristics 118
3.6 Conclusion 125
Annex 3. Summary statistics of income variables 128

4. Inequality of well-being: non-income measures 129
4.1 Choice of indicators 130
4.2 Labour market participation 134
4.3 Housing 150
4.4 Social relations 159
4.5 Conclusion 166

5. Subjective measures of well-being. An overview 169
5.1 Subjective well-being: theory and measurement 17
5.2 Pessimist’ Hungarians: 2 myth? 181
5.3 Sources of life satisfaction 189
5.4 happiness in transition: synthesis of a subjective explanation 202
Annex 5. Summary statistics of subjective well-being variables 206




6. Having’ and "being”: objective well-being, personal characteristics and satisfaction __ 207

6.1 Does plenty make people happy? 209
6.2 Satisfaction with income | 213
6.3 Satisfaction with housing and neighbourhood 227
6.4 Satisfaction with family relations 238
6.5 Conclusion 244
Annex 6 247

7. Happiness in transition 249
7.1 Hypothesis and methodology 252
7.2 Falling satisfaction — but not for all 261
7.3 Life satisfaction equations 7 263
7.4 Winners and losers of transition 274

7. 5 Conclusion _ - _ 278

| Anhex ‘7. ‘ | - 280
8. Well-being in Hungary: patchwork inequality 283
8.1 What 1s the Sen-sible measure of well-being? Normative good and personal preferences 287
8.2 For richer, for poorer? Well-being and income 292
8.3 Static aspects of inequality. Is there a single group of well-being poor and well-being rich? 296
8.4 Dynamic aspects of inequality: changes over the 1990s 300
8.5 Future directions for research: ‘social mechanisms’ rather than case studies 303
8.6 Policy implications 307
Appendices 312
Appendix A. Basic sample characteristics 313
Appendix B. Definition of vanables used in the thests 317
Appendix C. Components of aggregate income variables 322
Appendix D. Income variables: Missing data analysis and imputation 326
References 332




FIGURES

1.1. Utility, functionings, capabilities and their sources 14
1.2, Assumed relationship of various functionings and income 42
2.1 Model of the socialist and capitalist systems 50
2.2 Real GDP in transition economies, 1989-1998 55
2.3 Changes of household consumption, income and GDP in Hungary, 1989-1998 57
2.4 Change in the level of employment in transition economies, 1989-1998 (1989=100%) 61
2.5 Labour force participation and unemployment rate in selected OECD countries, 1998 62
2.6 Registered unemployment and unemployment based on the ILO definitoninHungary 63
2.7 Trends in divorce rate in selected Central European countries, 1970-1998 66
2.8 Suicide rates of males m selected European countries (per 100,000), latest avalable data 1997-1999 _69
2.9 Suicide rates in Hungary (pEr iOd,OOO), by genaer; 1955-1999 70
2.10 Social expenditure of the general government in Hungary, % of GDP, 1991-1998 75
3.1 Long term trends of inequality in Hungary 92
3.2 Income inequality during transition, various measures, 96
3.3 Income inequality, Kernel density estimates 116
3.4 Income inequality, standardised by the mean, Kemel density estimates 117
3.5 Income of specific household types relative to the mean (equivalised household income, e=0.73) _ 120
4.1. Labour market participation among the working age population, 1992 & 1998 137
4.2. Change in employment status by gender, 1992-1998 (in % points of the working age population of the
same gender) . 149
4.3. Housing ownership, 1992 & 1998 152
4.4 Occurrence of housing quality or neighbourhood problems by ownership status, 1992 & 1998___ 155
4.5 Extent of housing quality or neighbourhood problems among tenants, 1992 & 1998 156
4.6 Occurrence of housing quality problems among individuals in various income quintile groups, 1992 &
1998 158
4.7 Number of friends of individuals with whom could discuss problems, 1993 & 1998 ___ 161
4.8 Relational (self)exclusion in various income quintile groups, 1998 163
4.9. Pebple with no friends by income quintile groups within specific age groups, 1998 165
5.1 General measures of satisfaction and their change over transition in Hungary, 1992 & 1998 186
5.2 Average level of satisfaction in vanious domains, 1992 & 1998 188
5.3 Overall life satisfaction as ‘trait' and ‘state’ 191
5.4 Labour market status and satisfaction with specific domains of life, 1992 198
5.5 Labour market status and satisfaction with specific domains of life, 1998 198
6.1 Relationship between income level and satisfaction with income 214
6.2 Levels of satisfaction with housing and with neighbourhood 227
7.1 Life satisfaction and income 261
7.2. Life satisfaction in vanious age groups 263




‘TABLES

1.1 Classification of major empirical concepts and applications 19
1.2 Capabilities and their operationalisation in the thesis: indicators of well-being 41
2.1 Human Development Index and its components in selected countries 53
3.1 Income mnequality in Hungary, overview of existing publications 94
3.2 Income and the effect of taxes and benefits 102
3.3 Summary measures of inequality, various definitions of the population 111
3.4 Inequality and the choice of equivalence scale, sensitivity analysis 115
3.5 Determinants of income among households, OLS regression 123
3.6 Comparison of main determinants of income among households 124
A.3.1 Major aggregate income variables, descriptive statistics 128
4.1 Ratio of employees, as 2 % of relevant social groups____— . 7
4.2 Employee status and personal characteristics, logit model : 141
4.3 Ratio of self-employed, as a % of relevant social groups 143
4.4 Self-employed status and personal characteristics, logit model 144
4.5 Ratio of unemployed, as a % of relevant social groups 145
4.6 Ratio of unemployed within ethnic groups, % (among people with the lowest level of education)_____ 146
4.7 Unemployment and personal charactenistics, logit model 147
4.8 Tenant status of individuals, as a % of relevant social group 153
4.9 Occutrrence of housing quality problems among individuals in specific population groups, % 157
4.10 Marital status of the adult population, 1992 and 1998 159
4.11 Family size in 1992 and 1998, distribution among adult individuals 160
4.12 Relational (self)exclusion, measured in % of relevant social group, 1998 : 164
5.1 Happiness and satisfaction in Europe 184
5.2 Correlation matrix between various measures of satisfaction, 1992 192
5.3 Correlation matrix between various measures of satisfaction, 1998 192
5.4 Partial correlation of domain satisfactions with general measures of life satisfaction 195

5.5 Partial correlation of domain satisfactions with satisfaction with life up till now for various labour

market groups 200
5.6 Partial correlation of domain satisfactions with satisfaction with future prospects for various labour
market groups 200
5.7 Relationship between domain satisfactions and two measures of life satisfaction among employees, OLS
regression 202
A5.1 Summary table of subjective well-being variables 206
6.1 Satisfaction with income by education level, labour market status and gender 215
6.2 Satisfaction with income - OLS regression 217
6.3 Indtviduals’ income share and satisfaction with income - OLS regression 221
6.4 Wealth and satisfaction with income 1992 — OLS regresston 223



6.5 Wealth and satisfaction with income 1998 — OLS regression 224

6.6 Goodness of fit of various models of satisfaction with income 226
6.7 Satisfaction with housing — OLS regression 229
6.8 Satisfaction with housing, objective circumstances and personal charactenistics — OLS regression ____ 230
6.9 Satisfaction with neighbourhood and housing ownership 232
6.10 Satisfaction with the neighbourhood and settlement type 232
6.11 Satisfaction with the neighbourhood and reported neighbourhood problems 233
6.12 Satisfaction with neighbourhood, OLS regression 234
6.13 Satisfaction with neighbourhood, objective circumstances and personal characteristics - OLS regression

236
6.14 Housing and satisfaction with housing 237
6.15 Goodness of fit for various models of satisfaction with neighbourhood 238
6.16 Satisfaction with family relationships by marnital status 239
6.17 Satisfaction with family relationships by age, gender and ethnicity 240
6.18 Satisfaction with relations within the famﬂy, ‘log‘it model_____ - ‘ 241
6.19 Satisfaction with relations within the family, social contacts and fatalism, logit model 243
A6.15atsfaction with income, ordered logit model 247
A6.2 Summary statistics of housing related vanables 248
7.1 Satisfaction with life up till now by labour market status 262
7.2 Satisfaction with life by gender, ethnicity and other personal characteristics 262
7.3 General life satisfaction and objective well-being in 1992 - OLS regression 265
7.4 General life satisfaction and objective well-being in 1998 - OLS regression 266
7.5 General life satisfaction, objective well-being and personality in 1998 - OLS regression 267
7.6 The effect of transition on life satisfaction - OLS regression, pooled data 276
A7.1 Life satisfaction, objective well-being and personality - ordered logit model 280
A7.2 Life satisfaction and objective well-being in 1998, OLS estimate 282
1. Basic sample characteristics 313
2. Descriptive statistics of basic survey variables (unweighted, individual level variables) 316



THEORETICAL AND EMPIRICAL FOUNDATIONS



The primary goal of the thesis is to investigate one of the main sodal dimensions of
economic transition in Hungary, namely how well-being of various social groups has
changed. The ultimate justification of such a transition process (if we disregard historical
‘inevitability’ as the exclusive reasoning), can only be improvement in the lives of people.
Two questions arise, however: improvement for whom, and when. The latter issue is
widely discussed in the literature of transition, identifying a ‘valley of tears’ followed by
prosperity (e.g. Przeworski 1991). Most of the countries of Central-Europe have already
managed to restructure their polity, the legal foundations of their economies, and stabilise
their new economic systems. Transition seems to be over. Why does well-being during
transition matter then? One reason is that current and future prosperity of the people
greatly depends on the distributional processes during that period. The other is that better
~ understanding of social changes would contribute to our knowledge of the patterns of
social stratification. Our focus is the distribution of well-being among various social
groups, thus legal or macro-economic issues, however important they may be, are

considered indirectly, only through their effects.

The thesis will investigate two dimensions of sodial inequalities during transition: objective
well-being and subjective well-being. It will aim to describe and analyse how specific socal
groups have gained or lost during the process, using a set of indicators. Objective well-
being will incorporate income, housing quality, employment status and social relations.
Subjective measures will include specific and general indicators, such as individuals’
satisfaction with various aspects of their lives, including their incomes, housing conditions
and family relations, and their satisfaction with their lives as a whole. This will enable us to
get a rather complete picture of social inequalities, and also, to assess the relative merits of

these analytical approaches.

Empirical research inevitably involves value judgements of some sort, even if this is
concealed or not made explicit. These judgements, if hidden, may limit the interpretation
of the implications of such results. Therefore I intend to establish the theoretical
background of my research first of all, discussing the role of value judgements in
philosophies of distributive justice, followed by a brief account of value choices in the
empirical literature. Finally I will outline the starting position of my research, the

operationalisation of a theoretical concept.
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1.1 VALUE JUDGEMENTS AND THEORIES OF JUSTICE

The theoretical basis of the thests 1s Amartya Sen’s capabilities approach, which is regarded
to be a distinctive contribution to normative economics by many. The reason for this
choice, however, is not primarily this, but the normative and deeply humanistic nature of
Sen’s work. For Sen, the foundations of a consistent theory of the social good lie in a
conception of what makes a good life for 2 human being (Sugden 1993). Starting from an
extended critique of the orthodox position in economics, which may be called ‘revealed
preference welfarism’ he offers an alternative theory of the soaal good. This approach also
seems to provide a major theoretical solution for the problem of interpersonal
comparisons of well-being. Sen’s theory has strong conceptual connections with Aristotle’s
- view of the human good (Nussbaum 1993; Sen 1993). Both of these theories are based on
a single objective account of the human good, or in ethical terminology, human
flourishing’. This account is

objective in the sense that it is justifiable by preference to reasons that do not derive merely

Jfrom local traditions and practices, but rather from feature of humanness that ke beneath

all local traditions and are there to be seen whether or not they are in _fact recognised in

the local traditions’ (Nussbaum 1993, p. 243).

Capabilities and human flourishing

The objective roots of Sen’s theory seem to be strongly associated with neo-Amnstotelian
accounts of human flourshing. Both capabilities and human flourshing are objective,
because they identify objects of desire and choice (capabilities and human flourishing,
respectively), which are desirable and choiceworthy, not simply because they are desired or
chosen. ‘It is desired because of what it z. Its constitution is what makes it good. Thus, a
human goodness is something ontological. It is a state of being, not a mere feeling or
experience.” (Rasmussen 1999, p. 3). One of Sen’s major criticisms against utilitarianism lies
in its disregard of personal adaptation to circumstances, for example by diminished

expéctaﬁons. A person with disadvantaged circumstances may not aspire to certain things,

1 €”Human flourishing” is a relatively recent term in ethics. It seems to have developed in the last two decades
because the traditional translation of the Greek term exdaimonia as “happiness” failed to communicate clearly
that exdaimonia was an objective good, not merely a subjective good’ (Rasmussen 1999, pp. 1-2).
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may not choose them, but this should not prevent us from acknowledging these potential
choices as objects of value. In his theory, Sen claims that having capabilities, which means a

person's ability to achieve and choose from various states of being, is good per se.

Human flourishing and capabilities offer a view of the human good that is objective,
individualised and diverse, self-directed and soctal. Both are individualised and diverse,
because they depend on the individual and his charactenistics. In the notion of human
flourishing the realisation of a person’s potentialities is not the same as someone else’s, they
are not interchangeable. Sen does not claim that equal states of capabilities cannot occur by
definition. His account is individualised in the way that he acknowledges personal
diversities, differing abilities in converting resources into states of being. The self-directed
nature of human flourishing emphasises the role of a person’s own effort, the necessity of -
him taking charge of his own life, beyond the mere possession and use of needed goods.
Sen’s theory also attaches intrinsic value to the active choice of individuals in attaining their
current state of being. Choice, and the ability to choose are valuable, and the value attached
to them distinguishes the capabilittes framework from other theories of justice based on
the possession of goods. Social interactions, ‘philia’ (friendship) are in the core of both

accounts, our maturation or ‘full life’ requires a life with others.

Sen however emphasises the differences between his and the Amnstotelian approach. He
maintains that the capabilities approach is incomplete, and deliberately so. “This (the
Aristotelian) view of human nature (with a unique list of functionings for a good human
life) may be tremendously overspecified’ (Sen 1993, p. 47). He rejects urges to be more
radical and spedific, by introducing an objective normative account of human functioning
and by describing a procedure of objective evaluation by which functionings can be
assessed for their contribution to the good human life’ (Nussbaum, quoted by Sen 1993, p.
108). Sen sees his capability approach primarily as an identification of the ‘space’ of value-
objects, and does not intend to reach conclusions on how the valuational exercise is to be
completed. Thus, Sen avoids being non-liberal (by not acknowledging that there are
various possible accounts of what “good” 1s) or paternalistic (believing to be able to set the

standard of evaluation entirely himself).

Sen’s way of describing what a good life is, thus, rather indirect, through the identification

of the space of value objects. His intention is to redirect our attention from resources to
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‘states of beings’, from means to ends, from utlity to functionings and capabilities.
Functionings, ‘beings and doings’, and cagpabilities, a set of functionings a person can achieve,
constitute this evaluative space. ‘Living may be seen as consisting of a set of interrelated
“functionings” ’ (1992, p. 30). ‘Being adequately nourished’, ‘avoiding premature mortality’,
‘taking part in the life of the community’, and ‘being happy’ are all examples of
functionings. Capabilities, in comparison, ‘are notions of freedom, in the positive sense:
what real opportunities you have regarding the life you may lead’ (1987, p. 36). Capabilities
thus come close to the notion of positive freedom. This definition of capabilities also
implies that they include opportunities, which may not be valued or chosen by the person.
For example, having the capability of being adequately nourished, someone can choose to
fast. In this case the lack of the functioning of being fed is a result of the individual’s

~ choice, and not due to external constraints.

Capabilities and other objects of value

In establishing his theory, Sen draws a conceptual map, relating his position to major
pohitical philosophies. He crticises rights and entitlements, utility, resources and primary
goods as bases of theories of distributive justice. Rights are inadequate, because they ignore
consequences of actions (Sen 1984c), referring to especially Nozick (1974). Utility,
interpreted either as an object of value in itself (referring to a certain mental state), or as a
valuational device (used to evaluate other objects of value, for example goods possessed)
ignores freedom and concentrates only on achievements (Sen 1992). Equality of resources,
as presented by Dworkin (1981), ‘overlooks the interpersonal differences in the mapping
from resources to capabilities’ (Sen 1984c). Primary goods, in Sen’s view, lack concern for
what goods do to people, thus represent only means, not ends (1982; 1984b). Sen,
however, stresses how much he has been inspired by John Rawls, and identifies basic
capabilities ‘as natural extension of Rawls’s concern with primary goods’ (Sen 1982, p. 368).
Sen even asserts that ‘there are good reasons to think that Rawls himself — contrary to the
theory is really after something like capabilities. He motivates the focus on primary goods
by discussing what the primary goods enable people to do™ (1984c, p. 320).

2 According to Sen the main reason for their divergence is Rawls’ ‘untenable assumption underpmning his
framework. He asserts that the, often implicit, assumption of Rawls is that ‘the same mapping of primary
goods to capabilities holds for all’ (Sen 1984c, p. 320). This means that Sen challenges Rawls for his disregard
of interpersonal differences in converting goods into capabilities.
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Sen’s capabilities are equal to neither goods nor the utility enjoyed by the individual at their
consumption. They stand in between, as the map portrays (Figure 1). Sen makes clear
distinction between goods (e.g. rice), their material characteristics (giving calories and
nutrition), the functioning of a person (living without calorie deficiency) and utility (e.g the
pleasure from consumption) (Sen 1984c). A person’s well-being, the quality of living, is
characterised by his functionings. The freedom to pursue well-being, the real opportunities
the person has, are reflected in his set of capabilities. Capabilities are thus may be called
‘well-being freedom’, ‘reflecting the person’s freedom to lead one type of life or another’
(Sen 1992, p. 40).

Figure 1.1. Usility, functionings, capabilities and their sourves

----------

T .. Capabilities of a Material Good
; Udlity i Functionings |« person to function < chancteristics  [€ s
)
]

\

Psychic state Personal Environment:
charactenistics physical,
socal,
political

Source: (Muellbauer 1987, p. 40)

As mentioned before, Sen emphasises the connection between capabilities and primary
goods, for both provide a basis for assessment of real opportunities. Primary goods are
‘things that every rational man is presumed to want.” (Rawls 1971, p. 54). Rawls makes a
distinction between sodal primary goods and natural goods. Sodal primary goods are
rights, liberties, and opportunities, and income and wealth. Natural goods are for example
health and vigour, intelligence and imagination. Thus liberties and opportunities seem to be
intrinsic part of both Sen’s and Rawls’ theory. Rawls explains liberty by reference to three
items: ‘the agents who are free, the restrictions or limitations which they are free from, and
what it is that they are free to do or not to do.” (p. 177) He discusses liberty mostly in
connection to constitutional and legal restrictions. Sen’s focus is freedom as positive
freedom, as freedom of individuals to do something. For him, the institutional and political
structure of a society 1s relevant only in an indirect way, m its effects of promoting or

inhibiting individual’s capabilities.
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As Sugden notes, however, Sen underestimates the difference between his theory and that
of Rawls’ (Sugden 1993). The fundamental difference lies in their ways of thinking about
justice. While Sen aims to develop a substantive account of the good of the individual,
Rawls aspires to evaluate rules, using procedural values. Rawls’ justice as fairness is
political, not metaphysical (Rawls 1985). It avoids ‘claims to universal truth, or claims about
the essential nature and identity of persons’ (p. 223). It does not intend to apply any general
moral conception to the structure of sodiety. According to Rawls, the ‘basic structure’ of a
modern democracy 1s realised by means of social co-operation, one unified system of social
co-operation. A basis of such social unity is consensus between individuals who may well
have different values and beliefs. Justice as fairness 1s ‘supported by what we may call an

“overlapping consensus”, that is, by .a consensus that includes all the opposing
philosophical and religious doctrines likely to persist and to gain adherents in a more or less
just constitutional democratic soclety.” (pp. 225-226) This theory is based on liberalism as a
political doctrine, which ‘assumes that it is a characteristic feature of a free democratic
culture that a plurality of conflicting and incommensurable conceptions of the good are
affirmed by its atizens.” (p. 248) In contrast, classical utilitartanism, and other conceptions
of justice, for example Plato, Anstotle and the Chrstian traditton as represented by
Augustine and Aquinas all hold that there 1s but one conception of the good which is to be
recognised by all persons, so far as they are fully rational. ‘

Criticism of the foundations of utilitarianism has played a major role in Sen’s work, and
even a bref account of his contribution to the debate on welfartsm would go beyond the
limits of the thesis. Some major concemns, however, are particularly relevant for the
approach of this analysis. Sen emphasises that the utilitarian approach is problematic
because of its focus on a single maximand, utility, disregarding its distribution among
people. Utlity itself is problematic, because it does not distinguish between different
sources of pleasures or pain. Actions, rules, and institutions matter only to the extent they

promote individuals’ happiness.
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Utilitarianism is not really interested in persons as such, and that a person is viewed by
a wtilitarian as nothing other than the place in which that valuable thing called
happiness takes place. 1t does not ultimately matter how this happiness happens, what
canses tt, what goes with it, and whether 1t is shared by many or grabbed by a few. Al
that really matters is the total amount of this ‘marvellous’ thing: happiness or desire-
Julfilment.’ (Sen 1984¢, p. 308)

Interestingly, in much of his work Sen focuses mostly on utlity as happiness or desire
fulfilment. As Sugden notes in his review of Inequality Reexcamined, Sen ‘says very little about
revealed preference welfarism, effectively treating it as a nonstarter’ (1993, p .1949).

Sen’s attack on utility may sound controversial: while he acknowledges the value of
* happiness as an’ element of well-being, at the same time he also condems it, being a
measure of utility. The caticism, however, does not refer to happiness per se, rather its use
as a single object of value.

Tt is quite easy to be persuaded that being happy is an achievement that is valuable, and

that in evaluating the standard of living, bappiness is an object of value. [...] The

interesting question regarding this approach is not the legitimacy of taking happiness to be

valuable, which is convincing enough, but its exclusive lgitimacy.’ (Sen 1987, p. 8)

One major fault of using happiness as a unique measure of well-being may be called the
problem of the ‘adaptive preferences’. A person, who lives in thorough deprivation, may
not aspire for things, which are not attainable for her. Jon Elster (1983), using the tale of
sour grapes, describes the adaptation process in the following way: although desiring the
grapes, the fox, seeing that he cannot reach them, judges that they are sour. Nussbaum
(2001) criticises the narrow focus of Elster’s argument and says that changes in preferences
can often be a good thing, for example when people adjust to reality rather than sustaining
unrealistic aspirations (she cites her own personal desire to be the world’s best opera
singer). She argues that a substantive theory of justice and central human capabilities is
essential in order to identify desires (and unrealisable desires). In addition, discrimination

and abuse are violations of personal liberty even if people adjust to them.

In sum, Sen’s theoty of capabilities is distinct from other theories of justice, both in terms
of the identification of the object of value and also in terms of its justificaion. For
utilitarians, it is utility that matters, for libertarians, it is rights, and for egalitarians resources

are the basis of evaluation. Rawls’ theory of justice uses the concept of primary goods.
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Sen’s metric is based on capabilities. Sen’s theory of the social good may be called an end-
state theory, which 1s distinct from procedural criterion of fairness, concerned with the
evaluation of rules. Capabilities, and especially functionings seem to provide a suitable base
for empirical comparisons of inter-personal well-being. The main value of this conceptual
framework lies in its focus on positive freedom, the realisation of this freedom, its concemn
with ends, not means, the acknowledgement of interpersonal differences in converting
resources into states of being, and the provision of an absolutist core for interpersonal

comparisons.

1.2 MAKING SEN(SE) IN EMPIRICAL RESEARCH

Although Sen’s work received wide acclamation for advancing normative theory, many
scholars expressed their scepticism on the empirical applicability of his theory of
capabilities. Sen refrains from ‘completing’ his framework, by providing a comprehensive
list of capabilities, or even that of basic capabilities. He does not give a clear guidance on
empirical application either (see discussion later). Despite the numerous attempts at
empirical conceptualisation, it seems that there 1s limited success in a comprehensive and
direct application of his theory. Nolan and Whelan find that ‘the approach has had little or
no impact on empirical studies which seek to measure and understand poverty’ (1996, p.
85). Piachaud argues that ‘Sen’s absolute goals, save that of physical survival, are too vague
to be of any theoretical or practical use’ (1987, p. 148). How has Sen influenced the
empirical literature? And how can the existing literature be evaluated in terms of Sen’s

discussion on the normative basis of sodal research?

Existing operationalisation of the capabilities approach predominantly uses functionings as an
approximation of capabilities. Capability has not yet gained scope as a major currency of
interpersonal comparisons. Empirical literature based on functionings can identify its roots
in existing ‘social indicators’ research and the ‘basic needs approach’. What Sen seems to
have provided, is a theoretical depth to the ‘not deeply founded approach’ (1987, p. 25).
Although these approaches, according to Sen, have the merit of redirecting attention from
income, from GDP and economic growth to other aspects of social achievements, they

mostly remain preoccupied with commodity possession instead of examining what lives
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people actually lead or can lead. Based on this, primarily two major objects of value can be

distinguished in empirical research: income, and well-being or functionings.

Place of functionings in the field

My main concern related to the extensive literature on quality of life and living standards is
how it actually relates to Sen’s approach. For this, first I try to draw a map of the major
empirical concepts and applications based on their choice of the evaluative space and the
methodology of evaluation (Table 1), and then discuss briefly a few selected major works.
Literature on both objective and subjective measures of well-being will be discussed in

more depth in later chapters of the thesis.

| Choices in empirical studies involve firstly a choice of the object of value, whether it is
income, or functionings, secondly a choice on the general concern, whether it is a specific
basic standard or overall inequality, and finally, a choice on methodology, whether
aggregate or distributional measures are used, and if any, what weighting method is to be
employed. This classificatory exercise, however, at times proved to be difficult. Studies
often use various measurement units, combining measures of income, material resources
and functionings, e.g. Swedish Level of Living Research (Edkson and Aberg 1987), the
Living Standards Measurement Survey of the World Bank (e.g. Chander, Grootaert and
Pyatt 1980; Grosh and Glewwe 1995). In these ambiguous cases the criterion for
classification was whether there was a detectable intention in the projects to measure
functionings or not. Studies which are based on income often use a commodity-based
standard to define the desirable income level. For example, the so called ‘budget standard
approach’ in poverty research defines minimum consumption requirements, then after
pricing the goods, translates it to the metric of income. Such cases are classified as studies
of income, since they do not focus on the possession of certain commodities, but only on

levels of income.
The Breadline Britain Survey was first systematic attempt in Brtain to define what

constitutes the minimum standard of living in the public’s view, and also to assess in what

ways people fail to meet these standards (Mack and Lansley 1985). The spedific virtue of
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this approach is that the authors try to measure enforved deprivation®. Mack and Lansley’s
way of identifying social consensus thus includes subjective standards, because households
are asked whether their lack of a spedific item is due to their choice or they cannot afford
it. This approach thus measures resources, not directly states of individuals. The motivation
of the authors, including their effort to go beyond the single measure of income, suggests,

however, that this approach may be regarded as an attempt to measure functionings®.

Table 1.1 Classtfication of major empirical concepts and applications

General concern
Minimum standard Overall inequality
Summary measures | Distributional measures
Objective approaches
Headcount Lorenz curve; Analyses of income distribution or income
| Povertygap: -~~~ | Gini coefficient © | mobility = ‘ S
Relative poverty lines Atkinson index
N Absolute poverty lines (e.g:
g ‘budget standard’ approach)
= [ Senindex5
Townsend’s deprivation
index$
§ Subjective approaches
< Leyden poverty line | |
3 Objective approaches
'? Human Poverty Index-2 Human Development Swedish Level of Living Research;
S o | Breadline Britain Survey Index (HDI) Living Standards Measurement Study
= :§ | Studies on deprivation’ (World Bank)
3 | Studies on social exclusion® Comparative Scandinavian Welfare Study
§ EU indicators on sodial Norbalt Living Condition Project!0
g, | inclusion® Research on well-being in the European
§ Union and Eastern Europe 11
§ | Subjective approaches
o Comparative Scandinavian Welfare Study
Sociological and psychological literature
on subjective well-being
‘Economics of happiness’?

Nolan and Whelan start from the hypothesis that income poverty is inadequate as a

measure of the extent and nature of poverty, if poverty s conceptualised in term of

3 This systematic attempt seems valuable in my view, although there are some methodological doubts on the
measurement of involuntary deprivation. As Piachaud notes, a major problem is their treatment of those
households which cannot afford necessities but afford non-necessities (1987, pp. 149-152).

4 Sen regards Mack and Lansley’s work to be related to his approach, but does not specify how (1992, p. 39).

5 For definition, see (Sen and Foster 1997)

¢ (Townsend 1979)

7 e.g. (Nolan and Whelan 1996; Layte, Maitre, Nolan and Whelan 2001)

8 e.g. (Burchardt, Le Grand and Piachaud 2002)

9 (Atkinson, Cantillon, Marlier and Nolan 2002)

10 (Aasland 1996; Grogaard 1996; Knudsen 1996)

11 (Cornia 1994; Micklewright 1999; Micklewright and Stewart 1999; 2000; Micklewright and Ismail 2001; Stewart 2002)

2 e.g. (D1 Tella, MacCulloch and Oswald 2001)
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exclusion from the life of society because of a lack of resources (1996). Instead, they
propose a poverty measure, which takes into account both income and deprivation.
Deprivation is measured by various indicators of life-style, including household amenities,
housing conditions, nutrition, clothing, and leisure. To account for differences in tastes
across people the authors distinguish ‘enforced lack of resources’, those items which the
houschold lacked and said that 7 was becanse conld not afford them. Their finding is that the
overlap between income poverty and deprivation is weak. ‘About half the households
below income poverty lines were experiencing enforced basic deprivation, while substantial
numbers above those lines reported such deprivation’ (p. 149)". Thus income is not an
adequate ‘short cut’ if someone wants to measure multi-dimensional deprivation. A
possible main explanation is that current income is an inadequate proxy for actual financial
resources. Using both savings and income as an alternative poverty criterion, however, the
authors still find that the explanatory power of this criterion is weaker than measures of
deprivation, e.g. for explaining people’s experience of finandal strain. The reason for this is
that differences in individuals’ backgrounds, needs and other ‘social assets’ also contribute
to variations in life-styles. According to Nolan and Whelan, this provides a strong case for
the use of multiple measures of deprvation. Later the authors applied a similar approach
for cross-countty comparison, using the European Community Household Panel Survey

(Layte et al. 2001; Whelan, Layte, Maitre and Nolan 2001).

The Comparative Scandinavian Welfare Study also uses resources, but its primary focus 1s
much broader, It incorporates measures of education, health, employment, social relations,
political activities and opportunities to live in harmony with nature (Allardt 1993).
Subjective measures gained equal emphasis to objective ones in the design of the survey.
The subjective indicators include dissatisfaction/satisfaction with living conditions,

unhappiness/happiness about social relations and about personal growth.

Subjective approaches measure well-being on the basis of people’s self-reported states.
They usually investigate individuals’ happiness in general or their satisfaction with particular
aspects of their lives, such as income, living standards, health or other functionings.

‘Subjective well-being’ has an extensive literature, including economics, sociology and

13 Basic life-style deprivation indicates lack of food, clothes and basic necessities. This is distinguished from
secondary hife-style deprivation, which mcludes items such as letsure activities, and from housing deprivation.
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psychology (for a review of the relevant literature, see chapter 5). The empirical literature
on the ‘economics of happiness’ uses survey measures of happiness as proxies for utility
(see e.g. D1 Tella et al. 2001). Although these studies use this measure of happiness
exclusively, they could also be interpreted as essential analyses of a particular, and very
important element of well-being. The related literature will be discussed in detail in chapter
7.

An early application of this subjective approach in economics is the so-called Leyden
approach. This has been derived by a research group, which worked at the University of
Leyden in the seventies and eighties (see e.g. Van Praag, Spit and Van de Stadt 1981). The
basic question module is the so-called Income Evaluation Question, which follows: “What
monthly income (net of taxes) would you consider for your household as: very bad, bad, -
not bad not good, good and very good”” The respondent is then supposed to give exact
amounts of these in the local currency. This information is used for the compilation of an

overall subjective poverty line, and also of a welfare function.

Sen himself has contributed to the empirical literature in the field of quality of life research,
and has applied his capability approach, with paying special attention to the developing
wotld, especially India. His contribution to quality of life research included analysis of
mortality as an indicator of economic success and failure (Sen 1998), studies of sex bias in
health conditions, undernutrition and poverty (Kynch and Sen 1983; Sen 1984a; 1985). Sen
in his 1998 study presents a major argument for the use of measures other than income in
comparative research (1998). He found that Harlem men are overtaken in terms of survival
even by the Bangladeshis, meanwhile they are many times richer measured as income per
head than the latter group. He does not argue that income should be abandoned in
economic analysis, rather that it should be supplemented by other measures. Sen asserts
that ‘personal income is certainly a basic determinant even of survival and death, and more
generally of the quality of life of a person’ (p. 23).

A major, and maybe the most influential explicit application of Sen’s theory is the Human
Development Index (HDI) (with Amartya Sen’s conttibution as a consultant), published
yearly in the Human Development Report by the UNDP starting from 1990, as the now
widely accepted alternative to GDP for comparing human well-being between countries.

The report interprets human development both as ‘the process of widening people’s
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choices and the level of their achieved well-being’ (UNDP 1990, p.10). The measurement
of human development focuses on three essential elements of human life: longevity,
knowledge and decent living standards. These elements are described by means of life
expectancy at birth, illiteracy and school enrolment, and GDP per capita. (HDI s a
composite index based upon the weighted average of these indicators.) The HDI rankings
of countries may differ significantly from their ranking based upon GDP per capita.

The HDI index is a simplified approach to tackle and measure the selected three elements
of well-being, and represents a compromise for the sake of ensuring comparability and
accessibility of data. Life expectancy, illiteracy and school enrolment may be called
measures of ‘basic capabilittes’. GDP per capita, however is a rather indirect approximation
of capabilities. Thus, similarly to the classic psychological approach of Maslow (1970), the
conceptual choices of the HDI imply a hierarchy of needs, where the satisfaction of
physical needs is essential prior to the appearance of social, emotional and other higher-
ranked needs. These elements of well-being, nevertheless, do not provide a full descrption
of human development, as also acknowledged by the report. ‘Additional choices, highly
valued by many people, range from political, economic and sodial freedom to opportunities
for being creative and productive, and enjoying personal self-respect and guaranteed
human rights.” (UNDP 1990, p.10) Another shortfall of this measurement is the lack of
concern of a sodety’s human freedom, first of all of the fact if individuals live in a
democratic or an authoritarian polity. This is also revealed in the first report, indicating that
the exploration of links between human freedom and human development is indeed

necessary in the future.

Most criticism of the construction of the HDI has targeted the income component.
Ravallion, for example, challenges the implicit trade-offs built into the HDI between
income and longevity (1997). The calculation of the income index in the formula is based
upon the assumption of decreasing utility of income and the diminishing retumns to
transforming income into human capabilities. Therefore a world average income ($5,990, $
based on PPP, purchasing power parity) is taken as a threshold level and any income above

this level is discounted. In response to these, the UNDP has revised its methodology for



discounting income. The new formula' does not discount income as severely as the one
earlier, and it discounts all income, not just the income above a certain level (UNDP 1999a,
p- 159). As a result, rising income gets recognition as a potential means for further human
development. The new methodology, however, brought some problems of comparability

with indices of previous years".

The definition of human well-being used in the HDI does not seem to be adequate for the
characterisation and comparison of industrial countries. Probably as a response to this
problem a spedal index was introduced in 1998, the human poverty index for industrial
countries (HPI-2). The dimensions of deprivation defined as the basis of this index are
quite similar to those reflected in the HDI — longevity, knowledge, a decent standard of
living, plus social exclusion. The standards of measurement are adjusted to these countries,
for example deprivation in knowledge is measured by the percentage of people who are
functionally illiterate, which is more adequate measure than simple illiteracy in these
countries. The incorporation of soctal exclusion, measured simply as the rate of long-term
unemployment, also reflects social norms of industrial countries, where participation in the
labour market is increasingly perceived as a criterion of social inclusion (e.g. Atkinson et al.

2002).

Since 1990, the launch of the first Human Development Report, the concept of HDI as a
measurement of human development has been significantly extended. By 1999 the United
Nations Development Programme published varous indicators beyond the human
development index; a gender-related development index and a gender empowerment
measure, and two types of human poverty index, for developing and for industral
countries, as mentioned above (UNDP 1999a). The incorporation of the gender
perspective is the first step within this comparative framework to actually indicate the
distribution of capabilittes within societies. These gender indices confirm the existing
results of previous empirical research on relative deprivation of women in most societies.
Economic historians have expanded the use of the HDI as well, by applying it as an

indicator of development in a historic perspective. For example Crafts has compiled the

14 W(y)= (log y —10g Jimin)/ (1O Yyma 108 Ymin) Wherte y is a specific country’s actual per capita income in PPP§

15 The UNDP made some effort for recalculating previous indices on the basis of the new formula, but is was
partial. For many countries, including Hungary, they did not manage to compute the HDI of the previous
year, thus the HDI has lost its potential for time-series analysis in these countries.



HDI for 16 advanced economies since 1870 and argues that conventional measures of
economic growth seriously understate the rate of improvement in living standards (Crafts
1997).

Although starting from a different basis, the recommendations of the United Nations (UN
and ILO 1954; Drewnowski and Scott 1966), the Swedish Level of Living Research®
represents one potential implementation of Sen’s capability concept (Erikson and Aberg
1987; Enkson 1993). The research is based on a one-country longitudinal survey especially
designed for its purposes and describes the changes in living conditions between 1968 and
1981. These mnequalities are outlined in distributional terms as well, between different social
groups, thus providing a detailed analysis of relative well-being based upon various group
characteristics like gender, age, occupational group and region. The study has used
descriptive indicators, thus was based on actual situation of individuals, irrespective of their
satisfaction with their current situation. The indicators incorporated both economic
resources (income and wealth), and other components such as health, employment,

education, housing, social integration and political resources.

A few studies have used non-monetary dimension of well-being for evaluating transition
countries, but it is far from becoming a widely used exercise. A major international
comparative study was implemented through the NORBALT Living Condition Project,
which comprises national reports from five different regions in the three Baltic states of
Estonia (Grogaard 1996), Latvia (Aasland 1996), and Lithuania and two Russian areas
(Knudsen 1996). The surveys were conducted on a standardised methodological base, thus
allowing comparisons between the areas. There 1s a limited dynamic analysis included in the
project, in case of Lithuania, where a rather similar survey was conducted in 1991 and
1994. In another international comparative study, for Central-Asta, Falkingham uses
capability-based indicators for measuring well-being (Falkingham 1999). Her research is
based on existing data, first of all the national Human Development Reports and UNICEF
data. The recent study by Micklewright and Stewart focuses on a population subgroup,

16 Level of living’ is a specific term used in the Swedish Level of Living Research. The designers of the
research wanted to emphasise its difference from standard of living, because level of living’ uses not only
resources, but also states and achievements of individuals. Standard of living is however, far from being a
well-defined concept, and various ‘divergent and rival views’ co-exist within it In Sen’s terminology,
capabilities can be actually used for the assessment of living standards, thus there seems to be no
contradiction between the standard of living and capabilities (Sen 1987).
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children, and compares their level of well-being in the European Union to that of the
applicant countries (2000). They use measures of economic welfare, health and education.
None of these studies, however, seems to share the main concern of the Swedish Level of

Living Research, namely the comparison of well-being between various socio-economic

groups.

Analysis of what? Specification of the object of value

The use of capabilities seems to be espedially relevant for the analysis of the countries of
Central-Eastern Europe for various reasons. First of all, capabilities are valuable per se. It is
the human condition and the choices people have which are the final test of the social
consequences of transition. Secondly, income is an inadequate indicator of well-being
during a major dislocation. Crucially change in economic system could produce a step
change in the relationship between income and well-being. So before and after change,
difference in income correlates with well-being, but not over transition itself. In addition,
income may not be able to explain individual differences in well-being, such as health state
or nutrition. Income analysis faces serious difficulties related to the intra-household
allocation of resources. Individual level indicators of well-being avoid external judgements
on this matter, and may be particularly useful in countries with intense cultural diversities.
Income may only partially reflect the effects of substantial economic changes, like the
restructuring of the labour market, the redistrbution of wealth and privatisation of state
assets, the reorganisation of sodial services or changes in the relative prices of goods (e.g.
due to cutbacks in price subsidies). Point-in-time income data inevitably show transient
shocks as well, disregarding households’ ability to pool over time and their ability to adjust
their consumption patterns (Cornia, Fajth, Motivans, Paniccia and Sborgt 1996). Income
indicators may be deficient for describing resources themselves, due to measurement
failures. Problems relating to hidden income, resulting for example from black market
activities or own production, or tax evasion may substantially distort available data in

certain countries.

Capabilities thus seem to have great potential to evaluate Eastern-European changes. The
question of how to do this immediately arises. Sen proposes three alternative approaches
for the evaluation of capability sets (Sen and Foster 1997; Sen 1999b). The first 1s the

“direct approach”, which examines and compares vectors of functionings or capabilities.
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Sen calls this ‘the most immediate and full-blooded way’ (1999b, p. 81). The second, the
“supplementary approach” uses both traditional procedures of income comparisons, but
supplements them by capability considerations, ‘often in rather informal ways’ (p. 82). This
means either the direct comparison of functionings, or that of variables other than income,
which are expected to influence capabilities. Lastly, the “indirect approach” remains
focused on incomes, approprately adjusted. It uses vatious equivalence scales to equalise
family incomes in terms of capability achievement. For example, ‘family income may be
adjusted downward by illiteracy or upward by high levels of education’ (p. 83). Sex bias
within the family could also be assessed.

The “indirect approach” has the advantage of using income, which, beyond being familiar,
allows more articulation and easier interpretation. The difficulties, however, are not
negligtble. In order to define the equivalence scale, we need to identify the relevant
capabilities, and their influence on income, the conversion rate. This and the definition of
the relative weights on how varous capabilities influence incomes necessitates certain
judgements. In this sense this approach is not different from the direct comparison of
capabilities or functionings.

Sen also emphasises that the primary object of evaluation should be capabilities, not
functionings. The valuable informational content of capabilities, as representatives of
positive freedom, is acknowledged by most scholars in the field, however the complexity
seems to be a major barrier of its widespread empirical application. Discussions of the
freedom of choice are rather formalised and theoretical (e.g. Pattanaik and Xu 1990; Arrow
1995). A full empirical application would need to investigate all potential choices of people,
including those they ate not aware of due to their diminished expectations. Who could
detect such capabilities? It seems doubtful than any external viewer can make a judgement
on this, being able to identify those options which are not known but realistically attainable
by an individual. Also, how could such an exercise avoid paternalism, and arbitrary
discretion? A more limited exercise, the mapping of the well-known options by individuals
would avoid such problems, but it would inherently bring biased outcome due. to individual
variations of consciousness and rationality. Also, the information content of such
investigation would increase to great complexity. This would also raise issues like whether

realised capabilities are to be given specific weight and if yes, how.

26



Sen, as discussed before, does not provide a specfic account of what capabilities or
functionings are to be assessed, thus their identification seems to be the pror step of any
evaluative exercise. All what Sen defines are some examples, e.g. of basic capabilities (1982,
p. 367). Nussbaum derives her list of ‘basic human functional capabilities’ from an
Aristotelian account of a good life (Nussbaum and Glover 1995). Although she calls her
list ‘basic’, it incorporates a wide range of items, including personal intellectual and
psychological factors, for example ‘being able to laugh, to play’ (p.84), and also social and
political elements. Similarly, expert judgement is the basis of Desar’s list of basic capabilities
(1995, p. 193). Another way of defining the valuable set is by socia/ consensus. This approach
aims to define contemporary standards, the commonly accepted values in the socety. Such
consensus 1s the basis of defining primary goods in Rawls’ theoty of justice. In their
empirical work, Mack and Lansley base their analysis of poverty on an investigation on
sodial standards regarding the need for particular commodities and the related functionings
(1985).

Sen acknowledges that the use of functionings (‘the option actually chosen’) can be a way
of assessing capability sets. (1994, pp. 339-40). Functionings are used as the basis of most
empirical applications. Erik Schokkaert and Luc Van Ootegem apply Sen’s concept to the
Belgian unemployed (1990). Their identification of functionings is rather pragmatic; a result
of factor analysis of 57 survey questions (elements of functionings). Their investigation
includes extensive survey of psychological characteristics of the unemployed as well. This 1s
a particularly interesting aspect of their application, not only because they recognise that
psychological difficulties are often a consequence of being without a job, but also because
such functionings may be particularly relevant in the context of ncher countries.
Schokkaert and Ootegem refer to Sen'’, implying that Sen acknowledges the importance of
‘psychological’ functionings in richer countries compared to ‘material functionings’, which
may show little variation (1990, p. 432)"°.

17 (Sen 1985, p. 46)

18 This is, unfortunately, 2 misrepresentation of Sen’s argument, since he does not mention psychological
functionings at all (Sen 1985, p. 46; or in a different edition: Sen 1999a, p. 30). Sen refers to only social,
cultural and intellectual functionings (all of them being objective, not subjective or self-evaluation), such as the
ability to have friends, to participate m the life of the community, to travel, etc. The ‘psychological’
functionings, however, do seem to be a useful addition to this list. Moreover, they are consistent with Sen’s
mterpretation of well-being, as noted before, which includes happiness as well
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In his “supplementary approach”, as mentioned eatlier, Sen acknowledges the use of
income together with functionings or capabilities (Sen 1999b). Such hybrid techniques may
be particularly useful, when ‘data limitations are rather pervasive and apply to resources as
well as functionings’ (1994, p. 338). The supplementary approach has been used by
numerous empirical studies, like the Swedish Level of Living Survey (Erkson and Aberg
1987), and the Comparative Scandinavian Welfare Survey (Allardt 1993). Chiappero
Martinetti (1996) argues that resources as well as functionings and capabilities should be all
included into the assessment of the standard of living. She proposes the use of ‘fuzzy set
theory’, which provides various alternative aggregation procedures for all elements of well-
being into a ‘membership function’ *. She produces a good visual presentation of the
problem by her analogy of an “expert system”, but overall provides a rather partial picture.
Her proposal for the distinction between choice and constraint as a cause for low levels of
functionings does not seem to be convincing, It is not clear how she can account for ‘taste’,
and distinguish it from unobservable factors. With this, the core of her argument, the
mnclusion of freedom as a component of well-being remains unconvincing. This problem

however leads us already to the issue of evaluation methods.

Methodology of evaluation

The chosen object of value greatly determines what kind of problems we face at the
selection of the applied methodology. If someone uses the direct approach, trying to
compare functionings or capabilities themselves, he can opt for

“ total ?orzgpan'mrz’, involving the ranking of all such vectors vis-g-vis each other in

terms of poverty or inequality (or whatever the subject matter is);

partial ranking’, involving the ranking of some vectors vis-a-vis others, but not

demanding completeness of the evaluative ranking;

19 Fuzzy set theory is a theoretical concept introduced in the mid-1960s, which has been extensively used in
decision-making support models, and in science, including artificial intelligence and expert systems. Recently it
drew attention in inequality and well-being analysis as well The brief, non-formal definition is the following:
‘Fuzzy set theory substitutes the charactenstic function of a crisp set that assigns a value of either 1 or 0 to
each element in the universal set (discriminating between members and nonmembers of the crisp set), with a
generalized charactenistic function (called a membership function) which varies uniformly between 0 and 1.
Larger values denote higher degrees of membership’ (Chiappero Martinetti 1996, p. 44). This enables the
inclusion of both qualitative variables measured on an ordinal scale, such as health condition or subjective
opinions, but also dichotomic vanables with values of 0 and 1.
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Uintinguished capability comparison’, involving the comparison of some particular
capability chosen as the focus, without looking for completeness of coverage” (Sen 19995,
- 82).

Sen expresses his doubts in several cases of the use of total ranking, and reveals his
preference for partial ranking®. Gaertner’s attempt to compare vectors of basic
functionings for 130 countries confirms this (Gaertner 1993). He finds for example that
simple vector dominance held only in 16% of binary comparisons among Eastern-
European countries (p. 44). Similarly, Chakraborty, comparing 10 countries with low HDI
ranks does not find a single case of vector dominance (Chakraborty 1996). Both of them
conclude that the consequence of this is that a certain weighting is necessary for

comparisons.

Various weighting mechanisms have been proposed in the literature. Dasgupta uses the so-
called Borda method for ranking poor countries based on certain major social indicators
(1993, p 108-116). Chakraborty proposes a consensual approach, where the aggregation of
individual’s functionings is based on weights defined by all members of the society (1996).
Chiappero Martinetti’s fuzzy approach provides another potential method, although its full
empirical application is still lacking (1995; 1996). Deutsch, Ramos and Silber uses notions
of production economics (the input quantity index and the output quantity index) to denive
single measures of quality of life and standard of living, which is then applied to the Brtish
Household Panel Study data (Deutsch, Ramos and Silber 2000).

The necessity of weighting is, however, can be challenged on various grounds. Firstly, Sen
himself emphasises that the components of the standard of living are valuable per se.
If 1t turns out that there has been an improvement in, say, the standard of nourishment
but a decline in the standard of being sheltered, that itself may be an interesting enongh
assessment, even when we are unable to decide whether ‘altogether’ this indicates an

improvement or a deterioration.” (Sen 1987, p. 33)

Elsewhere he goes on to say that the simultaneous assessment of different objects of value
can actually capture the ‘constitutive plurality’ of the standard of living (p. 36).
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The second major reason for scrutinising components of well-being is policy orented.
Individual indicators may be used as ‘output’ measures of past and existing government
policies and can provide useful information for policy-making, The third argument can be
made from a sodial research point of view. Aggregation implies information loss per se,
which may not be desirable espedally if the focus of the research is distributional,
concerned with relative well-being of various sodal groups compared to each other. An
interesting research question may well be for example to test whether there are different
social groups which have health problems and low levels of education or it is one specific
group which scores low on these measures of standard of living. The use of a single
indicator has the implicit assumption that there 1s a spedific social group which is well-
~ being poor and another which is well-being rich. In addition, Micklewright emphasises that.
the results of a single index are sensitive to the arbitrary choices made at the index’s
construction (2001, p. 48). In conclusion, all this provides a strong case for a muls-

dimensional way of measnuring well-being,

1.3 AIM AND METHODOLOGICAL BASIS OF THE THESIS

As argued before, the capabilities approach seems to provide an adequate basis for
analysing the impact of transition in Eastern-Europe. During such a substantial social
restructuring income indicators may provide only a partial picture, and they do not seem to
explain sufficently individual differences in well-being (Cornia et al. 1996). Hungary
appears to provide an excellent example for the application of this approach. It has gone
through a major economic and social restructuring, and the process seems to be by and
large over. The available datasets, national representative household samples are rich and
reliable, and seem to provide a suitable basis for the analysis of well-being. The coexistence
of these factors make it a useful test case for modelling the social consequences of

transition.

20 The formal definition is the following: If x has more of some object of value and no less of any than y,
then x has a higher standard of living. I shall call this the ‘dominance partial ordering’ (Sen 1987, p. 4).
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Inequality in transition: research questions and hypotheses

The window of opportunity to change positions in social spaces, to counteract effects of
inequality, is a narrow one. It is limited to the time of transformations. As a new social
order settles, it is likely that those who are on the top will find themselves able to
maintain that position, and those at the bottom will end up staying there as well. Change
is the exception and reproduction the rule of social orders, be they communist or
capitalist.” (S<eléinyi and Kostello 1996, p. 1095).

This passage explains the motivation of the analysis of transition. ‘Positions’, as explained
before, in this analysis are interpreted as level of well-being, the object of value used here.
Soaal divisions of well-being may help to understand the main features of future inequality.
Changes in the relative position, on the other hand, shows how this window of opportunity

has opened and for whom.

The thesis secks to answer the following questions:

1. What were the differences 1n the well-being of various socioeconomic groups in
Hungary at an early point of the transition, 1991-1992 and at a later phase, 1997-
19987

2. How did these differences evolve during the period 1992-1998?

3. What is the added value of the analysis of inequalities of various indicators of well-
being compared to using current income measures?

4. How 1s satisfaction related to objective well-being, human capital and other
personal characteristics?

5. Which sodial groups have become more satisfied, and which less satisfied during
transition? In other words, who are the *winners’ and ’losers’ of transition in terms

of happiness?

I am concerned with inequality, rather than poverty or sodial exclusion. The focus 1s thus
on the overall distribution of well-being, not just on the bottom of the scale, which would
imply the use of a certain minimum standard. This broader approach thus avoids the use of
simple dichotomies, and also the problems of justifying a single cut-off line. Erikson, in his
own argument for inequality rather than poverty, refers to underlying ideological
differences (1993). He suggests that ’poverty is the main welfare problem for socal
liberalism, while inequality is the main problem for sodial democracy’ (p. 80). He explains

that the Swedish institutionalised welfare model functions ’on a par’ with the market, and is
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concerned with diminishing disparities between population groups. This also explains the
values of Swedish social research. In contrast, the residual welfare model aims for the
correction of market deficiencies and focuses on people in the greatest need. In accordance
with Erikson’s view, I agree that there is an obvious value choice in choosing inequality as
the subject of inquiry. I would like to clanfy that this concern, however, is not exclusively
related to the role of the welfare state, but rather it is a way of assessing the overall
functioning of the market, the welfare state and the family as well. All of these are inherent
parts of the welfare regime’, as also argued by Esping-Andersen (1990; 1999).

The merttocracy thesis

For the field of sociology the Eastern European transition is of major interest, not only for
' the rﬁaghitﬁde 6f sodal chmges, but also because it provides an opportunity for testing
general theories of sodal stratification and mobility. One major issue, which may be called
the issue of mentocracy, is whether the sodal positions of individuals are primarily
determined by their sodal origins or by their own efforts. In the terminology of social
mobility research, the question refers to the strength of association between class of origin
and the class of destination. The ‘industrialisation and modernisation thesis’ claims that
increasing industrialisation and modernisation leads to declining inequalities by individuals’
origin, and status attainment is increasingly determined by their investment in schooling.
How does this relate to economic transition in Eastern Europe? Rébert argues that
transition brought economic crisis, which is expected to result in an opposite trend, a nise
in inequality by origin and a weakening relationship between higher levels of education and
high sodial status (Robert 2001, p. 124). The alternative argument, however, appears more
appealing: the increased role of the market as a coordination mechanism should strengthen
the relationship between individual effort and reward. Human capital, skills and knowledge,
and social capital, personal relations™, are expected to matter increasingly. It seems,
however, that these two indicators are strongly related to each other, and also to an
individual’s origin. The systematic test of these hypotheses is not aimed at in this current

research. The main reason is that these theories describe achievement mostly as a single
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indicator, e.g. that of class position. A multidimensional test of causality in individual’s life
history would go beyond the scope of this work, and is altogether a different research

question. What 1s 2 more relevant hypothesis from our point of view?

Human capital, although seems to be influenced by both Tuck’, e.g. inherited abilities, and
also by effort, may be used as a proxy for ‘merit’ in this sense (although not necessarily in
the moral one). Such an approach is pursued in much of the economic literature,
measuring e.g. returns to skills. Skills, however, are only partly measurable, and
unobservable factors may become increasingly important over time, as US data for 1963-
1989 (Juhn, Murphy and Pierce 1993) and Russian data for 1991-1994 suggest (Brainerd
1998). A sociological explanation is that ‘sodial skills’ may play an increasing role (Jackson,
~ Goldthorpe and Mills 2002).

Increasing returns to human capital may have other reasons as well. In their theoretical
discussion on the consequences of transition, Flemming and Micklewright note that in a
new economic system with liberalised prices ‘abnormal quasi-rents will accrue [...] to the
owners of certain types of human capital’ (2000, p. 879). The returns to human capital (and
thus overall earnings inequality) depend on the homogeneity or heterogeneity of labour, on
labour mobility between enterprises and locations, and also on capital/labour
substitutability (ibid., p. 878, Table 4). The latter means that if profits increase and as a
result investments rise, they will be concentrated in those areas, which bring the highest
return. Investment in human capital will depend on the capital market, and on the level of
earnings. It may happen that low earnings would lmit investment in the education of
worker’s children, which may sustain positions which yield high quasi-rents for a long
period and thus would contnbute to a cumulative detentoration in the distribution of

earnings.

As the consequence of a2 move away from a ‘bureaucratic coordination’ mechanism toward

greater ‘market coordination’ we can expect that instead of ideological definitions of

2! Social capital refers to the ‘resources that mhere in family relations and in community social organization
and that are useful for the cognitive or socal development of a child or young person’ (Coleman 1990, p.
300). Coleman, in his outstanding work on social theory, analyses relations of authority and of trust, and also
norms as various forms of social capital. Social capital 1s 2 major focus of the French sociologist, Bourdieu as
well

2 Kornai’s terminology (1992b, pp 91-109). See also discussion in the mntroduction of chapter 2.
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‘merit’, rewards are more attached to performance, defined as economic performance. This
implies that those individual characteristics, which do not influence a person’s productive
capadity, should not be factors of inequality. So while educational attainment and labour
market status are expected to be determinants of well-being, gender and ethniaty in
themselves should not be. Some existing evidence, however, suggests that this may not the
case. Income poverty is increasingly associated with ethnicity and gender. Emigh, Fodor
and Szelényi speak about the ‘racialization and feminization of poverty’ (2001). Ladanyi
goes further, speaking about a ‘Roma underclass’, primarily referring to the spatial
concentration of the Gypsy population (2001). These studies, however, use only bivanate
analysis for measuring the relationship between ethnicity and income, or ethnicity and
other indicators of well-being, Despite recent efforts to understand the situation of women
(Lévai and Té6th 1999; Pongracz and Toth 1999), it seems that overall there is still limited
evidence on the ethnic and gender dimensions of well-being in Hungary, beyond the
traditional measures of income and labour market participation What are these divisions?

Can the differences be explained by educational and demographic differences?

Possible losers: the Romany population

There are vadous accounts of the social marginalisation of the Gypsy population®, or the
Romany as they prefer to call themselves®, and also of a prevailing discrimination against
them. As the Helsinki Human Rights Watch notes ‘they are almost entirely absent from the
visible political, academic, commercial and sodial life of the country’ (Guglielmo and
Waters 1996, p. 1), although they comprise around 5-6 percent of the total population®.
Their major educational disadvantage [only about half of Romany children finish primary
school, and only 5 in 1000 complete secondary school (Kertesi 1995)] is one of the major

reasons why they were particularly hit by lay-offs during the economic restructuring. The

3 The Gypsy population is not a single community, but consists of a number of distinct groups. These groups
have unique historical, cultural and linguistic traditions. The surveys used here, similar to most other
household surveys, cannot make distinctions beyond the generalised ‘Gypsy’ identifier. Thus I will use a single
category of Gypsy ethnicity. Nevertheless, we have to be aware of their heterogeneity. About three fourths of
Gypsy population are Hungarian speakers, and characterised by the most advanced degree of assimilation.
One fifth of the is Olah, or Romany-speaking, and about 50,000 speak Beash, a dialect of Romanian
(Guglielmo and Waters 1996, p. 7).

2¢ Roma means ‘man/men’ in their language.
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other major reason, as some powerful empirical analyses show (Kertesi 1994; Abrahim and
Kertesi 1996), 1s the regional concentration of the Romany population: they tend to live in
areas and small settlements particularly hit by unemployment. Standard economic theory
and compositional differences, including educational and demographic differences, can
only partly explain the significantly higher unemployment and inactivity of the Gypsy
ethnic group. The large remaining residuals ("2 — %) suggest that there are strong signs of
possible discimination. A striking finding of Kertest’s study is that the willingness to work
of the non-employed Romany is much greater that of the non-Romany: the occurrence of
those who are actively seeking work is one and a half times as high among the first group
than in the latter. This contradicts public opinion, which often blames the specific

‘attitudes’ of the Gypsy population for their low rates of activity.

The case studies of the Human Rights Watch group confirm the assumption that there is
systematic discrimination against the Romany in various public services, including public
housing and education (Feher, Cartner and Whitman 1993; Guglielmo and Waters 1996).
In addition, they are subject to a widespread racism and are frequently victims of violence
(Guglielmo and Waters 1996). These disadvantages are expected to result in a prevailing
overall pattern of relatively low well-being for the Romany population, including income,
labour market situation and housing conditions. Has the Gypsy population experienced
lower levels of well-being in both years, or have they also suffered increasingly from the

consequences of economic transition? In other words, can they be called Tlosers’

Winners: human capital seems to dominate over past political participation

Another major issue of social mobility is that of elites: to what extent the former political
elite managed to convert their old privileges into new ones. Evidence for the success of
former cadres seems to be mixed. R6na-Tas finds that communist cadres were successful
in converting their past political power to economic one, and did particularly well in the

corporate segments of the private sector (1994). The very reason for this, he argues, was

25 A promising sign of increasing ethnic autonomy was the establishment of minonity self-governments for
thirteen minorities, including the Romany in late 1994. The functioning of these bodies, however, had to face
numerous difficulties. One of the main problems is that the minorities law did not include any substantive
financial guarantee. As a result, actual funding had been ‘minimal’ (Gughelmo and Waters 1996, p. 115).
Beyond this, the Human Rights Watch noted signs of government interference in the elections for the
national Romany self-government and also mn the operations of the minority governments (ibid, p. 115-136).

35



their human capital (p. 40). As Roébert points out, however, discussing these results, the
effect of party membership disappears once educational level is controlled for in the model
(2001, p. 177). Similarly, his analysis on the entry into self-employment shows that the
impact of former party membership is not significant, using a multivariate model (Rébert
and Bukodi 2001). Party membership, however, may be a rather crude proxy for past
political power. In a more differentiated fashion, Szelényi argues that there are both
winners and losers among the old elite. The ‘big winners’ are the members of the former
‘technocratic elite’, while the ‘big losers’ are the ‘bureaucratic fraction of the cadre elite’
(Szelényi and Kostello 1996, pp. 1093-94). Kornai emphasises that the change in the
economic system brings new behaviour patterns as well. Old elites act differently in the
new environment. Even a former party secretary will have to desire to eamn profit and
increase the value of the firm. ‘Old friendships may gain the former cadre member a job:
for a time, but if he fails to meet the requirements, he will not have a successful second
career and will probably be weeded out sooner or later’ (Komai 2000, p. 34). In sum, it
seems plausible to assume that political power was not a sole source of advantage during
transition to capitalism. Rather, human capital and individual achievement played a major

role.

Labonr market position: a Rey role in success

Existing evidence suggests that educational attainment and labour market position play a
major role in success during transition. Habich and Spéder find that people with higher
education degrees are the major winners, and also those who live in Budapest (1998). The
authors also show that labour market position, first of all labour market participation or the
lack of it, is a major determinant of the ‘winner’ or ‘loser’ position. In their analysis the
winner and loser positions are defined in terms of income, using a panel dataset
overlapping with the dataset used here®. These results also imply that neither social
transfers nor inter-family support could compensate for the disadvantaged labour market

position.

26 Winners and losers are identified by the authors both on the basis of their income levels and that of
changes in the income levels. Winners are those (1) who had an income which was one and a half times or
more that the average in four years out of five, (2) who had this income level in the last two years of the
period, (3) whose income dynamics was more than 30% of the average. Similar categories define the losers.
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The ‘window of opportunity’ opened for those with high education levels in general, but
also for those endowed with entrepreneurial spint. The increasing dominance of capitalism
brought increasing opportunities for entrepreneurial activities. Entrepreneurship, although
existed in some restricted ways before 1990, gained more legal support, and possibly moral
one, too. On the other hand, they had to face increasing competiion. Widening
opportunity thus went together with growing constraints. What was the total outcome of
these forces in terms of well-being? Measures of life satisfaction seem to provide a useful
analytical tool to answer this question. Can entrepreneurs be called ‘winners’ of the

transition? Have they become happier over ime?

Income and well-being

The advancmg of tfansfénﬁaﬂoﬁ hto 'caiJitalism, the increasing dominance of market and
the decline of state redistribution supposedly affected not just the social divisions of well-
being, but also the relationship between various aspects of well-being. Increasing self-
reliance of individual’s made them increasingly liable for the promotion of their own well-
being. Also, people may have been able to ‘cushion’ themselves during the early shock of
transition against the negative impact of the decline of their incomes, by using past saving
or changing their consumption patterns. This may have been less so over time. All this
suggests that we can expect that the role of income as a determinant of well-being has

strengthened over time.

Altogether, the thesis tres to descrbe the patterns of well-being and their changes over
time. Due to the existing complexity of these issues, I do not aim for a causal explanation.

How will these questions be answered? What are the methodological choices made?

Unit of evaluation

The thesis will use functionings as a unit of evaluation. Thus, we will concentrate on the ‘focal
point of the set’, the capability option actually chosen. This has been called ‘elementary
evaluation’; the value of the set 1s equated with the value of the ‘best’ element (Sen 1999a,
p- 39). Although theoretically this ‘best’ can be interpreted both as the actually chosen
element or the maximally valued option from the capability set (1994, p. 340), if there 1s
maximising behaviour these two options will coincide. For example, if individual A prefers

spending her money on recreation, and individual B chooses to renovate her home, then,
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although the capability set of both included the possibility of recreation and good quality
housing, I will measure the value of their capabilities by the element chosen, thus by
recreation for person A and housing quality for person B. In this approach the real issue 1s
the lack of adequate housing for A, which shows up as a functioning fatlure for him, even
though that functioning was in A’s capability set. This seems to be of major policy
relevance as well, given that the focus here 1s on basic measures of functionings. A more
pragmatic reason in favour of using functionings is that there is no data available on
capabilities. The informational requirement of capabilities is immensely larger than
functionings, thus choosing capabilities would exclude the use of existing datasets designed
for other purposes.

- The elementaty evaluation approach may be challenged by critiques of rationality (cognitive -
imperfections, time-inconsistent behaviour, or loss aversion, e.g. see the work of
Kahneman and Tversky, discussed in chapter 7). People, they would say, may well not
choose the options which are the best for them, thus evaluating capability sets based on the
options chosen would be a poor proxy of the most valuable set. In defence, one can argue
that choices are relevant per se, especially from a policy perspective, because they reveal how pegple actually
kre. In my view the issue of how they could live better if they were more rational is a useful

complementary, but not fully adequate basis for analysis.

One essential element of capabilities, however, seem to disappear when using functionings
as approximation for capabilities: freedom. Sen argues that it is more valuable to be able to
choose one option out of several ones compared to having one single option, even if
ultimately the choice of the individual is the same. For example, 1f an individual chooses to
spend on food, he is better off if he had the alternative to spend on housing compared to
not having it. I think that this problem is relevant first of all in the specfic case of
constrained choice. By this I refer to a speafic situation in which an individual is limited in
"his choices due to external crcumstances, e.g. the legal system or labour market
opportunities. For example, let as assume a situation where an individual has a set of
options consisting of spending on food or on a car, but not that of buying a house, due to
the existence of a bureaucratic allocation system. If the individual ends up spending on a
car instead of his preferred option of buying a house, he will experience constrained
choice. These issues will be discussed in more details when I interpret the findings of the

empirical investigation. One approximation of freedom may be based on the analysis of
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material resources, because they greatly influence the capabilities a specific individual can

achieve.

For the measurement of well-being various alternative indicators will be used, including
income. Although resources themselves are valuable only in an indirect way in the
capability framework, they seem to provide an important complementary information,
which make them useful in empirical studies (e.g. Swedish Level of Living Surveys).
Income indicates a potential range of choice in consumption and express possibilities for
future functionings. Income will also provide a base for comparison of traditional income-
based measures of nequality and capability based inequality.

" Methodology of evaluation
The analysis will incorporate both objective and subjective well-being, or in Sen’s
terminology “standard-evaluation” and “self-evaluation” (Sen 1987). In the first case I try
to identify and scrutinise those indicators which constitute contemporary standards. In the
second case, the analysis is based on the individual’s self-assessment. This will, to more or
less extent, involve a comparison of his or her situation with that of others. The
identification of people’s reference groups is a rather difficult empirical exercise. On the
other hand, these groups play a major role in people’s expectations or their sense of
fairness. Indicators of subjective well-being include this relative aspect of well-being as well.
Subjective indicators, however, may be problematic, because people probably adapt to
situations. Possible paradoxes include the satisfied poor with diminished expectations, or
the luxury tastes of the rich. It is not clear how strong these phenomena are in the context
of transition, where changes of circumstances are substantial, so adaptation to specific
levels of well-being may occur to a less extent than in countries which experienced long
periods of continuous development. Nevertheless, the use of both objective and subjective
standards seems to be a appealing approach, as shown by existing empirical literature
(Kolosi 1987; Allardt 1993; Andorka 1995) This approach may help with the problem of
whether we should incorporate people’s expectations as measures of policy outcomes,
given that protection of accustomed living standards is taken as an aim of social insurance

(Goodin, Headey, Muffels and Dirven 1999).
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The classificatory framework chosen here has roots in classical sociology as well. Max
Weber defines ‘class situation’ as ‘the typical probability that a given state of a) provision
“with goods, b) external conditions of life, and c) subjective satisfaction or frustration will be
possessed by an individual or a group’ (1947, pp. 424). These attributes may be called
indicators of well-being in contemporary language, which include a) resources, b) objective

measures and c) subjective measures. This is exactly the approach chosen in this work.

The analysis will focus on the following set of capabilities:
¢ Being able to maintain an autonomous life, to have financial security
¢ Being able to live in a healthy and pleasant physical environment

¢ Being able to have employment, to have a fulfilling job or to do a sodially valued
activity outstde the labour market -~ - . o

¢ Being able to live for others

e Being able to lead a happy life

These capabilities will be approximated by functionings or well-being indicators of individuals, in
other words, realised capabilities. This inevitably means that I will attach normative values to
these measures of functionings, and attach more value to higher levels of possessions. For
example, housing of a good quality 1s regarded to be valuable per se. For certain variables,
individual’s states have to be compared and ranked. Unemployment is regarded to be
undesirable compared to employment. Such judgements are more difficult referring to
absence from the labour market. Inactivity may occur as a choice, for example for the
purpose of child care, or it may be a necessity, e.g. an escape from unemployment in the
form of early retirement. During the analysis I will try to separate these two forms of

inactivity, first of all by identifying such ‘forced’ inactive states”’.

In the case of certain possible indicators of well-being, 1t is not appropriate to rank states of
individuals, because ‘choice’ and ‘enforced lack’ cannot be distinguished. Marital status, or
voting behaviour are such measures, of which the second may need more explanation.
Identifying voting in national elections as an indicator of well-being seems to be

problematic. In my view it is an essential part of individual’s freedom to be able to refrain



from voting, thus I do not want to attach normative value to voting as such. The possibility
of voting in a democratic election may have value for an individual, but not the act of
voting itself if it is a result of a free personal choice. This argument seems to be particularly
relevant in the specific context of Hungary, where in the pre-transition era many people felt
that they were expected to vote and now they may appreciate the freedom of being able to

abstain from voting if they want to.

These measures of functionings show significant overlaps with the United Nations’ notion
of level of living (Drewnowski and Scott 1966), the Swedish welfare concept (Erikson and
Aberg 1987) and the Hungadan quality of life survey conducted by the Central Statistical
Office in 1981/82. Due to shortfalls of the currently used dataset, it is not possible in this
- wotk to address issues of security of life and property and that of working conditions. A -
major constraint of the current research is the simplicity of health indicators in the available

survey data, which do not provide comparability over time.

Table 1.2 Capabilities and their operationalisation in the thesis: indicators of well-being

Capabilities | Indicators | Measurement
OBJECTIVE MEASURES
Being able to maintain an Income Net total annual income (in most cases: equivalised
autonomous life, to have household income)
financial security
Being able to live in a healthy Housing quality | Housing quality problems
and pleasant physical Housing ownership
environment
Being able to have Employment Employment status
employment, to participate ina | status
socially valued activity
Being able to live for others Contacts with Contact with friends or relatives
friends and Number of friends with whom problems can be
relatives " | discussed (1998)
SUBJECTIVE MEASURES
Being able to maintain an self-reported Satisfaction with mcome
autonomous life, to have satisfaction Satisfaction with living standards
financial security
Being able to live in a healthy self-reported Satisfaction with housing
and pleasant physical satisfaction Satisfaction with neighbourhood
environment
Being able to live for others self-reported Satisfaction with famuly life
satisfaction
Being able to lead a happy life self-reported Satisfaction with life so far
satisfaction Satisfaction with future perspectives

27 Two main particular exit strategies characterised the Hungarian labour market duning transition: early
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Each of these capabilities or measures of well-being will be examined individually, thus not
as a component of an overall measure. The population as a whole is the subject of the
investigation, including children. Due to the nature of certain indicators, like employment,
at times the analysis has to be narrowed down to the working age population. Wherever
possible, household level variables will be attributed to all members of the household
individually (e.g. housing conditions, social contacts with relatives). In the case of
household income, which needs to be somehow attributed to the members of the

household the analysts will apply various measures of equalisation.

Figure 1.2. Assumed relationship of various functionings and income

ot \

Education > Occupation Income > Happiness

<
\\‘
4 Social integration

The explanatory variables will include sex, age, educational level, ethnicity and region or

type of settlement. The independent variables all refer to personal characteristics of
individuals, which are either permanent (like age, sex and ethnicity) or relatively long-term
characteristics (like education and region). These indicators, together with labour market
status and household size have been identified as major nisk factors of income poverty in
Hungary (Toth 1999). The inclusion of education needs some explanation. Knowledge,
participation in education, and the ability to lead a life with adequate educational
background are one of the most common indicators of sodal development and human
well-betng, Educational attainment is no doubt an essential functioning. At the same time it
is not just an end in itself, but a means to achieve other valuable things in life, such as
having a satisfactory job, or being able to lead a certain lifestyle. In this analysis I focus on
education as a determinant of well-being, rather than an end in itself. This choice, however,

is more of a pragmatic nature, due to space and data constraints, rather than an expression

retirement and disability pension scheme. These have been widely used as alternatives to unemployment.
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of a value judgement. Figure 1.2 illustrates the assumed relationship of various functionings

and income.

Ethnicity in the analysis is defined as those who were considered Gypsy by the non-Gypsy
community. “This definition certainly does not discount those, who self-consciously claim
their Gypsy origin, but it also includes those, who have already became strongly assimilated
into other communities. Every experience indicates, that the non-gypsy communities are
aware of the origins of even of the successfully assimilated gypsies’ (Kemeny, Havas and
Kertest 1996, p. 3). This comprehensive survey, conducted between Oct 1993 and Feb
1994 finds that 5% of the population is Gypsy, which equates to approximately half a
million. This 1s similar to the proportion identified in the surveys used in this thests.

Finally, I would like to briefly mention a few major terminological choices of the thesis.
Well-being 1s used as a synonym for specific measures of functionings, so it refers to a
particular labour market status (objective well-being) or a specific level of self-reported
satisfaction (subjective well-being). For the sake of clarity, it does #ot refer to the whole set
of functionings, 1 other words the overall quality of life of a person. Sef-reported satisfaction
with life as a whole so far is a specific measure of subjective well-being, used in the second part
of the thests. This measure of satisfaction is used interchangeably with ‘bagppiness’, in hine
with the terminological conventions of the recent economics of happiness (e.g. Frey and
Stutzer 2000), which uses similar survey measures (for a detailed discussion see chapter 5).
Gypsy and Romany will be used interchangeably as identifiers of the major ethnic group in
Hungary. Finally, the text aims to use ‘gender sensitive’ language, which means that ‘he’ and

‘she’ are used interchangeably, referring to ‘he or she’.

1.4 MAIN HYPOTHESIS AND THE STRUCTURE OF THE THESIS

In sum, the main hypothesis of the thésis are the following:

1) The overview of various major empirical works measuring people’s well-being in
section 1.2 suggested that there are certain important aspects of the quality of life,
which are not adequately addressed by a sole income measure. Thus it is expected
that there will be sodal inequalities in well-being, which cannot be explained by

differences in income.
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3)

4)

5)

Increasing ‘meritocracy’, in other words sncreasing returns to human capital is expected to
be a major consequence of transition to capitalism. Human capital may increasingly
influence earnings and also labour market participation. It may also happen that
‘abnormal quasi rents’ will accrue to specific types of human capital, since labour
supply adjusts to changing demand with some delay (Flemming and Micklewright
2000).

Existing literature reports a prevaikng disadvantage of the major minority ethnic
population, the Romany. This includes their particularly low labour market

participation, their very low average level of educational attainment and also spatial

_concentration most hit by economic recession (Kertest 1994; 1995; Ladanyr 2001).

There are various accounts of systematic discrimination against Gypsy people,
including social services (Guglielmo and Waters 1996). Based on this, it is expected
that the analysis will find signs of disadvantage in terms of various measures of
well-being of the Gypsy ethnic group. Beyond this, there might be a worsening in
the relative position of the Gypsy population, thus they may be potential group of

losers of the transition process.

Existing empirical research on Hungary showed that beyond educational
attainment lzbour market position plays a major role in ‘success’, measured in terms of
income (Habich and Spéder 1998). Did labour market participation contnbute
positively to other elements of well-being over and above income? More
specifically, the ‘window of opportunity’ opened for those endowed with
entrepreneurial spirit. Did entreprencurs gain from the increased economic freedom

during transition? Have they become happier over time?

Finally, it is expected that the advancing of transformation into capitalism has
affected the relationship between various aspects of well-being. Increasing self-reliance of
individuals made them increasingly liable for the promotion of their own well-
being. Also, people may have been able to ‘cushion’ themselves during the early
shock of transition against the negative impact of the decline of their incomes, by

using past saving or changing their consumption patterns. This may have been less



so over time. All this suggests that we can expect that the role of income as a

determinant of well-being has strengthened over time.

How will the thesis address these particular issues? It has two main parts, on objective well-
being and on subjective well-being. This reflects the complementary nature of these
approaches in assessment of the quality of life. The relative weight of subjective well-being
is also due to the fact that similar systematic assessment of people’s satisfaction in Hungary

1s very scarce.

In the following section, in chapter 2, I will discuss the context of the analysis, by providing
an overview of well-being in Hungary during the 1990s, together with an international
comparison. The main features of the welfare system, and its changes will be also
described, including the welfare state and enterprises as providers of welfare. Later chapters
will present my own data analysis, including its methodology, its results and their
mterpretation. The structure will follow particular elements of well-being. Income
inequality is discussed in chapter 3, with a great emphasis on methodological choices, and a
sensitivity analysis of the results. Three further measures of well-being are analysed in

chapter 4, including labour market participation, housing and social relations.

The second part of the thesis, the analysis of subjective well-being, starts with the
discussion of satisfaction with specific domains of life. Chapter 5 analyses the relationship
between objective conditions and their subjective assessment, focusing on three measures
of satisfaction: satisfaction with income, satisfaction with housing and neighbourhood and
satisfaction with family relations. I will also scrutinize the relationship between personal
characteristics and subjective well-being, in other words sodial inequalities in subjective
terms. Then, in chapter 6 I will examine the relationship between measures of satisfaction
with particular domains of life and general life satisfaction. In other words, how much
individuals’ sentiments toward specific aspects of their lives explain their overall
‘happiness’, and whether this ‘internal structure’ of ‘happiness’ differs for specific
population groups. In the final phase of the empirical analysis, I will look at social patterns
of ‘happiness’, and its changes over time. This latter question may be also interpreted as an
analysis of winners and losers during economic transition in terms of personal happiness.
This survey measure of general life satisfaction may be also interpreted as a proxy for
‘experienced utility’. Thus, this chapter will present evidence on the relationship between
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income and utility, and also between other personal attributes, including labour market

status, and utility.

While happiness can be interpreted as an inherent element of a person’s well-being, as
mentioned before, it is also used as a single measure of individuals’ welfare. Due to this
dualistic nature of this measure, I can also say the thesis will finally be able to draw together
various different aspects of measuring individuals’ quality of life, including resources,
functionings and utility, each of them representing different objects of value, stemming
from a rather different theoretical background. This unintended consequence of the
plurality of the operationalisation of Sen’s concept of well-being may prove to be insightful

1n its own right.
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OBJECTIVE MEASURES OF WELL-BEING DURING TRANSITION. AN OVERVIEW
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2.1 OBJECTIVE MEASURES OF WELL-BEING AND TRANSITION: AN
INTRODUCTION

The coming three chapters analyse objective well-being in transition. What is objective
well-being and what do we mean by transition? I start the discussion with clarification of

these terms.

Objective well-being refers to states of individuals, which are observable, and measurable
based on explicit criteria of success. As discussed before, these criteria of success may be
based on ‘expert judgement’ or on a sort of ‘social consensus’. The former approach is
pursued recently by the European Union, and will be used in this analysis as well. ‘Expert
judgement’ seems to be more suitable for choosing indicators, which ‘have a clear and
accepted normative interpretation’, are ‘robust and statistically validated’, are ‘responsive to
effective policy interventions’, and their ‘measurement should not impose too large a
burden’ on states. These criteria are suggested by Atkinson et al as desirable properties of
social indicators in the EU (Atkinson et al. 2002, pp. 21-23). Such ‘expert judgement’,
however, in order to be socially accepted and transparent, has to take account of
contemporary social standards. Due to this, the indicators should be remain ‘timely’, and be
subject to revision if necessary *. The indicators of objective well-being thus need to
measure elements of the quality of life, which are desirable and measurable. Desirability,

however, is not the sole criterion of value, as discussed in depth in the previous chapter.

Sodial indicators as performance indicators seem increasingly to play a political role in the
development of the social agenda of the EU. Atkinson et al. in their recommendations on
the principles of indicator construction emphasise that an indicator should ‘have a clear
and accepted normative interpretation’ (2002, p. 21). In this analysis I focus on elements of
individuals’ lives, which are inherently valuable. In most cases, goodness can be simply
quantified in terms of ‘the more is better’. In others, however, such as certain labour

market positions, or family status and fertility, the normatively desirable states are less

28 Certain indicators of poverty already include an automatic updating mechanism, for example when a
poverty threshold is defined relative to the mean or median income.
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clear-cut and greatly depend on individuals’ choices. These aspects of well-being will be

discussed later on 1in the relevant sections of the analysis.

What are the main features of the measures of well-being used herer Drawing on the
discussion in the previous chapter, the properties of the indicators used here can be briefly
summarised as follows.

o ‘They measure znequality within the total population, rather than soaal exclusion or poverty.
The main concern here is the total range of distribution of the elements of the quality
of life.

¢ The measurement of well-being will include income as well as other indicators. The
normative value of ‘functionings’ other than income seems to be indisputable, as

- discussed in greater depth before: Income expresses a command over tesources, which
determines well-being to a great extent. It also reveals a person’s consumption which is
not covered by other indicators of well-being. Also, income captures a certain aspect of
individual freedom in providing people autonomy and a range of choice in their
decision-making. Its additional informational value seems to be useful from a
pragmatic, methodological point of view.

e The well-being of sndividuals 1s my main concern, rather than that of households or
families. From this point of view, households or families matter only to the extent as
they contribute to their members’ well-being,

o A multidimensional set of indicators will be used, without aggregating them into a single

Score.

The meaning of the expression ‘transition’ needs some clarification as well. Theoretical
models of the socialist and the capitalist system identify pure and distinct types of
economic structures [e.g. the work of Kornai on the sodalist system (1992b)]. Existing
economic systems, however, appear to be impure cases. A self-evident example is that of
the countries which undergo transition from socialism to capitalism. Beyond this, none of
the stages of the process appear pure cases either. As Komai notes, in mainstream
economics the term ‘mixed system’ applies to practically all modern capitalist economies,
indicating that the state plays a certain role in monetary and fiscal policy (2000, pp. 34-35)..
He also emphasises, that even those countries, which have a relatively high proportion of
state ownership (Austria) or high redistribution (Sweden), are capitalist, because they

remain to have the principal attributes of a capitalist system (These attributes are presented
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in Figure 2.1.) The economic system where transition economies are heading can be called

capitalist only when they show the same basic features.

Figure 2.1 Model of the soctalist and capitalist systems

Model of the socialist system

Soft budget Chronic shortage
— - — constraint; weak economy; sellers’
Undivided power Dominant position Preponderance responsiveness to market; labour
of the Marxist- of state and quasi- of bureaucratic prices; plan shortage;
Leninist party state ownership coordinaton bargaining unemployment on
quantity drive the job
Model of the capitalist system
No chronic
" shortage; buyers’
Political power \ ——— Preponderance Hard budget . | market; chronic -
friendly to private Dominant position of market constraint; strong unemployment;
property and the of private property coordination responsiveness to fluctuations in the
market prices business cycle

Source: (Kornai 2000, Figure 1)

Socialism prior to transition did not exist in its pure form either. From the mid 1980s a
‘reformed state’ or a ‘sodalist mixed economy’ existed in Hungary. The main feature of this
was that it enabled the evolution of a significant prvate sector. Certain forms of private
entrepreneurship were legalised, and state control, ‘bureaucratic coordination’, declined.
Komai argues that the journey from socialism to capitalism is primarily a spontaneous
development after the legal barriers are abolished (2000, pp. 29-33)”. This process,
however, speeds up significantly if the state is an ‘active assistant’. In his view, the changes
started in an economic sphere, but could be completed only after a fundamental change in

the political regime. When has this process of transition started?

In political transformation, the major landmark is 1990, the year of the first democratic
multiparty elections. In the economic sphere there was more gradualism. A possible marker
of a new and distinct phase in economic development was the introduction of a seres of

new laws between 1988 and 1991, which were clearly laying the foundations of a market

2 He contrasts this with the transition to socialism a few decades ago, which was not the result of a

spontaneous development. The socialist system, argues Komai, was imposed on society by the communist
party ‘with brutal force’ (Komai 2000, p. 31).
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economy. As Annex 2 shows, there was major liberalisation in foreign trade, price control
was abolished, and a bankruptcy law was introduced. The new income tax system
introduced the value-added tax and the personal income tax, and marked the launch of a

new fiscal policy.

The term transition refers to the phase of development, when the principal attributes of
the economic and political system changed, including the metamorphosis of the state as a
regulator and redistributor. Beyond these institutional changes, however, there was a major,
although less tangible change, a transformation in people’s norms as well. In this sense
‘transition’ may be still happening, It takes a long time for the democratic culture or a
flourishing civil society to be firmly rooted. In a narrow economic sense, however, now it
‘seems to be appropriate to speak of transition in Hungary as a period of the past. As
shown later on, total output in Hungary had retumned to its 1989 level by the late 1990s.
Also, at large institutional changes have been complete, and as a result the private sector is
dominant. Market coordination prevails in the economy, and the economy is characterised

by chronic unemployment.

The time period studied here thus seems to capture most of the impact of the transition
process itself. The earlier survey year, measuring the period between Apsil 1991 and March
1992, is clearly not a pre-transition year, rather a point in time in early transition. Also, as I
will discuss later on, income inequality rose significantly already before 1990. Supposedly
there were growing disparties in other indicators of well-being as well. The perod
examined in the data analysis in later chapters, from 1991 to 1998, however, seems to
capture the major changes in the welfare system. As shown Annex 2, the transformation of
the welfare state only followed the economic restructuring with a delay of a few years. It is
expected that the consequences of this in terms of people’s well-being appeared with some
delay as well. Similarly, rising inequality and falling average real incomes are expected to
affect people’s quality of life with some time lag. Thus, the years studied here seem to be
adequate for the analysis of the social consequences of economic transition and that of the

transformation of the welfare system.
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2.2 WELL-BEING AND ITS CHANGE: HOW DOES HUNGARY COMPARE?

Hungary, with its 10 million inhabitants, is about the same size as Portugal, Belgium,
Greece or the Czech Republic. Although geographically it has always been part of Europe,
throughout its intellectual history there has been an intense debate whether the country
should look at the West as a reference point or emphasise its distinct nature. Hungary’s
specific feature first of all is its unique language, ‘magyar’, which is a member of the Finno-
Ugrian language family, and practically the only representative of the Ugtian languages™.
This linguistic divide identifies the country as distinct from all nations with Indo-European
origin, including all its neighbours, with Slavic (Slovak, Ukrainian, the Rusyn dialects,
Serbo-Croatian, Slovene), Romance (Romanian) and Germanic languages (German - inv
- Austria). How different Hungary is from the rest of the wotld from an economic and social
point of view? Is there a distinct ‘Ugrian’ path of development, especially after the socialist

era?

Macro indicators of development

The level of human development in Hungary is similar to other Central European
countries according to the United Nations (UNDP 1999a). The country’s HDI rank was 47
among 174 nations in 1997 (see Table 2.1). There 1s an apparent division among Western-,
Central- and Eastern Europe, both 1n the level of the HDI and that of the GDP per capita.
In the league table of nations, all European Union countries stand in the front, followed by
countries of Central Europe, then by Eastern Europe, including countries of the former
Soviet Union. The HDI ranks of the Central- and Eastern European countries consistently
exceed their GDP ranks, which suggests that the non-income components of their HDIs
are favourable compared to many other nations. The main explanation 1s their outstanding
adult lteracy rate, which equals the level of the most developed countries. In other
dimensions of the index, including life expectancy and school enrolment, Eastern Europe
actually does not perform particularly well, it significantly lags behind the leaders of the
table.

30 Other Ugnan languages, such as Mansi (Vogul’) and Khanty (‘Ostyak’) are either endangered or extinct.
Some estimations show that there are a few thousand Khanty speakers in Sibenia, but these numbers are
admittedly not reliable (Salminen 1998)
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Table 2.1 Human Development Index and its components in selected conntries

Life expectancy Adult Enrobnent Real GDP Real GDP
at birth Literagy rate ratio® ita per capita

HDI rank | Country (years) (%) (%) P(e;;‘l? ) rank minus

1997 1997 1997 1997 HDI rank
1 Canada 79.0 99.0 99 22,480 12
2 Norway 78.1 99.0 95 24,450 5
3 Unated States 76.7 99.0 94 29,010 0
10 United Kingdom 77.2 929.0 100 20,730 9
1 France 78.1 99.0 92 22,030 4
14 Germany 71.2 99.0 88 21,260 2
16 Austria 770 99.0 86 22070 -2
19 Italy 78.2 98.3 82 20,290 2
33 Slovenia 74.4 99.0 76 11,800 5
36 Czech Republic 73.9 99.0 74 10,510 3
42 Slovakia 73.0 99.0 75 7910 9
44 Poland 725 99.0 77 6,520 18

47 Hungary 70.9 99.0 74 - 1,200 8

‘54  |Estonm 687 = 990 81 5240 15
55 Croatia 72.6 977 67 4,895 18
62 Lithuania 69.9 99.0 75 4220 22
63 Bulgaria 711 98.2 70 4,010 23
68 Romania 69.9 97.8 68 4310 13
7! Russian Federation 66.6 99.0 77 4370 8
74 Latvia 68.4 99.0 71 3,940 15
91 Ukraine 68.8 99.0 77 2,190 27

Source. (UNDP 1999a)

* Comined primary, secondary and tertiary gross enrolment ratio (the number of children enrolled in each
level of schooling divided by the number of children in the age group corresponding to that level)3!

Gross Domestic Product per capita, a major component of the HDI, shows great
disparities across European Countries. The GDP of Central European countries varied
between 6,000 and 12,000 US dollars in PPP* in 1997, with Hungary situated towards the
lower end of this range with $7,200 (UNDP 1999a). This region has somewhat more
income than Russia, Romania, Bulgaria and most of the Commonwealth of Independent
States, which generated $2,000-5,000 per capita®. A major gap in terms of national income,
however, appears to be between Western-Europe and Central-Eastern Europe as a whole.
GDP per capita in most countries of the European Union is about three times as much as

in Hungary.

31 The UNDP admuts that this is a rather crude measure, because such factors such as grade repetition, or
differences between the duration of education programmes lead to distortions in the data. The alternative,
however, the net enrolment ratio, 1s apparently available only for too few countries.

32 Purchasing Power Parity, which provides a much better basis for comparison than simple US dollar
equivalents, since specific exchange rate systems may distort relative incomes.

33 Exeptions are Azerbaijan, Moldova, Tajikistan, which have only 1,000-1,500$ GDP per capita.
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Economic transition brought a substantial fall in aggregate income. The extent of this fall
and the trajectory of later economic development seem to distinguish Central Europe from
the rest of Eastern Europe. In Central Europe, including Poland, Hungary, the Czech
Republic, Slovakia and Slovenia, the fall remained no greater than 25% at its deepest point,
and we may observe an overall trend of recovery (see Figure 2.2 a). Here, transition appears
to be a shock, a temporary stage of development. Hungary, for example, almost regained
the level of its 1989 GDP by 1998. The rest of Eastern Europe constitutes a rather
heterogeneous group of countries, consisting of the nations of the ex-Soviet Union, the
Baltic States, the East European laggard Bulgaria and Romania, and the war-struck ex-
Yugoslavian countries. In certain countries (Ukraine or Tajikistan) the decline of the output
‘'has reached even 60% of the GDP compared to its 1989 level (Figure 2.2 b). Russian GDP
nearly halved in ten years time, and there are no signs of major recovery yet. The Baltic
states, although suffering a significant loss of output, seem to show a clear trend of growth
since 1996.
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composite index, tackling various different components of well-being together. For a
deeper analysis, it is necessary to look at relative changes of these parts. Secondly, HDI
does not address the issue of distribution within countries, and uses purely aggregate
measures. Thirdly, these simple indicators of development may not offer the best basis of
comparison between various, relatively developed, European nations. For similar reasons
the index in itself may not be adequate for the assessment of the transition process either.
Therefore the following discussion will include the distribution of incomes, the labour

market situation, and also demographic indicators, and health.

Household income

The incomes of households have changed in two major ways during economic transition:
there was a major decline in average incomes and also inequality between households rose.
Lower income levels are partly due to the ‘transformational recession’ (Komai 1994) and
partly to the shifting role of markets and the state in the economy. As mentioned earlier,
the output level fell significantly during the transition process in Hungary. Between 1989
and 1993 GDP decreased by 20%. As a consequence, incomes and consumption declined
as well, although as we can see in Figure 2.3 they followed a different, smoother pattern.
The 1994 parliamentary elections brought a halt to the declining trend, and resulted in a
temporary rise in living standards due to government policies. This rise was reversed by the
1995 economic stabilisation programme, which brought a major drop in both income and
consumption levels. Probably partly as a result of this programme, from 1996 GDP,

income and consumption show a clear trend of recovery and growth.
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ways during the transition; the share of labour market incomes has decreased, and that of
social security incomes has grown. This 1s due to the changes in the labour market, first of
all to decreasing labour market participation. At the same time inequality of market
incomes has greatly increased, as earnings became more concentrated”. This was not
balanced out by sodial security benefits, because during the whole period their ‘targeting’

has deteriorated, increasingly benefiting the better-off”.

Relative poverty has increased in Hungary, from 12.8% in 1992 to 17.8% in 1997,
measured by individuals below 50% of the average income (Forster, Szivos and To6th
1998, p. 288). This increase was smaller if we apply a lower poverty line, namely 50% of
the median income; from 10.2% to 12.4%. The difference between these two trends
reveals a tendency of widening dispersion of incomes. During the years of transition the
curve showing the frequency distribution of income shifted to the left as the average level
of real income decreased and the concentration of income in the hands of the top decile
group grew, thus the difference between the median and the average income has increased.
As shown, the increase in poverty was smaller when a lower poverty threshold was used.
This reveals another peculiar phenomenon among the poor. It seems that the bottom of
the income distrbution was relatively less affected. As Forster et al. note, there was a
decline in inequality among the poor over time, despite the rising inequality in the total
population. The reasons for this are not analysed yet.

Poverty particularly affected children. Relative poverty has doubled for children below 14
years between 1992 and 1997, and reached a particularly high value for children #p to 2 years,
of whom 35% kved in poverty in 1997, measured as 50% of average equivalent income
(Spéder 1998, Table 1.3.2). Child poverty in Hungary in 7994 was not particularly
outstanding in international comparison (10.3%), using 50% of the national median as a
poverty crterion, and was about same as the degree of child poverty in Germany, half of
that in the worst performing countries of the EU, the UK and Italy, where child poverty

37 The data refer to various years: 1996 for Hungary, the Czech Republic and Poland, 1991 for the UK, 1987
for Ireland, 1994/95 for Portugal, 1987 for Austria, 1992 for Belgium and Sweden.

38 The Gini coefficient of market incomes has increased from 46.6% in 1992 to 51.6% in 1997 (UNDP 1998).

39 The inequality of social security benefits measured by the Gini coefficient has increased from 31.8% to
36.7% 1 the same period (UNDP 1998). In Hungary, thus, social security benefits are in general more ‘pro-
rich’, due to the fact that the major benefit type, pensions, 1s earnings-related to a great extent, thus provides
more to those who are better off.
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reaches 20% (UNICEF 2000, Figure 1)*. This measure, however looks at the whole
group of children below the age of 18, and uses data for Hungary from an early point of
transition. In the years following 1994, the situation of children, particularly that of those
below 6 years has radically deteriorated. Hungary thus would perform much worse in an
updated league table of child poverty.

In contrast, the relative income situation of the elderly seems to have improved. Poverty
among people between 60 and 69 years has fallen from 11% to 3% between 1992 and 1997
and it has declined from 11% to 5% among those above 70 years (Spéder 1998, Table
1.3.2). In these age groups, poverty remains below 5%. Poverty has a strong regional
aspect as well. The proportion of the population living in poverty was twice as much in
villages and small towns as in Budapest (Medgyesi, Szivos and T6th 1999). Another
major social determinant of poverty is education level. Those who have low level of
education are the most struck by poverty, primarily due to their weakening labour market

position.

Labour market

Labour market participation is an essential element of the analysis of well-being for two
major reasons. Firstly, labour market status is a2 major determinant of income differences.
Thus, labour market trends are expected to greatly explain growing income disparities.
Secondly, characteristics of the labour market reveal the existence or lack of important
human capabilities: first of all who can participate in the labour market and who cannot.
Another capability is whether an individual can opt for not having a paid job, for example
in order to be able to do home-care. These activities together may be called the
participation in a ‘production activity’, which means to be engaged in an ‘economically or
socially valued activity’ and as Burchardt et al note, these are essential in order to be able to
participate in the ‘normal activities’ of citizens in the society (Burchardt, LeGrand and
Piachaud 1999, pp 230-1).

4 The percentage of children living in households with income below 50 per cent of the national median in
1995 in Italy and the UK. The UNICEEF report cited above contains data for Hungary from 1994.

59



Declining opportunities for the majority

The Hungarian labour market situation is peculiar: a low level of participation is coupled
with relatively low level of unemployment. This idiosyncrasy is a consequence of a country-
specific feature of economic transition. In Hungary the decline in the level of employment
approached 30%, which 1s twice as much as the average of the whole region (Figure 2.4).
Decline in employment, and the appearance of unemployment seems to be an inherent
part of the transition process and 1s widely discussed in the academic literature (Boer 1994;
Kormat 1994; Standing 1997). One may argue that it did not actually appear from nowhere,
rather it came out of the ‘factory walls: the so-called ‘unemployment on the job™! was
replaced by ‘unemployment without job’. The outstanding decline in Hungarian
employment 1s predominantly due to the comparatively radical economy policy, containing
a rigorous bankruptcy law at an early point of the transition, and also to the permissive
social security benefit system, which allowed ‘exit’ from the labour market. Pension
schemes, first of all early retirement and disability penstons, have offered a good option for
leaving the labour market for many. These have resulted in a particular labour market
situation, characterised by low levels of participation, particularly among the elderly.

41 As shown in Figure 2.1 the labour market, alike the whole economy during the socialist era, was not based
on market principles. Demand for labour was not determined by efficiency on a micro level, but with a fuzzy
constellation of political and economic considerations in a planned economy. A typical characteristic of this
socialist economic system was a ‘soft budget constrant’ combined with shortage. This resulted in a
phenomenon where many factories employed more workers than they actually needed, accumulating internal
surplus for possible future needs. It resulted in ‘hidden unemployment’, or in Korai’s terminology
‘unemployment on the job’ (Komai 1992b, p. 223).
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interesting feature is that the gender wage gap is low by international comparison*. ‘This is

most likely a phenomenon ‘inherited’ from the socialist era.

Finally, a main feature of joblessness needs to be highlighted: that of the high prevalence of
long-term unemployment. The long term unemployed, people with unemployment spells
of 12 months or more, make up 50% of the unemployed in total (Table A2.1, OECD
2001b). Why is this indicator important? In recent discussions on social exclusion long-
term unemployment has received particular attention as a possible measure (Atkinson et al.
2002). Long-term unemployment 1s distinct for various reasons. As empirical studies show
the chance for labour market entry decreases by the length of the unemployment spell (e.g:
Bernardi, Layte, Schizzerotto and Jacobs 2000). Unemployment, especially longer spells of
~unemployment, were also shown to have a ‘scarring effect’ in the US and in Bntain -
through lower future earnings in employment and the increased future incdence of
unemployment (Arulampalam, Gregg and Gregory 2001). Also, there is a greater risk of
poverty due to the fall in income and also because during the extended period of
joblessness the individuals’ ability to pool resources over time, for example to use savings,

becomes limited.

In sum, there was a closing window of opportunity for a large number of people in
Hungary. Primarily for those who could not participate in the labour market any more, and
lost their jobs or became discouraged from job search being registered as ‘inactive’. Half of
the unemployed are long-term unemployed, indicating the difficulties with re-entry into the
labour market. The relatively high prevalence of low paid jobs and the low proportion of
part time employment may imply that the opportunities offered for those who are actually

in the labour market may not be desirable for many either.

Opening window of opportunity: entreprenenrship
Economic transition brought insecurity, but also increasing freedom. Transforming labour

markets in Central Europe provided increasing returns to skills and more opportunities for

entrepreneurship (Brainerd 1998). Entrepreneurship brings higher job satisfaction, and a

“ Gender wage gap is measured as the difference between male and female median full-time eamings
expressed as a percentage of male median full-time eaming (OECD 2001b, Chart B4.1).
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large number of people would prefer to be self-employed, both in Eastern and Western
Europe (Blanchflower, Oswald and Stutzer 2001). Survey data show that half of
Hungarians would prefer to be self-employed. This is a much higher ratio than in the
Czech Republic or in Russia. The entrepreneurial spirit among Hungarians, however,
seems to be still below that of the Poles, who have both stronger preferences for

entrepreneurship, and also choose to become an entrepreneur in greater numbers.

Entrepreneurship existed during socialism as well. Similar to other countries of Eastern
Europe, the rural population in Hungary ‘lived in two worlds’, combining ‘work for wages
and salaries for the government with part-time family agricultural production’ (Szeleny and
Manchin 1988, p.5). Beyond this, the Hungarian state was particularly liberal and enabled
_ the evolution of a significant private sector from the mid 1980s, including small family -
businesses, and self-employed, freelance individuals (Kornai 1988). The transition from
socialism to capitalism brought profound change in property relations and state regulation.
As a result, not only did the private sector expand, but also individual entrepreneurship as
well. Entry to self-employment and successful survival was strongly linked to pre-transition
entrepreneurial experience, and also to human capital (Rébert 2001, p. 161). In contrast
those who benefited from greater opportunities, many others, who lost their jobs e.g. as a
result of shrinking employment in the state sector, were ‘pushed’ into self-employment.
Many of these, however, soon exited. In sum, the process was highly selective, with

gradually increasing stratification between the losers and the winners among entrepreneurs.

Existing data confirm that that self-employment existed in socialism, but the real expansion
in terms of numbers only followed the large-scale liberalisation during economic transition.
The ratio of self-employed in Hungary was 4.6% in 1985, which rose moderately by 1998,
to 5.4%, then nearly doubled, reaching 11.2% by 1993 (Rébert 2001, p 163). This
expansion was predominantly concentrated in the non-agricultural sectors. Other Eastern-
European countries experienced a similar boom as well, including Poland, the Czech
Republic, Slovakia and Bulgaria (ibid.). We do not know to what extent this is attributable
to ‘push’ and to ‘pull’ factors. Nevertheless, entrepreneurship in itself provided opportunity
for people, and is a possible measure of increasing freedom, even if many chose it as a
result of growing constraints in other spheres of the labour market. Overall, it seems that a
large and increasing proportion of people chose self-employment as a way of labour

market participation.
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socialism and after its collapse, while only a minority participates in religious activities in
the other two countries®. This however, does not explain the dsing #e7d in divorce rates
within Hungary, to the contrary: divorce seems to become Zss sodally acceptable to the
majority in Hungary over time*. The former explanation does not seem to lead very far
either. Labour market participation was high in sodialist countries, including Hungary. This
and the resulting financial independence cannot be a reason for higher divorce rates during
transition, a period of declining labour market participation and probably declining
financial independence. What is a more plausible explanation then?

A closer look at the components of the indicator reveals that the increase of the divorce
ratio 1s, interestingly, daven primarily by the decrease in the denominator, the number of
~ marriages. Between 1990 and 1998 the number of marriages in a- year fell by 30%. The
number of divorces seems to remain at the same level with some fluctuation (KSH 1998,
Tables 3.21, 3.25). The fall in the number of marrages (compared to the total population)
1s not a phenomenon of the 1990s, but seems to be a continuous trend since 1970. The
extent of the fall in the last decade, however, seems to supersede any previous one, which
seems to imply an accelerated process. With respect to divorces, there seems to be a
structural change: it seems that the break-up of long-term marrages (over twenty years)
makes up an increasing proportion (KSH 1998, Table 3.28). In contrast, the termination of
short-term marriages comprises less of the total, which probably implies that young people
tend to choose co-habitation instead of marriage. Co-habitation appears to be a more and
more preferred option by many, which i1s well reflected in the number of extramarital
births. While in 1990 13% of live births were extramarital, by 1997 this ratio has nearly
doubled: one in every four children was bom out of wedlock (KSH 1998).

The probably most characteristic indicator of the demographic situation in Hungary 1s that

of low birth rates. Decreasing birth rates reflect a long term process, starting already in the

4 In 1991 85% of the Polish said they attended a religious service at least once a month, while the equivalent
ratio was 21% for the Czech and 23% for Hunganans. For compatison, in 12 “Western’ European countries,
including Ireland, Italy and Scandinavia, the average ratio was 34%. (Source: World Values Survey, 1990-91,
own calculations.)

4 One way of testing social acceptance of divorce is looking at the extreme, those who completely reject it. In
1981, 19% of Hungarian respondents said that divorce was ‘never justified’. In contrast, this ratio was 22%
for 12 Western-European countries. In 1991, it rose to 22% in Hungary, while decreased to 15% in the same
group of Western countries. In contrast, 31% of the Polish said that divorce is never justified. (Own
calculations, based on the World Values Survey, 1981, 1990-91.)
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1950s. The total fertility rate*’ has decreased from 2.5 in 1949 to 1.9 by 1980, and has fallen
to 1.4 by 1997 (KSH 1998, Table 1.1). A woman on average thus gives birth to one child
less in Hungary than forty years ago. This trend is prevalent in the whole of Central and
Eastern Europe, including even the strongly Catholic Poland. Currently, total fertility rates
range between 1.2 and 1.5 in most countries of the region (World Bank 2000). This 1s
below the European Union average, and reaches the level of the countries with the lowest
fertility, Italy, Spain, Greece and Austria. The extent of the decline in birth rates 1s thus
rather sharp in Central and Eastern Europe in comparison with developed countries, and is
exceeded only by the extreme cases of Ireland, Spain, Greece and Italy, countries with
traditionally high fertility rates in the 1970s. In most of the ‘developed world’, however,
either the extent of such falls were milder (as in the UK, in Austria, and Sweden), or there
- was no such trend at all (in the United States birth rates have even increased during this -
period) (UN 1998; UNDP 1999b; World Bank 2000).

Health, mental health

One major measure of sodal cohesion, or the lack of it, is the number of suicdes in a
society. Hungary has had a high position in the international league table for many years.
For some, it indicated that the society was deeply unsatisfied and suffered from the lack of
social norms (Andorka 1994a). Is the recent level of Hungarian suicides still high? Has 1t

changed during transition? How does this measure relate to other indicators of health?

The suicide rate in Hungary in 1999 had indeed greatly exceeded that of all developed
Western nations (Figure 2.7). Hungarians committed suicide more than twice as frequently
as people on average in the European Union, and nearly five times more than the Brtish.
This figure, however, is less outstanding compared to Eastern European countries, many
of which have similarly high rates. Notably, though, Hungaran figures are more similar to
those of Russia and the Baltic states, and rather higher than those of most Central
European countres. There is no simple causal relationship between the level of national

income and suicide rates, neither within Western nor within Eastern Europe.

47 The ratio expresses how many children would be delivered by a woman during her lifetime, generalising
from the number of child births in the current year.
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particularly bad compared to Eastern Europe. The division line between Central and
Eastern Europe exists in this respect as well. The relatively low Hungarian figures for life
expectancy still significantly exceed those of Ukraine, Russia, and even that of the
neighbour Romania. Finally, there is one further striking character of this indicator for
Hungary: its regional dimension, especially for men. In Budapest, life expectancy for men is
2.7 years longer than in the Northern Hungarian region™.

Other measures of health do not contradict the previously described grave picture for the
Hungarian population either (OECD 2001b, pp. 88-90). The proportion of daily smokers
is somewhat higher than the OECD average, especially for men. In alcohol consumption
Hungarians also exceed most nations. Hungarians drink more alcohol in a year than the
British, about the same as the Germans. and less than the French. Overweight is also a -
relatively grave problem for Hungarians: the obese population makes up 20% of women
and 18% of men. With these figures (together with the United Kingdom and the United
States) Hungarians ‘qualify’ as one of the leading nations in the OECD league. These
measures all express non-medical determinants of health, and from our point of view their

particular relevance is that they are results of individuals’ choices.

2.3 THE WELFARE SYSTEM DURING TRANSITION

The socialist state, including the welfare state, had a Leviathan’ nature, characterised by a
highly centralised administration and a large scale redistribution of resources. Benefit
entitlements in the sodial security system (for pensions, family support and for a long time
for health care) were conditioned on employment. Since there was a strong commitment to
full employment in the sodalist economic system, and the overall majority of the working
age population was employed, this condition in reality meant a universal coverage, based

on a ‘citizenship’ basts.

As Téth notes, social policy was practically a state monopoly, without any significant non-

state funders or service providers, e.g. NGOs. Financing was predominantly based on taxes

52 The Northern region 1s defied as six counties, where 28% of the total population lives. The data refer to
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levied on enterprises. This state monopoly, in his view, strongly restricted individuals’
freedom and their choice as customers (Toth 1994, p. 328). State provision — due to
chronic shortages and the resulting rationing, and also the uneven quality of services in-
kind — paradoxically was the source of unequal access. According to Toth, ‘some people
were equal, and and some others were even more equal’ (p. 328). There were high quality
elite services in health care and education with limited access, just as access to public
housing was used as ‘carrot or stick’. As Szelényi, a major sociologist of social stratification
in Eastern European societies, claims, under socialism state redistribution created
inequalities, which were mitigated by the market, while under capitalism the market creates
inequalities, which are then smoothed by state redistribution (1996).

- The Hungarian welfare state, according to Kornai, was born ‘prematurely’ (1992a, p.15). -
The prnaples of government commitment were not realistic with respect to the level of
economic development. It was for this, for the lack of resources, Kornai explains, that the
state has failed to keep its commitments that it would satisfy a number of basic needs free
or for minimal fee. The result is chronic excess demand and often poor quality.

“Added to the unkept promises of the classical system were the new concessions introduced
during the process of reform that began in 1968. It was one of the characteristics of the
Hungarian reform, sometimes referred to as “goulash communism”, that it tried to turn
#ts back on the previous policy of forved industrialization and devote greater attention to
the needs of the general public. (Kornai 1992a, p.16)".

The great concern for the provision of adequate living standards for the majority, has lead
the state to overspending and indebtedness. In result, this actually meant a transfer of
wealth between generations, benefiting those who lived during socialism on the expense of

later generations, those living in post-socialist Hungary (Kornai 19962)*.

The welfare system during socialism thus does not seem to fit into any of the major
typologies. Probably the approximation is Titmuss’s nstitutional redistributive model’, because
public social welfare was a vital institution in society, and it provided universalist services

outside the market (1974, p.31). The organising principle, however, was not clearly ‘need’

1998 (KSH 2000).
53 There 1s one additional condition for why this debt lead to a transfer within generation, namely that the
debt has not been repaid primarily on the expense of the elderly, e.g. in the form of reduced pensions.
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as Titmuss characterises this model, but an arbitrary and rather ad hoc coexistence of
different principles. In sum, the Hungarian welfare system was predominantly universalist,
and based on state monopoly in financing and provision, with a massive involvement of

state enterprises.

The welfare system could not function properly during the transition any longer for various
reasons. Firstly, it seems to have increasingly failed in providing a sodial security net for the
most needy (Andorka, Kondratas and To6th 1995). Income inequality and poverty already
started to increase in the 1980s. This tendency continued during transition, with a
particularly deteriorating situation of the poorest. The welfare system, however, could not
provide protection for them. Secondly, it did not foster social integration adequately. The
relative disadvantage of the Gypsy population remained, and may have been even -
aggravated by the welfare system. Although their formal educational rights have
substantially changed, and e.g. they have granted the right to educational faclities that teach
the minonty language and culture, educational practice has changed little. There were no
adequate policies to raise their poor level of educational attainment, and thus increase their
chances for labour market participation (Kertest 1995). Educational segregation, which
meant that the Gypsy children were often separated into special classes, sustained
(Guglielmo and Waters 1996). The regional segregation of the Romany has also largely
prevails, partly attributable to direct discimination in sale, and allocation of housing by
local governments (ibid.). Finally, the welfare system failed to operate efficiently. The high
level of total sodial spending, financed from high level of taxes dampened the functioning

of the new market economy.

The reform of the welfare system proved to be more difficult and much slower than many
social scientists had hoped (e.g. Toth 1994). In the early phase of transition the welfare
state tried to smooth the negative impacts of transition, following its long-term ‘paternalist’
tradition (Kornai 1995). This traditional focus on raising people’s welfare was the main
reason why the Hungarian situation was labelled as ‘Goulash communism’. According to
Komai, the first phase of the 1990s can be called ‘goulash post-communism’ (p. 1098).
Despite this, however, the economic transition has resulted in a major shift in the relative
responsibilities of institutions in the provision of welfare (for a presentation of the major
changes in the welfare system, see Annex 2). The state, aiming to delegate some of its

commitments, increased the responsibilities of individuals, enterprises, and passed on some
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of its powers to local governments. Why was the reform process difficult? What has

actually happened? The coming sections will search for answers to these questions.

The welfare state and individuals

Several Hungarian scholars tried to describe the welfare system of the 1990s as increasingly
liberal, or as liberal with consetvative-corporatist elements (Deacon 1992; Ferge 1992; T6th
1994), referring to the three-fold typology of welfare regimes by Esping-Andersen (1990).
These views, however, seem rather loosely related to the orginal typology. Furthermore,
this typology does not seem to be adequate to describe a welfare system in fundamental
transition (Lelkes 2000). It focuses for example on current spending levels and does not
~consider changes in rights, entitlement and future spending commitments. In.this way, it -
would disregard a major pension privatisation programme if current spending remained
still dominantly public. The normative content of one of the main criteria used by Esping-
Andersen, that of ‘de-commodification’ 1s also problematic in the context of transition
from sodalism. In the author’s terminology, de-commodification means that ‘atizens can
freely, and without potential loss of job, income, or general welfare, opt out of work when
they themselves consider it necessary’ (Esping-Andersen 1990, p. 23). Beyond the ansing
incentive problems and possible ‘unemployment trap’, the use of this as a normative
criterion for the assessment of a post-socialist welfare system seems inadequate. Instead of
sweeping generalisations, a more fruitful way of characterising the welfare system seems to

be the analysis of its specific segments™.

The welfare system has changed in two major ways during the 1990s. Firstly, there was a
major general decline of sodal spending both in real terms and as a share of the GDP.
Total public social expenditure® fell by 30% in real terms between 1991 and 1998 [own
calculations based on (IMF 2001)]. Using a different measure, it has declined from 46% of
the GDP to 30% (ibid.). This reveals that there was a general decline of government

welfare spending. In order to provide a fuller picture of the overall welfare system, this

3 My own analysis has tried to test the liberal’ hypothesis by discussing the role of the welfare state three
specific aspects of income maintenance: family support, social assistance and pensions. I found that these
different programs do not add up to constitute any specific type of welfare regime. Rather, the emerging, and
still transitory welfare system appears “faceless™ (Lelkes 2000, p. 92).
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