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Abstract: The article provides a summary of evidence on the development of
poverty in the Czech Republic since 1989. First, the new sources of poverty after
1989 and the new measures introduced to prevent or combat it are described.
Second, the relative ease with which it is possible to leave the labour force and
the impact of departures on household income is considered. Third, a variety of
measurements that reveal different faces of poverty, comparing so-called objec-
tive and subjective indicators, are presented. Fourth, the working poor are ex-
amined and compared with the non-working poor. As a comparison of Micro-
census data demonstrates, more change occurred in the composition than in the
amount of poverty. Before 1989, poverty was caused mainly by demographic fac-
tors. In contrast, unemployment became the strongest factor of poverty under
the market economy. This largely manifested itself after 1997, when there was a
rapid increase in unemployment in the Czech Republic and the numbers for
long-term unemployed grew even faster. Simultaneously, the problem of ‘the
working poor’ appeared, but it is far less acute in the Czech Republic than in oth-
er EU countries. In conclusion, drawing sociology more into poverty research is
stressed as a necessity.
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Under the communist regime, various circumstances meant that poverty remained
mostly invisible. First, ideology rendered it taboo, and all manifestations of poverty
were deliberately concealed. Second, owing to the general equalisation of living con-
ditions, disparities in income were quite small and the living standard of the ma-
jority of the population was not far from the minimum. Third, owing to compulso-
ry employment, there was no poverty caused by labour market failures. In the end,
by impoverishing and subordinating the entire population, the regime managed to
conceal poor individuals and groups.

Since 1990, poverty issues have become a standard part of the agenda of so-
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cial policy and research [Vecernik 1991; Mare3 1999]. In comparison with advanced
countries, knowledge in this area continues to be insufficient. An important impe-
tus is the country’s accession to the EU, which included it in the Lisbon process, ori-
ented towards strengthening competitiveness and alleviating poverty. The Joint
Memorandum on Social Inclusion in the Czech Republic [2003] identified the main prob-
lems and outlined policies to combat social exclusion. The National Action Plan on

Social Inclusion [2004] gathered policies in various areas and set the course for
2004-2006.

There are a great many problems related to poverty definition and research.
Basically, it is never possible to unambiguously establish the presence of poverty in
a society. This is because need is not a state but a relation, which should have some
permanence and which has many faces and references. It can be defined relative to
a ‘standard package’ of goods and services, to the average income in society, or to
various reference groups of the population, from the outer circle of, say, the most
advanced countries, to the inner circle of a neighbourhood or a professional com-
munity.

One must distinguish, then, between poverty criteria (set from above) and
poverty experience (gathered from below). There is a considerable mismatch be-
tween belonging to the category of the poor and really feeling poor. From above, the
choice of poverty indicator is never unbiased: “a ‘scientific’ definition of poverty is
a mirage; all definitions of poverty, ultimately, are political” [Barr 1994: 193]. The po-
litical status of the definition of poverty is, however, rarely made explicit or debat-
ed as such. In analysis, it is quite difficult to differentiate between purely ‘academ-
ic’ research and ‘policy-oriented’ research.

This article presents some evidence of the development of poverty in the
Czech Republic. More change occurred in the composition than in the amount of
poverty. While need was far from negligible before 1989, it was mainly caused by
demographic factors and primarily affected the elderly and households with a large
number of children. In contrast, under the market economy, unemployment became
the strongest factor behind income insufficiency and poverty. This largely mani-
fested itself after 1997, when there was a rapid increase in unemployment in the
Czech Republic and the numbers of long-term unemployed grew even faster. Si-
multaneously, the problem of the ‘working poor” also appeared.

The article is structured as follows. First, a description is made of the new
sources of poverty after 1989 and the new measures introduced to prevent or com-
bat it. Second, consideration is given to the relative ease with which a person can
leave the labour force and the impact of these departures on household income.
Third, a variety of measurements are presented that show the different faces of
poverty, comparing so-called objective and subjective indicators. Fourth, attention
is focused on the working poor and they are compared with the non-working poor.
The article concludes with a discussion of informal sources and other ‘hidden as-
pects’ of the poverty story.
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1. New situation, new policies

The labour market that arose after 1989 became a new source of poverty. Unlike the
mandatory employment and often life-long loyalty to one firm under the previous
regime, in the new conditions many people were laid off, remained unemployed, or
were forced to shift to lower paid jobs. In the first period of transition, frictions be-
tween labour demand and supply were in most cases resolved - otherwise the ma-
jority of job shifts were voluntary or through promotions. Self-employment and en-
trepreneurship, and new sectors and opportunities attracted active people. Howev-
er, since 1997, unemployment has surfaced in full force.

From the outset of the transition, the government responded by introducing
new measures or by reshaping or administrating old ones. Several measures were
implemented to combat declining incomes and the risk of poverty.

Unemployment benefits (officially called ‘material support for a jobseeker’) were
first established in 1990. At that time unemployment benefits were set for twelve
months and at the level of 60 percent of the recipient’s previous net wage (90 per-
cent if the job loss was due to restructuring). This advantageous arrangement was
withdrawn in 1991, and unemployment benefits were then set at the 65 percent lev-
el for the first six months and at 60 percent for the rest (70 percent during retrain-
ing). In 1992, the entitlement period was shortened to six months only, and unem-
ployment benefits were set at the 60 percent level for the first three months and 50
percent for the rest.

Since October 1999, a job seeker can receive 50 percent of previous earnings
during the first three months and 40 percent for the second three months (60 per-
cent during retraining). The ceiling for financial support is higher, at 2.5 times the
corresponding subsistence minimum in general (previously 1.5), and 2.8 times for
jobseekers in retraining (previously 1.8). The new Act on Employment (in effect since
October 2004) sets a longer period of unemployment benefits for persons aged
50-55 (9 months), and even longer for persons older than 55 years of age (12
months). For the second three-month period the benefit increases from 40 to 45 per-
cent (50 percent for the first period).

The living minimum serves as the official poverty line, establishing the entitle-
ment to request benefits up to a given level, set according to the size and composi-
tion of a household. It was established anew in 1991, but its principles have re-
mained aimost intact from the previous regime, i.e. it takes little account of the
shared needs of households and of scale economies. Benefits calculated in this way
are therefore advantageous to large households and disadvantageous to small fami-
lies and single persons. Because the share of family expenditures on foodstuffs is
declining and the share on housing rising, this imbalance is strengthening,

The minimum wage was first established in the Czech Republic in 1991 and was
set at the level of 2000 CZK (53 percent of the average wage). Soon after it was raised
to 2200 CZK and then remained frozen until 1996. Its long-term nominal stagnation
and real fall was an escape from the dilemma faced by the governing ‘liberals’, who
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Table 1. Wage and benefits levels (CZK monthly and percentages)

Indicator 1990 1992 1994 1996 1998 1999 2000 2001 2002 2003  1stQ
a3 Lad 2004

In CZK monthly:

Gross average wage 3286 4644 6894 9676 11693 12666 13499 14640 15707 16917 16722

Net average wage 2691 3715 5398 7538 9144 9931 10571 11465 12283 13057 12909

Gross minimum wage 2000 2200 2200 2500 2650 3250 4000 5000 5700 6200 6700
3600 4500

Net minimum wage x X X X X 2844 3412 4194 4715 5087 5494
3114 3784

Average X 1404 1839 2306 2335 2529 2781 2961 3164 3324 3480

unemployment benefit

Living minimum b 1700 2160 2890 3430 3430 3770 4100 4100 4100 4100

of a single adult

Living minimum X 5450 6860 8810 " 9250 10060 10660 11420 11420 11420 11420

of a family of four***
Average pension benefit 1731 2413 3059 4613 5367 5724 5962 6352 6830 7071 7232

Newly granted early X X P X 5176 5370 5513 5837 5917
pension benefit - by

two years

Newly granted early b3 X X X 5406 5593 5659 5844 5667

pension benefit - by
three years

Percentages of the net (gross) average wage:*

Minimum wage 609 474 319 258 227 27 B3, 33 366 400
313 426

"}:::gfovmem beriefit x 378 341 306 255 255 263 258 258 255  «x

'S;v:;?n';?;’;‘ﬁf." x 458 400 383 375 345 357 358 334 314 318

k}";';gn':‘l;;,"(‘)’f“;[)‘l‘" x 1467 1271 1169 1012 1013 1008 996 930 875 885

Averagepensionbenefit ¢, 3 (50 567 612 587 576 564 554 556 542 562

Newly granted early X X X X

pension benefit - by 56.6 54.1 52.2 50.9 48.2

two years

Newly granted early b3 X X X

pension benefit - by 59.1 56.3 53.5 51.0 46.1

three years

Net minimum wage in % of 829 90.5

living minimum of single adult x x x X 908 1004 1023 1150 1241 1340

* Only the minimum wage is related to gross average wage, all other items are related to the
estimated net wage. The estimate is made on family expenditures data by the Ministry of
Labour and Social Affairs.

** In those years, the minimum wage was increased twice.
*** Two adults and two children 10-15 years old.
Sources: Statistical Yearbooks of the Czech Republic, Ministry of Labour and Social Affairs.

considered the minimum wage inappropriate for a free market economy, but who
had to respect the already ratified international agreements that guaranteed its ex-
istence. When the Social Democrats came into office, the minimum wage started to
rise again. It was only in January 2001 that it came to exceed the living minimum for
a single adult, and it has continued to increase since.
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In Table 1 we provide an overview of various minimum levels and their
changes over time. The minimum wage has started to improve its relative position,
and since January 2004 it has been at the level of 6700 CZK (equal to 40 percent of
the average wage). In 2001, it exceeded the amount for the living minimum for a sin-
gle adult and is currently one-third higher. The replacement rate of the unemploy-
ment benefit has been decreasing steadily since it was introduced, and it now rep-
resents a mere one-quarter of the average wage. Pension benefits have maintained
their relative weight since 2000, at about 55 percent of the average wage.

In fact, the guaranteed minimum wage, unemployment benefits, and the living
minimum, together with benefits of state social support scheme and the minimum
pension benefits (which is set higher than the living minimum), create quite a solid
social safety net, and the Czech system thus ranks among the most advanced in Eu-
rope. Despite the fact that its social spending does not reach the relative level of some
Western European countries, the poverty rate is among the lowest in the EU25.

The other side of the embracing safety net, protection in the temporary situa-
tion of job loss, is its welcoming effect for all those who give up - from the outset
or after gathering gloomy experiences in the job search - on re-employment. Then,
the state budget suffers from the rise in spending on unemployment and social ben-
efits. There are adverse effects on employers, who suffer as a result of rising wages
and related non-wage costs and from the reluctance of employees to take worse
jobs. The voices calling for reconstruction of the system towards greater efficiency
are getting stronger.

2. Easy exits from the labour market

In order to avoid unemployment status and/or ease the work burden, people -~ and
the most vulnerable in particular - tend to leave precarious or poorly paid employ-
ment, either temporarily or permanently. Before 1989, state paternalism was ac-
companied by compulsory work, and departures from the labour force were regu-
lated by law. Since 1990, job security has been unevenly distributed among the pop-
ulation, in accordance with people’s education and skills, local opportunities, and
employment availability. Employment behaviour is substantially affected by institu-
tional conditions.

The state has proceeded inconsistently, keeping the newly settled minimum
wage and unemployment benefits low, while providing easily accessible and higher
social subsistence provisions. At the same time, easy exits from the labour force or
employment have persisted or even been supported, such as early retirement. Spe-
cific ‘coping strategies’ are provided by the sick-leave system. In sum, there are a
couple of basic methods used (and often misused) in order to get out of the active
labour force:

1. Early retirement is not as widespread in the Czech Republic as in Hungary
and (especially) in Poland, but nonetheless it is facilitated by a relatively favourable
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scheme. Two possibilities were introduced by the Pension Insurance Act in 1997.! Per-
manently reduced early retirement can be taken by any worker after 25 years of pen-
sion insurance contributions, but no earlier than three years before legal retirement
age. Temporarily reduced benefits are allowed solely for the long-term unemployed,
also after 25 years of pension insurance contributions, but not earlier than two years
before the legal retirement age. In either case, early retirees are not permitted to en-
gage in any economic activity before reaching the legal retirement age.

Early retirement became very popular and its share in the number of pensions
granted in recent years has grown steadily: 30 percent of all old-age pensions were
in the form of early retirement in 1997, 48 percent in 1998, 52 percent in 1999 and
nearly 60 percent in 2000 and 2001 (with only a small proportion of temporarily re-
duced early pensions). Early pension benefits granted in 2001 provided their bene-
ficiaries with 90 percent of the full average pension. The mounting deficit for the
pension bill triggered a government effort to alter the design of early retirement to
make it less attractive. Consequently the share of early pensions out of all newly al-
lotted pensions fell to 33 percent - which was probably also due to the fact that
many of those interested in early retirement had already taken it, anticipating the
introduction of stricter rules.

2. Disability pensions have been abundantly used and probably also misused.
The number of disability pensions only began increasing in the early 1990s and
since then it has become stable at 540 000 (17 percent of all pension entitlements).
Among all newly granted disability pensions, full pensions prevail: in 2001, 6600
new full disability pensions were granted in comparison with 3900 partial disabili-
ty pensions. In 2001, the average level of full disability pension benefit was 97 per-
cent of the full retirement benefit, while the partial disability pension benefit
amounted to 61 percent. As of 1998, partially disabled persons are also entitled to
claim the temporarily reduced early pension benefits.

3. Sick leave, though only a temporary exit, is also being used increasingly.
While in 1990 the percentage of sick-leave days out of total working time was 4.8
percent, it increased to 6.7 percent in 2001; the average sick leave was 18 days in
1990, but by 2002 it had already reached 31 days. The relaxed (or sometimes even
cooperative) attitude on the part of physicians and the minimal control executed by
responsible bodies are what facilitate the taking of sick leave, which is used in par-
ticular by lower-wage categories to avoid work strain or, even, the risk of being laid
off. Recently, the low ceiling of sickness benefits was increased, which makes them
more advantageous for middle-wage categories of workers.

4. Welfare dependency is a welcome exit for not a large, but nevertheless a sig-
nificant, category of the population. While among households headed by a person

' As the introduction of the main change in the Pension Insurance Act - the gradual increase
in the retirement age - evolved into a hot political debate and caused widespread aversion
among trade unions (a mass demonstration — otherwise exceptional - was organised), the
change was compensated with the introduction of easier conditions for early retirement.
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aged 55-59 only 25 percent have earned income of less than one-half of the total
household income, this percentage steeply rises to 73 percent for the 60-64 age co-
hort and to 93 percent for the 65-69 cohort. The number of households that have
earned income of at least one-quarter of the total household income is only 11 per-
cent in the 60-64 cohort and 8 percent in the 65-69 cohort [Social Situation of House-
holds 2001]. This is despite the fact that a later departure into retirement is reward-
ed with a 1.5 percent benefit increase for each 90 days of work.

Of the population aged 50-64 in 2001, 38.5 percent were already out of the
labour force (28 percent of men and 48 percent of women). The main reason for the
final separation of the labour force was leaving for retirement after reaching retire-
ment age (45 percent of men and 62 percent of women), disability or sickness (34
percent of men and 16 percent of women), taking early retirement (11 percent of
men and 9 percent of women) and reasons on the part of the employer - redun-
dancy, the firm was shut down (7 percent of men and 9 percent of women). Other
reasons, such as termination of a fixed-term contract, termination of a person’s own
business, or personal and family reasons were only cited rarely [Social Situation of
Households 2001].

Therefore, the crucial task remains of making exits from employment more re-
stricted and weakening their one-way flow by strengthening the incentives that will
keep people in their jobs as long as possible or enable them to return to employ-
ment. This task rests on the shoulders of state administration and public policy, as
well as employers and individuals. The dominant ideology of there being a fixed and
early date for terminating working life, supported by a smali difference between
earned and social income for large sections of the population, must be transformed
into motivation towards an open-ended career. One supportive measure to this end
would be the removal of earning limits for pensioners.

In a certain sense, this is a legacy of the communist ‘premature welfare state’
[Kornai 1995: 131]. As work was compulsory for all, no unemployment trap or ben-
efit dependency could appear. The welfare state was rooted in employment that of-
ten assumed the character of social security rather than real working tasks. At the
same time, the shame attached to unemployment and rent-seeking behaviour, orig-
inally rooted in Czech middle-class society, largely disappeared during communist
times. The massive abuse of the welfare system has thus since then been viewed as
something deserved rather than something shameful.

Under pressure from deficitary public finances, the government is consider-
ing benefit reduction and some workfare measures. Specifically, the living mini-
mum is to be lower and flatter, local governments are to have discretion in setting
the concrete amount of benefits (acknowledging regional differences), and public
works are to be compulsory for the long-term unemployed. The subsistence mini-
mum as a fraction of the living minimum may even be applied to non-cooperative
unemployed. Early or temporary exists of the labour force and activity might thus
be hindered.
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3. The different faces of poverty

Poverty has many aspects and faces. Consequently, there are also many indicators
and measurements of poverty. Research on poverty measurement is more than one
hundred years old, and it continues to develop. For ten years now the Comparative
Research Programme on Poverty (CROP), under the umbrella of the International So-
cial Sciences Council, has been assembling hundreds of researchers around the
world and providing information on related projects, events, and publications. The
debate over poverty measurement was best summarised in the study ‘Income Pover-
ty in Advanced Countries” by M. Jantti and S. Danziger [Atkinson and Bourguignon
2000: Chapter 6]. .

Combating poverty and social exclusion has become an important task of the
EU. The Lisbon European Council in March 2000 established common objectives on
poverty and social exclusion, which were then agreed by the Nice European Coun-
cil in December 2000. National Action Plans on social inclusion have been prepared
by member states and common indicators agreed on for monitoring progress to-
wards common objectives and for encouraging mutual sharing of best experience.
Following consideration devoted to the issue by experts in the field, the Laeken Eu-
ropean Council in December 2001 endorsed the first set of 18 common statistical in-
dicators for social inclusion [Atkinson, Cantillon, Marlier and Nolan 2002].

Czech statistics and the Czech government begun making use of the so-called
Laeken indicators of poverty, along with the standard measurement by living mini-
mum. A comparative analysis of indicators is, however, missing. Therefore, in this
study I am continuing in my previous research [Vecernik 1996 and 1998], and I also
present some new data. In Table 2, the change over time of two basic indicators is
displayed - according to the legal poverty line and the EU poverty line. I have also
used the survey Social Conditions of Households, conducted following the Eurostat
recommendations for matching information on persons and households and com-
paring ‘objective’ and “subjective’ indicators.

EU poverty. The poverty-risk rate has most recently been set at 60 percent of
median equivalent income, where the first adult is calculated as 1.0, each addition-
al adult as 0.5, and each child up to 13 as 0.3. The weight of both children and adults
is thus lower than in the implicit equivalence scale used by the Czech living mini-
mum calculation, while the burden of common household costs is higher. The im-
plicit equivalence scale is thus quite flat.

Legal poverty. The Czech living minimum is composed of the amount of mon-
ey required to meet a person’s basic needs and the amount needed to meet house-
hold costs. The implicit equivalence scale of the calculation is very steep. Whereas
household size elasticity is 0.8 in the calculation of the Czech official poverty line,
it is about 0.4 in Belgium, the Netherlands, and Luxembourg, and about 0.5 in
France and Spain [Vecernik 1996].2

2 Within the restructuring of the benefit system a new calculation is planned, wherein in-
stead of the current two-component calculation (the cumulated costs of each person and
household) only costs of persons will be involved, with a separate housing benefit.
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Table 2. Households and persons at-risk of poverty by the legal and the EU poverty line
and by family status 1988-2002 (percentages)

Family status Legal poverty line EU poverty line

1988 1992 1996 2002 1988 1992 1996 2002
Households:
Couple with children 1.1 3.4 2.7 4.4 11 32 5.8 7.3
Qne parent with 97 195 168 164 110 178 264 274
One-person household 135 1.4 1.0 25 45.5 4.0 53 9.9
Other 1.8 14 0.6 1.3 6.9 1.7 1.7 2.6
Average 4.5 2.7 2.1 33 13.7 33 5.0 7.2
Persons:
Couple with children 1.3 3.7 3.2 48 14 4.0 7.5 8.9
&?fdf:;e"‘ with 107 211 186 168 120 212 298 315
One-person household 13.5 14 1.0 2.5 48.5 6.0 6.3 13.0
Other 1.5 1.6 0.7 1.4 7.0 2.2 21 3.1
Average 2.7 34 27 3.9 7.5 4.1 6.4 8.3

Note: Legal poverty line: the percentage of households (persons) below the official living
minimum.

EU poverty line: the percentage of households (persons) below the 60 percent median equiva-
lent income (if the first adult is computed as 1.0, each other adult as 0.5 and each child as 0.3).

Source: Microcensus 1988, 1992, 1996 and 2002, households files.

Calculating equivalent income using the same scale for various countries is a
process freighted with problems, owing to the different consumption baskets, price
structures, and advantages accorded to children or families, since all of these are ex-
pressed in different economies of scale. The advantage of a uniform scale, however,
lies in its easy application and comparability.

If the EU equivalence scale is used, the poverty head count is twice as high as
the living minimum measurement, while the share of pensioner households is even
higher.? Whereas the percentage of the official poor increases, the percentage of
poor according to the EU measurement decreases slightly, and the composition of
vulnerable categories changes substantially to the advantage of pensioners and to
the disadvantage of families with children.

Subjective poverty. According to many authors, poverty is a feeling and not an
objective situation, and families themselves should decide on the adequacy of their
means to meet needs. There are various ways of measuring subjective poverty, all of
which have their basis in respondents’ declarations about their relative deprivation.
Most methods were developed by the Dutch-Flemish econometric school and are
based on respondents’ estimates of the minimum level of income with which it is
still possible to ‘live decently’.

? Formally, no pensioner’s household should be among the poor, according to the official
threshold. This is because the minimum pension benefits slightly exceed the minimum in-
come according to the living minimum.
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Figure 1. Household poverty according to SPL measurement (percentages)
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Source: Economic Expectations and Attitudes, December 1990, January 1993, January 1996 and
April 1998; Social Situation of Households 2001.

One such method is the Subjective Poverty Line (SPL), which is derived from
answers to the following question: ‘What is the minimum amount of income that
your family, in your circumstances, needs to make ends meet?’ To derive the income
standard, it is assumed that only households that are just able to balance their bud-
get (i.e. that are on the brink of poverty) are able to give a useful estimate of what
level of income correlates with a ‘normal” standard of living [Deleeck and Van den
Bosch 1992].

In the calculation of SPL, logarithms of Ymin (income estimated by the Mini-
mum Income Question), Y (current income of the household) and fs (size of the
household) are calculated first. The log-linear relationship is then calculated as

InYmin = 30 + 1Infs + 82InY,
and the poverty thresholds for each household size are calculated as
Ymin = exp [(80 + f1Infs) / (1 - 2)].

In the mid-1990s I compared the Czech data with various poverty rates in sev-
en EU countries and regions [Vecernik 1996]. Whereas in socially generous coun-
tries, such as Belgium or the Netherlands, objective poverty amounted to 7 percent
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of households, and subjective poverty equalled between 10 and 20 percent, in south-
ern countries without a developed social system objective poverty amounted to be-
tween 15 and 20 percent and subjective poverty between 30 and 40 percent. In the
Czech Republic, objective poverty was the lowest, while subjective poverty was on
a level higher than that of Belgium.

Since then subjective poverty has increased steadily and significantly in the
Czech Republic. In 1998 it surpassed the level of Greece, and in 2001 it reached an
unbelievable 65 percent of the general population (Figure 1). Whereas in the early
1990s the relation of subjective poverty lines to the average household income was
about 75 percent, the perceived minimum income was, on average, higher than the
declared current income.* This suggests that the budget standard perceived by
Czechs is more a reflection of the consumption level of advanced Western countries
than the conditions in the home country.

There are several possible reasons why these percentages are high. First, the
amount of basic needs is exaggerated, as the ‘minimum amount’ includes an expand-
ing number of goods and services. Second, the declared actual income is underesti-
mated, as people tend to declare only formal income and do not mention informal,
secondary, and supplementary income. Third, the method considers the minimum
too generously. In fact, there is only a very small reduction of the declared minimum
income using the above-mentioned method. Nevertheless, when comparing the fig-
ures over time, the central message remains — a rapidly rising ‘minimum budget’.

In contrast with the very steep equivalence scale implicit in social legislation,
the equivalence scale in people’s minds is very flat. This generally reflects the find-
ing by Buhman et al. [1988] regarding the considerable difference between ‘pro-
gramme’ and ‘subjective’ scales. It means that households see themselves much
more as economic actors and budgetary units by stressing common needs and costs,
while the calculation of the officially established living minimums see them much
more as a sum of individual members with only low shared costs. Consequently,
households with more members are advantaged and smaller households disadvan-
taged.

Feeling poor. Unlike the concept of poverty as an income insufficiency, per-
ceived poverty is always a relational characteristic, dependent on the social envi-
ronment, the uneven pace of real change, and subjective expectations, etc. Low in-
comes can be purely transitional, without necessarily reflecting financial problems
as a poverty status. In the Economic Expectations and Attitudes surveys (1990-1998), a
question was posed ‘Do you feel your household is poor?” which returned the an-
swer ‘definitely yes’ (out of four variants) in about 8 percent of cases.

* I took this surprising result and consulted with one of the founding fathers of the ‘subjec-
tive poverty school’, Bernard M.S. van Praag. He admitted that the method returns quite high
figures but was also surprised by the result. Unfortunately, comparative figures are missing,
though the Czech survey was designed according to Eurostat recommendations and in antic-
ipation of the new EU-SILC (EU Statistics on Income and Living Conditions).
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Table 3. Various measurements of poverty risk by type of household (percentages)

EU Living SPL  Feelpoor _ FeoPle

Type of household minimum around are

better-off

1 2 3 4 5

Single, under 65 4.7 2.5 41.7 16.9 9.3
Single, over 65 14.1 53 75.5 24.5 10.6
Couple, both under 65 9.6 0.0 98.6 27.0 131
Couple, at least one over 65 2.0 0.7 446 12.0 7.9
Couple with one child 1.2 0.4 87.1 15.1 10.8
Couple with two children 4.3 2.6 48.5 10.7 6.6
Couple with three or more children 4.9 34 66.8 10.6 6.5
gcél:r?ézgxth at least one child and other v 13.6 10.3 86.4 2.4 10.3
Single-parent family 6.2 45 4838 16.5 8.2
Other 215 16.4 82.1 26.9 12.5
Total 5.8 3.1 59.6 16.0 8.9

Note: While indicators 1-3 are based on the information about households, indicators 4-5
are based on what the person reported. To enable their combination, the household data
were assigned to each person. Unlike Table 1, the unit of observation here is an adult
person (16 years and older) and thus the data slightly differ.

Source: Social Situation of Households 2001, persons and households files merged.

In 2001, a similar question was posed in the statistical survey on the Social Sit-
uation of Households, with only three variants (poor, not poor-not rich, rich). The re-
sulting poverty head count is twice as high, whether as a result of the fewer avail-
able response variants or the actual worsening of the situation in the view of house-
holds over time (column 4 in Table 3). Another question asked whether respondents
consider the other people around them as belonging to the same, a higher, or a low-
er social class (with the variant ‘don’t know’ for the rest). We can assume that if peo-
ple perceive the people around them as belonging tc a higher class, this is an indi-
cation of social exclusion (column 5 in Table 3).

We gathered five poverty measurements on one sample of individuals for fur-
ther analysis, each of which is based on a different kind of information and gives
specific results. The question then arises of how far they overlap, or, conversely, how
much they address different faces of poverty. The analysis (Table 4) shows that:

+ about one-quarter of adult persons are poor according to at least one measure-
ment;

+ while Legal and EU poverty fit well together (Pearson correlation coefficient 0.7),
all other indicators are weakly associated (Pearson correlation coefficients below
0.2);

* 70 percent of poor adult persons are poor according to one indicator only, which
most frequently is the ‘feeling poor” indicator;

« about one-fifth of poor adult persons are poor according to two indicators, the
most frequent indicators being ‘feeling poor’ and ‘worse-off than people around’.
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Table 4. Simultaneous incidence of poverty risk by various measurements (percentages)

Living SPL People

Persons living in poor
N o Feel poor aroun
minimum  reduced* celp d are

households according to Percentage EU

measurement of cases 1 2 3 4 betté;r-off
Not poor by any indicator 75.5 - - - - -
Poor by one indicator 16.9 5.6 0.1 0.0 62.9 31.4
Poor by two indicators 4.3 37.2 12.7 9.0 76.0 65.6
Poor by three indicators 1.9 100.0 68.4 72.7 45.2 13.5
Poor by four indicators 11 100.0 85.6 95.6 93.3 25.6
Poor by five indicators 0.3 100.0 100.0 100.0 100.0 100.0
Total 100.0 5.8 3.1 3.1 16.0 8.9

* The SPL poverty was reduced by a calculation of only 40 percent of the amount required
as the minimum income.

Source: Social Situation of Households 2001, persons and households files merged.

Besides income poverty there are various other deprivation indexes based on
information on housing and possession of durable goods. One of the most recent at-
tempts applied also to CEE data (the Czech Republic, Hungary and Slovenia) deter-
mined four indicators of deprivation (deprived in basic needs, in secondary needs,
in accommodation standards, and in subjective income satisfaction). Next, the au-
thors combined deprivation indices with income insufficiency and constructed an
index of ‘consistent poverty’. Finally they proposed combining the universal Euro-
pean absolute minimum set for non-income items with the national relative income
standard [Forster, Tarcali and Till 2002; Forster, Fuchs, Immervoll and Tarcali 2003].

Another attempt was made in the Eurostat survey using national data for the
new EU member and candidate countries. For the sake of exploratory analysis, sev-
eral durable goods were chosen, with special attention given to the ‘enforced lack’
of durable goods (i.e. when the person wishes to acquire a given item but cannot af-
ford it). This is a preparatory step to establishing the new statistical base of the EU,
where a common core set of deprivation items will be collected, including questions
on the enforced lack of some durable items, housing deterioration, the capacity to
afford holidays or decent food, the capacity to face unexpected financial expenses,
arrears on some payments, the ability to keep the home adequately warm, and oth-
er indicators [Guio 2004].5

The other indicators of satisfaction and income deprivation here return am-
biguous results (Table 5). Only about one-half of the persons belonging to poor
households measured by monetary indicators (EU, Legal, SPL) actually feel poor,
and even fewer are dissatisfied with household finance. If we match indicators ap-

5 Instead of the European Community Household Panel, stopped after the 2001 wave, a new
statistical instrument, the EU Statistics on Income and Living Conditions (EU-SILC) is to become
the new EU reference source for comparative statistics on income distribution and social ex-
clusion at the European level.
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Table 5. Monetary and subjective measurements of poverty risk (percentages)

People Dissatisfied . .. ¢

. . . Dissatisfied

Persons living in poor around are *with e

households according to Feellpoor better-off | ant(i‘l‘2 house-hold with t3 ar1tc}114

measurement 2 together finance ou45mg ogether
3

1.EU 48.2 10.3 14.2 443 154 18.8

2. Living minimum 51.5 12.1 16.0 45.6 14.1 134

3. SPL reduced** 53.1 14.2 18.9 40.7 14.0 10.8

* We took the lowest variant of answers of six possible (between ‘fully satisfied’ and “fully
dissatisfied’).

** The SPL poverty was reduced by a calculation of only 40 percent of the amount required
as the minimum income.

Source: Social Situation of Households 2001, persons and households files merged.

Table 6. ‘Getting by’ statements correlated with poverty risk by various measurements
(percentages)

- People  Dissatis-
How the household Frequency EU Living SFL «» Feel poor around are fied* with
gets by on its g minimum reduced better-off household
finance

finance
with great difficulty 15.0 20.5 12.7 13.7 43.4 15.2 41.3
with difficulty 258 6.3 3.0 5.5 21.8 11.2 12.2
with minor difficulty 38.3 2.2 0.9 24 8.2 7.1 3.6
rather easily 15.7 1.0 0.3 15 3.3 5.2 2.0
easily 4.2 1.1 0.0 14 3.7 3.7 2.6
very easily 0.9 0.0 0.0 0.0 2.7 53 0.0
Total 100.0 5.8 3.1 4.7 16.0 8.9 11.1

* We took the lowest variant of the responses of the six possible responses (between ‘com-
pletely satisfied” and ‘completely dissatisfied’).

** The SPL poverty was reduced by a calculation of only 40 percent of the amount required
as the minimum income.

Source: Social Situation of Households 2001, persons and households files merged.

proximating social exclusion (columns 1 and 2 in Table 5 combined), only about 15
percent of EU or legally poor are affected. A similar result is returned through a
combination of simultaneous dissatisfaction with household finance and housing
(columns 3 and 4 in Table 5 combined).

Another measurement exercise is enabled through the use of a common ‘sub-
jective poverty’ question: ‘How does your household get by on the finance you
have?’ (Table 6). Here, the explanatory potential of the individual poverty measure-
ments appears to be much better. Indeed, 88 percent of people living under the le-
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Table 7. Poverty risk by various measurements correlated with various income concepts
(correlation coefficients)

Persons living in poor Total Net Income per
households a%corging to  disposable et market transfer ) EU square living
measurement income  MC0ME income capita  equivalent root unit woimun
unit scale
EU -0.23 -0.21 0.00 -0.22 -0.25 -0.25 -0.01
Living minimum -0.16 -0.15 0.00 -0.18 -0.19 -0.19 0.07
SPL reduced* -0.24 -0.22 0.00 -0.16 -0.22 -0.23 -0.18
Feel poor -0.19 -0.21 0.11 -0.16 -0.19 -0.19 -0.06
People around are better-off -0.08 -0.10 0.07 -0.06 -0.08 -0.08 -0.04
Pissatisfied with household g3 g3 003  -016  -016  -0.15 0.06
Great difficulties gettingby 917 _g.17 001  -020  -021  -0.20 0.07

* The SPL poverty was reduced by a calculation of only 40 percent of the amount required
as the minimum income.

** We took the lowest variant of answers of six possible (between ‘completely satisfied’ and
‘completely dissatisfied").
Source: Social Situation of Households 2001, persons and households files merged.

gal poverty line and 82 percent of people living under the EU poverty line declare
financial difficulties. A question then arises: why do people who claim to have small
financial difficulties feel themselves to be poor? Hardly any reason can be found
among the available explanatory variables - the only particular feature we can iden-
tify is the positive correlation to transfer income among those households, which
could refer to a stigmatising effect arising from social benefits.

Last but not least, we turn to the eternal question: what is the ‘best” income in-
dicator for measuring the welfare of households? There are numerous variants of
ways to adjust disposable household income to the size and composition of a fami-
ly, and therefore the scholarly debate over equivalence scales has lasted for decades.
Here, we can test empirically which income indicators best fit one or another of the
methods of poverty measurement (Table 7). Surprisingly, the differences between
the three most frequently used indicators - income per capita, per EU (modified
OECD) equivalence unit, and per square root unit — are almost negligible. So, they
can be substituted for one another. The EU poverty indicator exhibits the strongest
association with the most income indicators.

4. Preventing poverty by redistribution or by employment

As we have demonstrated, what occurred after 1989 was an important shift away
from ‘old poverty’, which was produced by specific stages in the life cycle (that of
the elderly in particular), towards ‘new poverty’, resulting from labour market fail-
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ures. In income terms, while poverty previously referred to insufficient transfer in-
come, currently an important source of poverty - if not increasingly the main one -~
is low earnings. This also has consequences for the politics of poverty alleviation -
instead of the standard channels of income equalisation through redistribution,
what is necessary is the introduction of better income packaging through employ-
ment participation.

Redistribution through taxes and transfers probably remains the main tool for al-
leviating poverty anyway. As a comparison of selected OECD countries showed,
more than one-third of the population in some countries would, hypothetically, be
living in poverty if there were no redistribution. In the Czech Republic the figure
would be one-fifth, given the still small gap between low incomes and the average.
This is similar to the situation in other countries, such as Germany, the Netherlands,
and Denmark, where wage bargaining takes place, which has an equalising effect
on the distribution of market income. State redistribution generally reduces pover-
ty by 5-15 percent; the Czech figure is the lowest [Forster 2000; Vecernik 2002].

The transfer of money is only a temporarily efficient measure, as no new re-
sources are generated and the work motivation of people eventually declines owing
to their reliance on state support. As the dependency rate has risen steadily in ad-
vanced countries, the effort has been to reduce it and to ‘make work pay’. It is nec-
essary to place the emphasis on activation policies, i.e. making social benefits de-
pend on the activity of the unemployed (searching for a job, training and re-train-
ing, taking temporary jobs). Firms also need to become more interested in job cre-
ation and retention. “Employment should be financially rewarding for workers, but
it also needs to be affordable for employers” [OECD 2003: 114].

Adjustments to both the supply and demand sides of support for employment
are also a concern for the Czech Republic. In terms of net replacement rates the
country ranks among the most generous European countries. The net replacement
rate of wages by social benefits is as high as in the most generous European coun-
tries, where social benefits can fully replace the average earnings of a production
worker with a family [OECD 2004]. Despite the fact that the differences between av-
erage wage and subsistence benefits have become smaller (see Table 1), the gap be-
tween the guaranteed social minimum and wages of the less skilled workers have
created a relatively inviting poverty trap, which has diminished in recent years as
the living minimum has frozen (Figure 2).%

Given the quite generous social security scheme, the reservation wage of the
long-term unemployed remains close to the economy’s average wage. The problem
is that the bulk of the long-term unemployed suffer from low qualifications and
poor employability. This state of affairs is mainly advantageous for Roma families,
where the number of children is usually high and employability low. Furthermore,
this trap is similarly appealing to rural households, where living costs are low due

® The living minimum has remained stable because of very low inflation. The legal condi-
tions for its increase have thus not been met.
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Figure 2. Wage and benefits levels (CZK monthly)
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to considerable income in kind, while expenditures connected with employment are
high due to greater transportation costs.

Minimum wage. A simple remedy is to administratively hold wages above the
level of social benefits. In 1999 the government began making an effort to resolve
the inconsistency between a low minimum wage and higher subsistence benefits by
setting the minimum wage higher. By January 2001 the dominance of the minimum
wage over the subsistence minimum for a single person had been achieved, and this
has continued even further (see Table 1). The motivational function of the minimum
wage is, however, questionable, on both the supply and the demand sides of labour.

On the supply side, and taking into account the circumstances of the formal
economy alone, the difference between low wages and welfare payments are still not
a sufficient stimulus when all the costs related to work, including its pain and strain,
are taken into account. Despite the fact that the relative level of the minimum wage
is currently 34 percentage points above the living minimum for a single person,
each family headed by a minimum-wage earner needs contributions through social
benefits, unless more active earners are present.

On the demand side, this has also has created a series of adverse effects: it
raises the costs of unskilled work above the market price. As a result, employers are
reluctant to hire less-skilled workers and try to replace them with technology or,
more often, undemanding illegal workers (usually Ukrainians). Moreover, the mini-
mum wage is frequently declared as the official payment of employees who are com-
pensated by employers with unregistered remuneration, too, particularly in the ser-
vices and catering sectors.
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As there are no statistics for minimum wage recipients (wage surveys do not
cover firms with less than 20 employees, which is where the minimum wage is most
often applied), there is room for speculation on its real impact. Estimates refer to
about 1-2 percent of employees, but in fact probably no one works for such a low
amount. Once the amount increases substantially, payroll tax rises, too, which has
an adverse effect on formal employment: either employers maintain the job but as
fully informal, or they reduce or cease the activity and dismiss the employee alto-
gether.

According to a study based on individual data in France, raising the minimum
wage has a clearly negative effect on the employment of low-paid workers. With a
rise of 10 percent, the probability of a male employee losing his job increases by 13
percent, and by 10 percent for a female employee. While the effect was zero for
young workers (up to 25 years), it increased significantly for older workers [Kramarz
and Margolis 1999].

The fact that an increase in the minimum wage could have an adverse effect
on employment was also demonstrated in a study on Hungary. Kertesi and Koll6
[2004] concluded from their empirical analysis that the Hungarian decision to in-
crease the minimum wage by 57 percent in 2001 represented a loss of employment
opportunities. Although the situation in large firms remained the same, the sector
of small firms lost about 3 percent of its jobs in less than a year, while the job re-
tention and job finding potential of low-wage workers deteriorated. Depressed re-
gions were more severely affected despite possessing more favourable conditions
for achieving a positive effect.

Activation policies. The direct opposite to administrative intervention in the
labour market is the direction that emphasises the enhancement of work flexibility
through the development of broad skills and multitask occupations, flexible con-
tracts and hours, and the adaptability of the workplace and related commuting or
migration. Unlike the lively debate that has been taking place on workfare and oth-
er labour activation measures in Western Europe [Lind and Hornemann Méoller
1999], there has not yet been much discussion about the flexibility of the labour
force in the Czech Republic.

The government’s opinion has only recently changed. The Ministry of Labour
and Social Affairs estimates that approximately 140 000 people prefer welfare status
over employment activity. The Labour Minister has declared a readiness to take any
measure aimed at ensuring benefits are better targeted and abuses minimised.
A good example of this is the recent restrictions on sickness benefits, which has led
to their significant reduction. Other restrictions are in the pipeline.

But the current situation is rather one of ambivalence. On the one hand, the
rules for receiving unemployment benefits are strict. Any person who refuses to
take a suitable job or undergo a medical examination, or who refuses to cooperate
with the labour office (attending regular consultations or complying with the con-
ditions of the Individual Action Plan) must be de-registered. On the other hand, the
enforcement of rules is weak and informal avenues are frequently employed. There
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Table 8. Factors of poverty risk by various measurements
(standardised regression coefficients)

Persons living in .. Education

poor households ﬁuar?gx Number Nufmbfr of the Labour  Pension SO(;?.ZE R
according to of children _ ° lun g household income  benefits lf't
measurement earners employe head enefits

EU -0.13 0.09 0.21 ~0.04 -0.21 -0.20 -0.07 0.14
Living minimum  -0.05 0.15 0.24 -0.02 -0.17 -0.12 -0.05 0.11
SPL reduced* -0.26 -0.02 0.09 -0.07 -0.12 -0.25 -0.11 0.11
Feel poor -0.07 -0.02 0.13 -0.09 -0.14 -0.08 0.08 0.09
People around

are better-off -0.05 0.00 0.01 -0.05 -0.05 -0.00 0.03 0.02

Note: Regression results are only preliminary as all explanatory variables were included as
ordinal variables.

All coefficients are significant at the 0.000 level except those in italics.

* The SPL poverty was reduced by a calculation of only 40 percent of the amount required
as the minimum income.

Source: Social Situation of Households 2001, persons and households files merged.

are various practices in use that make it possible to receive benefits and work in-
formally at the same time.”

The system needs to be restructured. The Conception of Public Finance Reform
(June 2003) requires benefits to be better targeted. It proposes withdrawing the so-
cial allowance and has re-set the housing allowance. It criticises the fact that under
the new administrative arrangements poverty relief benefits are paid by local au-
thorities, which take no interest in efficiency measures. They receive relevant funds
from the state, but otherwise have no capacity to consider individual cases, as the
current Act on Material Need prescribes. Systemic and organisational changes re-
garding the division of tasks between the state and the localities are thus necessary.

The main task, however, is to alleviate poverty by means of redistribution
(transfer income) to a lesser extent, and instead to do more to prevent it by means
employment (earned income). In other words, keep redistribution to tackle the ‘old’
poverty (derived from the life cycle) and do the maximum to reduce the ‘new’ pover-
ty (induced by the labour market). Analysis should respond to such questions as
what the relative impact of various factors on poverty is and how employment and
earned income affect vulnerability. A specific issue is the trapping effect that the ac-
tual benefits/wages replacement rate has on people’s behaviour.

7 Moreover, it has received new legal encouragement - e.g. the new Act on Employment (in ef-
fect since October 2004) introduces the possibility of engaging in paid activity while receiv-
ing unemployment benefits (up to half the minimum wage). Therefore, benefit recipients can
easily combine an official part-time job with unofficial work paid in cash, with no chance of
any checks.
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Table 9. Poverty risk among non-pensioner households by the number of active earners,
children and unemployed persons (percentages)

Persons living in Number of active earners
poor households None One Two or more
according to : Two or more : Two or more
measurement No or one child children No or one child children
NoUN UN NoUN UN NoUN UN NoUN UN
EU 46.6 55 142 9.5 30.8 0.9 5.6 25 0.0
Living minimum 33.2 1.9 7.7 7.0 26.7 0.5 3.0 1.2 0.0
SPL reduced* 36.4 43 6.0 4.4 20.0 0.3 0.7 0.6 0.0
Feel poor 52.4 123 36.8 15.3 29.5 8.9 19.1 9.1 8.7

People around are
better-off 13.8 7.9 16.4 10.5 8.6 5.9 49 6.7 4.3

UN=unemployed persons.
Note: Only households with no pensioner are included.
Source: Social Situation of Households 2001, persons and households file merged.

In Table 8, individual measurements of poverty are regressed to various char-
acteristics of households and/or adult persons. The explanatory power of household
characteristics is evidently quite weak; altogether they explain only about 10 percent
of the variance, with the exception of EU poverty (14 percent variance explained).
The age of the head of the household and the size of the locality were excluded from
the final analysis as having only negligible relevance. The strongest predictors are
the numbers of unemployed, active earners, and dependent children.

A more specific look into the exposure of households of non-pensioners to
poverty, based on those three main factors, is provided in Table 9. Here we find
three interesting results:

* unemployment is the dominant factor behind poverty in its manifold profiles,
even if family income is above the living minimum and the family burden is low;

* unemployment together with the burden of a family (two or more children)
makes people poor according to all measurements;

» feeling poor produces the greatest differences with regard to other poverty mea-
surements in almost all categories of households.

Another set of results stems from the inspection of income sources through a
simple division between labour income and transfer income among non-pensioner
households, as indicated in Table 10:

* while monetary measurements identify households where labour and transfer in-
come are more or less equal, the subjectively poor are much more often people
who live primarily off of work;

* the poor according to monetary measurements receive one-fifth of the labour in-
come of the non-poor and between 2 and 2.5 times more transfer income;
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Table 10. Income sources among non-pensioner, at-risk of poverty households and their
distance from the non-poor (percentages)

Persons living in poor Composition of household income  Income of the poor in % of non-poor
households according to Labour Social Total Labour Social Total
measurement income benefits income benefits

EU 57.8 40.4 100.0 222 229.9 34.8
Living minimum 52.0 45.7 100.0 19.6 246.4 34.1
SPL reduced* 47.3 49.7 100.0 14.8 219.2 28.3
Feel poor 79.7 17.8 100.0 59.1 2119 67.7
People around are better-off ~ 86.4 10.6 100.0 79.4 133.6 82.9

Note: Only households with no pensioner are included.
Source: Social Situation of Households 2001, persons and households files merged.

Table 11. Income per equivalent unit and poverty risk by legal and EU poverty line

(percentages)
Number Income gap” Legal poverty percentage EU poverty percentage
f child First  Second First ~ Second First ~ Second
of chidren UN 5% 5% UN g sy UN e ey
No 32.0 20.4 15.4 10.1 0.0 1.2 25.0 6.4 1.8
One 43.8 30.3 26.8 23:7 5.3 4.3 38.8 16.0 11.1
Two 46.8 32.5 29.3 294 3.8 7.3 45.5 5:2 7.3
Three 54.8 37.7 32.5 323 14.4 0.0 51.7 19.0 0.0
Total 39.5 25.9 20.8 18.9 2.6 3.0 34.4 8.9 4.9

Note: Only adult persons employees or the unemployed are included. The equivalent unit is
computed as in EU poverty: the first adult is calculated as 1.0, each additional adult as 0.5,
and each child up to 13 as 0.3.

UN = unemployed persons
First 5% = employees with earnings in the 1st vintile of the distribution of earnings.
Second 5% = employees with earnings in the 2nd vintile of the distribution of earnings.

* The overall average (persons in the labour force) of the income per equivalent unit minus
the corresponding income in the category.

Source: Microcensus 2002, persons and households files merged.

* the total income of the poor by monetary measurements is only one-third of the
income of non-poor households; however, it is much higher in the case of sub-
jective measurements.

Microcensus 2002 provides another look at the vulnerability of low-wage cate-
gories in comparison with the unemployed. Unlike the Social Situation of Households
survey, where only data on household income are available, Microcensus provides
detailed information also about personal income. Thus we can define individuals ac-
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Table 12. Distribution of poverty risk among the unemployed, low-wage earners,
and other employed persons (percentages)

Number Legal poverty percentage EU poverty percentage

£ child First Second All First Second All
ot chridren UN 5% 5% other Total UN 5% 5% other Total

No 20.0 0.0 11 14 225 25.2 2.7 0.8 25 31.2
One 27.9 1.9 1.5 42 35.5 23.3 2.9 2.0 4.8 33.0
Two 249 1.2 22 3.1 31.4 19.6 0.8 11 5.9 27.5
Three 7.1 1.0 0.0 25 10.5 5.9 0.7 0.0 1.8 8.3
Total 799 42 4.7 11.2 100.0 74.0 7.1 39 15.0  100.0

See the notes below Table 11.
Source: Microcensus 2002, persons and hotseholds file merged.

cording their personal earnings and ascribe to them household characteristics such
as equivalent income or poverty exposure. In Table 11, the unemployed with em-
ployees are compared with a wage within the first or second vintile (each 5 percent
of income receivers) of the distribution of earnings. In sum, this is the bottom decile
of active earners that could be most exposed to poverty.? The results indicate the fol-
lowing:
* income gaps between the unemployed and the first two vintiles of the employed
are considerable - 15 and 20 percent on average; the gaps increase with the num-
ber of children;

* near one-fifth (in the case of legal poverty) and more than one-third (in the case
of EU poverty) of the unemployed are poor in comparison with the much lower
figures among the low-wage employed - their poverty rates do not fall away from
the national averages;

* while poverty rises considerably and monotonously by the number of children in
the case of the unemployed, this is not necessarily the case for low-wage em-
ployees.

Finally, we can observe the degree of dispersion of legal poverty and the risk
of poverty among the most vulnerable groups, i.e. the unemployed and the lowest
two vintiles of employees. In Table 12, the percentages of the total of those in the
labour force (i.e. not including the self-employed or non-active persons) are dis-
played and show the following:

* 85-90 percent of poor employees or the unemployed are concentrated in the
three categories and 75-80 percent in the sole category of the unemployed;

¥ This definition of low-paid workers is stricter than the usual definition used by the OECD,
which sets the threshold at two-thirds of the earnings median. Instead of 10 percent as in our
calculation, low-paid workers would make up 15 percent in the Czech Republic, a figure thus
located in the middle of the developed OECD countries (OECD 2001).
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* regarding the number of children, families with three or more children represent
only a very small portion of the poverty stock due to their minor occurrence
among the population; in contrast, the unemployed living in childless households
make up 20-25 percent;

* when the two criteria are combined, the change to the poverty stock differs only
slightly in relation to poverty measurement: according to the legal poverty line,
mostly one and two-child families are included here; according to the EU pover-
ty line, childless households are also important.

In this analysis, we left out self-employed persons. The reason is that we be-
lieve they tend to underestimate their actual income even more than employees do,
which makes the results less reliable and not comparable. In fact, more of the self-
employed than employees fall below the poverty lines, whether the legal or EU mea-
surement. This otherwise corresponds to EU statistics, where a risk of poverty is re-
ported by 6 percent of employees, 14 percent of the self-employed, and 39 percent
of unemployed persons, as the EU average (without Greece). In Portugal and Spain,
but also Austria and Sweden, the gap is even greater [Working Poor 2004]. Compar-
ative data for the Czech Republic return 2 percent for employees, 6 percent for the
self-employed and 34 percent for the unemployed.’

There are, then, not many working poor in the country and the risk of pover-
ty is much higher among unemployed persons than among low-wage recipients. The
gap between percentages of non-working and working poor is also much larger in
comparison with EU countries. There are at least two reasons for this: wage dispar-
ities increased considerably after 1989, but the relative position of lowest categories
was maintained [Vecernik 2001]; and unemployment benefits are quite low, even in
comparison with low wages and also with the social benefits from state social sup-
port. However, one must profess some doubts about the data, given the fact that
thus far supplementary earnings to unemployment benefits have been forbidden.
Whether or not they actually exist, they have certainly never been declared.

5. Conclusion

Poverty is a multi-faceted and multi-dimensional phenomenon, which cannot be de-
scribed with one indicator but only through a bundle of them. Here, I have surveyed
poverty in the Czech Republic through four alternative indications. While legal
poverty and the standard EU indicators report poverty at about 3-7 percent of
households, the declaration of perceived poverty is established at 16 percent of
households, while the Subjective Poverty Line (SPL) returns an immense poverty
rate that is close to 60 percent.

In monetary poverty (i.e. the legal and the EU measurement), the Czech Re-
public is at one-half of the EU-15 average and close to the EU countries with the

® Using the official poverty line, the figures are halved in each case.
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most generous social systems, such as Belgium, the Netherlands, or the Scandina-
vian countries. In comparison with the other new EU member countries the advan-
tage is even greater: the figure for Hungary is 10 percent, for Poland 15 percent, for
the Baltic countries between 15 and 20 percent, and for Slovakia even slightly above
20 percent [Guio 2004].

While so many countries saw a rapid increase in poverty during the transition,
monetary poverty has changed its face rather than its rate in the Czech Republic.
Although before 1990 poverty affected mostly the elderly (single-pensioner house-
holds), their share in the figure has sunk close to zero according to the legal mea-
surement or to one-quarter of the original figure in the EU scale. Instead, the per-
centage of poor families has quadrupled and the percentage of single-parent fami-
lies has also increased significantly. Simply put, the social security system protects
better and more reliably against poverty than the labour market.

In subjective terms the situation is different. There are people of active age,
even working, who feel poor, despite their decent income. The reason for this could
be either the extraordinary expenditures of the family budget - connected with new
housing or equipment, adolescent children’s studies, etc. — or, at the opposite end,
a sudden fall in income not below the poverty line but below the level adequate to
meet set requirements. In contrast, one-half of people considered poor according to
the legal or EU measurement do not feel subjectively poor, which means that in-
come insufficiency is not necessarily perceived in terms of poverty.

Evidently the main source of poverty in the Czech Republic - as elsewhere in
advanced countries - is unemployment. The labour market is thus the main battle-
field in this area. It clearly means that all possible strategies of activation and mak-
ing work pay should be put forward, while simultaneously tightening the channels
to social benefits and conditioning corresponding entitlements. This is the master
plan recommended by the EU, the OECD, and other organisations, and applied in
the most advanced Western countries in various ways. The recent plans of the
Czech government indicate that future efforts are moving in this direction.

Despite satisfactory figures on poverty, we should bear in mind that the tran-
sition itself exposed people to the threat of poverty. Although poverty in the narrow
sense remains limited, vulnerability to poverty is still high, and people are some-
times forced to mobilise various measures in order to avoid serious financial prob-
lems, some of which are on the brink of ‘acceptable behaviour’. Some households
do not pay rent, many families do not modernise their apartments, most of them se-
verely economise even on basic consumption. The practices of informal and self-
help activities developed during the communist period also surfaced during the
transition.

A massive surge in social exclusion is not likely. Poverty remains mostly an
economic characteristic rather than a social stratification category. Little social ex-
clusion has been encountered in the Czech Republic so far, unlike ethnic and life-
style-related exclusion, which affect the Roma population and especially Roma new-
comers from Slovakia. Their non-adherence to common work habits and their spe-
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cific way of life precludes acceptance by the majority population. At the same time,
the problem of ‘imported exclusion” has also emerged, specifically with regard to
immigrants from the former USSR and the Balkan countries.

In any case, what is positive is that poverty has become a public problem. The
social inclusion process, developed by the EU, is a big challenge for tackling and
monitoring poverty. In view of this, Czech poverty research still suffers from sever-
al problems:

First, it is not easy to provide current representative data on poverty owing to
rapid changes in income composition and distribution. Earnings, household in-
comes, consumption, and employment status of individual family members are
monitored simultaneously only in the Family Expenditures Surveys, which are not
however representative. The Microcensus surveys, which provide the most complex
source of information, have become only occasional - while the usual time interval
between individual surveys was four years, it recently changed to six years.

Second, poverty is a minority problem after all, and it moreover comprises
various specific types. There are various reasons why large-scale surveys cannot
portray the nuances of poverty: the sample size, the coverage of lowest-status and
minority groups and of the population living in institutions.” Qualitative sociologi-
cal and anthropological methods, focusing on research and participatory observa-
tion concerning marginalised or vulnerable groups, are needed here.

Third, poverty is always relative and subjective in the end. Not only poverty it-
self, but also the context is thus important. Not only the objective circumstances but
also the ‘soft” public climate matter in its perception and for the endorsement of
policies for its alleviation. This is related to such terms as ‘social justice’, ‘social
equality’ and ‘equal chances’, and newly also ‘social cohesion” and ‘social inclu-
sion’. The internal consistency and the external legitimacy of these terms might sig-
nificantly ease the inclusion process.

Although every step beyond elementary statistics produces immense prob-
lems of data availability and cross-national comparability, bringing more sociology
into poverty research makes the picture more realistic. This also involves getting
more information ‘from below” about the real functioning of institutions in the eco-
nomic behaviour of people - such as the minimum wage, state social support, and
social assistance benefits. Participatory observation is the main tool for distin-
guishing between the poor who are really in need and those who are not, and for re-
vealing the real coping strategies of people.

With regard to indicators, we should also think about indicators other than
‘performance’ or ‘output’. For policies, the relationship between ‘input’ and ‘output’

0 Let us note the fact that statistical income surveys are collected using even smaller sam-
ples, decreased from 2 percent to 0.25 of the targeted (but not reached) households. Although
results are adjusted with various procedures, the basic bias — the missing extremes of income
distribution - can hardly be rectified. Regarding coverage, the Roma population - and its low-
est strata in particular - is probably heavily underestimated in statistical surveys.
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indicators is crucial, i.e. relationship between costs and results, as it measures the
efficiency of the process. Such a comparison can provide different results depend-
ing on the temporal perspective: short-term success in alleviating poverty by trans-
fers can turn into failure in the long run, if welfare dependency is produced by the
original policy. What matters in the end is real empowerment through skills and
self-reliance - values that are not easy to catch and measure.

JIRT VECERNIK focuses mainly on the labour market, social policy, and economic inequality
under transition, and recently also on the institutional and value background of the post-
communist transformation. He collaborates with the ILO, OECD and the European Com-
mission. His most recent publications are ‘Social Policies and Structures under Transi-
tion: Social Cohesion and Latent Conflicts’ (Prague Economic Papers, forthcoming) and
‘Skating on Thin Ice: A Comparison of Work Values and Job Satisfaction in CEE and
EU Countries’ (International Journal for Comparative Sociology, forthcoming).
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Data sources

Microcensus surveys

This article draw on: the 1989 Microcensus conducted by the Czech Statistical Of-
fice (CSO) on a 2 percent random sample (N=69,912) in March 1989, which includes
annual income for 1988; the 1992 Microcensus, conducted by the CSO on a 0.5 per-
cent random sample (N=16,234) in March 1993, which includes annual income for
1992; the 1996 Microcensus conducted by the CSO on a 1 percent random sample
(N=28,148) in March 1997, which includes annual income for 1996; and the 2002 Mi-
crocensus conducted on 0.25 percent random sample (N=7,678) in March 2003 and
including annual income for 2002.

Social Situation of Households

A survey conducted by the CSO in May-June 2001 on a sample of 10 870 households
(re-weighted for the entire population). In each household, each adult person was
investigated. Besides household characteristics and income, people were also asked
about various opinions on employment and family well-being.

Economic Expectations and Attitudes (EEA)

These surveys of the Czechoslovak and later only the Czech population started in
May 1990 and were conducted biannually in 1990-1992 and annually in the follow-
ing years (1993-1998). The samples include adults selected by a two-step quota sam-
pling procedure, whereby the region and size of the locality were defined in the first
step, and gender, age and education in the second. The data was ccllected by the
Centre for Empirical Research STEM.
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This study is based on the first stage of research on political change in metropoli-
tan areas in the Czech Republic, conducted within the framework of the Interna-
tional Metropolitan Observatory Project (IMO). In the first part of the study, the
authors examine how metropolitan areas are defined. Given that there is currently
no official definition of metropolitan areas in the Czech Republic, criteria for their
delineation were developed on the basis of existing definitions of metropolitan ar-
eas in other countries participating in the IMO project and with the use of available
data. The application of these criteria to the Czech Republic produced a provision-
al delineation of four metropolitan areas within the country, centred on the cities of
Prague, Brno, Pilsen, and Ostrava. The basic characteristics of these four metro-
politan areas are outlined in the second part of the study, including data on popu-
lations and population density, migration patterns, housing development, and basic
data on spatial differences in social structures. Special attention is devoted to the
process of suburbanisation as it evolved in the post-communist period, and patterns
of the process are compared with the ‘typical’ North American model. The authors
conclude the paper with a study of selected aspects of political behaviour in relation
to socio-spatial changes in the metropolitan areas.
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