~ A Service of
’. b Leibniz-Informationszentrum

.j B I l I Wirtschaft
) o o o Leibniz Information Centre
Make YOUT PUbllCCltlonS VZSlble. h for Economics ' '

Vecernik, Jiri

Working Paper
Distribution of Household Income in the Czech
Republic in 1988-1996: Readjustment to the Market

LIS Working Paper Series, No. 198

Provided in Cooperation with:
Luxembourg Income Study (LIS)

Suggested Citation: Vecernik, Jiri (1999) : Distribution of Household Income in the Czech Republicin
1988-1996: Readjustment to the Market, LIS Working Paper Series, No. 198, Luxembourg Income
Study (LIS), Luxembourg

This Version is available at:
https://hdl.handle.net/10419/160870

Standard-Nutzungsbedingungen: Terms of use:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen Documents in EconStor may be saved and copied for your personal
Zwecken und zum Privatgebrauch gespeichert und kopiert werden. and scholarly purposes.

Sie durfen die Dokumente nicht fiir 6ffentliche oder kommerzielle You are not to copy documents for public or commercial purposes, to
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich exhibit the documents publicly, to make them publicly available on the
machen, vertreiben oder anderweitig nutzen. internet, or to distribute or otherwise use the documents in public.
Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen If the documents have been made available under an Open Content
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten, Licence (especially Creative Commons Licences), you may exercise
gelten abweichend von diesen Nutzungsbedingungen die in der dort further usage rights as specified in the indicated licence.

genannten Lizenz gewahrten Nutzungsrechte.

Mitglied der

WWW.ECONSTOR.EU é@“}


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://hdl.handle.net/10419/160870
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

Luxembourg Income Study
Working Paper No. 198

Distribution of Household Income in the Czech
Republic in 1988-1996: Readjustment to the Market

Jiri Vecernik

March 1999



DISTRIBUTION OF HOUSEHOLD INCOME
INTHE CZECH REPUBLIC
IN 1988-1996:
READJUSTMENT TO THE MARKET!

By
Jiri Vecernik
Institute of Sociology, Academy of Sciences
Jilska 1

110 00 Praha 1
Czech Republic

! This research was supported by Phare ACE Grant No. P96-6671. | am grateful to John Micklewright (UNICEF,
Florence) for important comments and suggestions. My thanks are due also to Pavla Burdova for helping me with
computation on the LIS database.



TABLE OF CONTENTS

1. GROWING UNEASINESS TO UNCOVER INCOME.......cccii ittt 4
2. INCOME INDICATORS AS SOCIAL CONSTRUCTIONS.......cccoiiiiiiiii s 6
3. MARKET ADJUSTMENT IN RANGE AND STRUCTURE.........ccociiiiiiiineie e 10
4. LESS REDISTRIBUTION BEHIND THE SCENE..........ciiiiiiiiieiie et 12
5. MOVING CLOSER TO THE WEST ...ttt e s snee s e e 15
6. CONGCLUSION ...ttt ettt h e sh e e sa e e s b e e e b et e e Re e e sh et e sa b e e st e e s abe e e enn e e seneesareesaneeans 18
T.REFERENGCES....... oottt e et et s b et sae e e sa b e e s et e ne e e sne e e seneesareenneeeas 19
B T A BLES .. e e e e e et e s e e re e 21



In the second half of the twentieth century, the country located in the troubled heart of Europe
experienced two radical conversions of regimes. In 1948 peaked the communist revolution which
continued in its most repressive form until the mid-1950s. In 1990, economic reform involving
large privatization and liberalization opened the road "back to capitalism”. The first regime change
- the communist "revolution” - externally manifested ideology of equality but internaly followed
the Soviet model of how to feed more workers from a smaller bread. Therefore, wages were
equalized and need was asserted as the main criterion of reward. The second regime change - the
capitalist "counter-revolution” - aimed to de-equalize earnings, re-introduce market competition

and re-create new sources of income, especialy from business.

The empirical apprehension of the two political ruptures in income distribution was hardly
similar. There are no reliable income surveys from the period before 1948. Thus we can compose
the picture only from the mosaic of various data like wages insured in pension funds, branch
statistics of wages or non-representative Family Expenditures data. When the first solid wage and
household income surveys were launched in late 1950s, the new system of distribution was
already in place. In contrast to those from the first regime change, those from the second one are
quite sufficient. Three household surveys conducted by the Czech Statistical Office (CSO
hereafter) are already available which cover the period 1988-1996.

During this period, the Czech Republic has changed from the most hard line communist
country into a very liberal country, with a largely privatized economy. Its GDP in constant price
remained the same while the average wage increased quite considerably, concretely speaking from
6719 USD in 1990 to 8761 USD in 1996 annually, adjusted to Purchasing Power Parity,
according to Vienna Institute for Comparative Economic Sudies. Until 1996, the Czech Republic
remained at the forefront of transitory countries, regarding basic macroeconomic indicators and

the speed of privatization.”

In this paper, we concentrate only on the second political change. Available data give us a
unigque opportunity to investigate changes introduced by political democracy and a market system.
In the first part, the growing difficulties of income surveys are reflected upon. In the second part,

we ask whether income indicators do not partly reflect political regime and economic situation. In

2 In the meantime, the Czech Republic has separated as an independent state after the split of former
Czechodlovakia in 1993. However, al statistics was since 1918 separated for the Czech lands and Slovakia and
since 1968, the Czech and Slovak Republics formally represented two composite parts of the Czechoslovak
Socialist Republic (renamed Czechod ovak Federal Republic in 1990).



the third part, change in income distributions and factors is analyzed. In the fourth part, we
concentrate on the redistribution of income through taxes and social benefits. And in the fifth part,
we try to resume adjustment to the market by using comparative data from Western countries,
using mostly the LIS database.

1. Growing uneasiness to uncover income

After four decades of forced uniformity of income sources, "capitalist” profits and yields were
once more accepted, alongside the "working class' wages and socia benefits. Since 1990, the
share of earnings from dependent activities has decreased while the share of income from self-
employment and entrepreneurship is slowly rising (Figure 1).2 Instead of basically one income
(provided by the state) and one (wage) tax, we face a broader variety of income sources in which
we cannot sometimes clearly distinguish the household (private consumption) part from the
business one. A typical transitory combination of dependent full-time employment with

independent part-time employment obscures the picture even more.”

It is quite obvious that in a free society, the inspection of income is more difficult. Let's
remember the advantages of income surveys under the totalitarian regime: 1. the refusal rate was
low because even if a survey was not expressly ordered by a decree, people were fearful to
decline any official document; 2. the most important sources of income were directly transferred
by state administration - wages of individual workers were passed on by their employers and
pension benefits were reported by the post offices which distributed them; 3. The communist
government was quite generous to pay large surveys which were presented as a form of

celebrating the regime’'s achievements in "increasing the standard of living of the working people".

Consequently, income surveys were highly reliable - at least with regard to officially distributed
money.” Understandably, incomes in kind and from secondary sources were represented to a far
lesser degree, if at all. However after 1989, the method of direct transfer of income information

from state organizations had to be abolished and, therefore, to the old deficiencies, new ones were

® Data used in the Figure 1 display - among other - change in the method of summarizing income of the
population. The aggregate estimate in "communist’ statistics was gathered in so-called Balance of Incomes and
Expenditures of the Population, which was replaced by standard National Accountsin 1993.

* According to the Ministry of Industry and Commerce, 2057 thousand business licenses for physical persons were
issued by the end of 1997. But only 578 thousand entrepreneurs and self-employed were declared at the same time
by the Labor Force Survey.



added, including the underestimation of earnings from dependent employment (even if declared in
taxes) and an even greater underestimation of income from independent activities (often not
declared in taxes). Many entrepreneurs report to interviewers the same or even more gloomy

stories as they do to the revenue office.

We document the growing obstacles of income inspection on the three Microcensuses we
analyze. Although all surveys are nominally the same, their methods and scope differ somewhat.
They occurred in March 1989, 1993 and 1997 respectively, each of them reviewing the incomes
of the whole previous year.® As official names are not consistent, we call them here following the
observation years as of 1988, 1992 and 1996. The main characteristics of all three surveys are
presented in Table 1. Regarding the size of the sample, the original two percent size was reduced
to amere half percent in 1992 but - after a bad experience with too many empty cells - increased
again to one percent in 1996. As we can see, the origina very low non-response rate in 1988
increased really considerably: 3.7 timesin 1992 and 5.7 times in 1996.”

The coverage of surveyed income (after correction) measured as a percentage of income
calculated by the National Accounts has decreased substantially, this despite corrections made by
statisticians after collection of data. In 1992, correction was derived from the 1976 Microcensus,
in which both official and self-reported income was available and from which the underestimation
of income in persona declaration was derived. By the regression formula based on this
calculation, reported income in 1992 was increased by about 10 percent. Various interventions
were imputed by statisticians into the data file of the 1996 survey. Corrections have used branch
statistics of wages, panel survey of firms and National Accounts. The percent how much it

allowed to increase household income is not officially available.

The result in terms of coverage is far from satisfactory.® We must admit, however, that those

problems are hardly able to be resolved. One of the attributes of the Czech transformation was a

® This fact was also acknowledged by Atkinson and Micklewright (1992:40ff) who disagree with common opinions
at the time that income information is not available and/or of poor quality. If it was valid about USSR, the situation
in Central European countries - Czechod ovakia, Hungary Poland was quite different.

® The 1988 Microcensus was still made by the Federal Statistical Office in the whole former Czechoslovakia and
we use here only its Czech part. The other two surveys occurred after the split of Czechoslovakia but were
conducted by the Czech Statistical Office in the Czech Republic and Slovakia simultaneoudly.

" The reasons for non-response in 1992 were a "negative attitude towards the survey" (8.8 percent), "family
reasons’ (5.7 percent) and "repeated failure to reach family members' (1.2 percent). In 1996, those reasons were
16.2, 2.3 and 5.3 percent respectively.

® The figures on coverage released by the CSO differ from our calculation and relate 87, 86 and 93 percent in
consecutive years. The CSO reports to deduct some items not included in income surveys (eg. interests) and argues



very liberal approach to payments (no limits for cash), tax declarations (a large liberty of
deductions) and rewarding (officially paid minimum wage is often complemented by a bonus paid
outside formal accounting). The same is vaid for the "lights off" over the financial market and a
general unwillingness of the founding fathers of the economic reform to make money and
property flows more transparent. The entire climate of non-transparency necessarily reflects itself
in the reluctance of people to declare their income properly. We have aso bear in mind that all

countries have greater or lesser difficulties with unreported incomes.”

Despite all of these insufficiencies, income surveys made by the CSO represent the best, if not
the only representative source of information about household income in the country.® One can
only speculate that the amount of unreported income probably increased during transition as a
result of the large scale of informal activities and newly emerged sources of income. On the
macro-level, the amount of shadow-economy activities is currently estimated to contribute about
10-15 percent to the total GNP. Unlike the macro-level, where some estimations of income from
the informal economy are possible, this difficulty can never be adequately surmounted on the

micro-level of individual households or social categories.

2. Incomeindicators as social constructions

If we consider the matter reflectively, income distribution appears not as a given fact but rather as
a social construction, similarly to poverty (Rainwater, 1990). The results of surveys and analyses
depends largely on the income concept we choose, the selection of which is not completely free of
political consideration. Basically, we can take as an indicator income per household, per capita, or
something "in between" what means household income calculated per equivalent unit-adult. How
much this "in between" depends on voluntary approach was carefully exhibited in the LIS
comparative analysis (Buhman et al., 1988; Atkinson, Rainwater and Smeeding, 1995). According
to this analysis, the continuum of possibilities is expressed by the elasticity coefficient in the

formula:

that a better result in 1996 is explained by the fact that more items were excluded than in 1992. Unfortunately, no
public calculation is available.

® According to the LIS study (Atkinson, Rainwater and Smeeding, 1995:34), ratio of survey estimates to National
Account estimates ranged between 77 percent (Germany 1981) and 92 percent (Canada 1981) regarding surveys
included in the LIS database.

10 The other available survey - Family Expenditures Survey - is not based on a random but quota sample in the
Czech Republic. As one of criteria of sdlection of households is income category and, therefore, its use for
exhibition of changein income inequality is not appropriate.



W=D/S*

where W = economic well-being, D = disposable income, S= size of household and exponent e
= elagticity coefficient. The elasticity coefficient varies between O (full economies of scale) and 1
(no economies of scale). In communist statistics, no economies of scale were habitually assumed
and each person had than the same weight, without regard to life cycle and household context. In
contrast to this, in "Western" statistics total disposable household income served as an indicator
of the first resort. Figuratively speaking, while Western societies were treated in income statistics

as communities of families, Eastern societies were considered as aggregates of individuals.

Before we will hypothesize about reasons of such opposite methods, we will mention briefly
the difference among available statistics. In the past, it was quite common to begin any East-West
comparative analyses of incomes with the statement that communist societies displayed an
extreme equalization of income (e.g. Wiles, 1974; Atkinson and Micklewright, 1992). Such an
opinion is certainly well founded if we use the only available indicator in officialy published
documents which is income per capita. Once we would assess the indicator of income per
household (or any equivalent unit acknowledging larger economies of scae), the range of

inequality would appear much higher.

Concretely speaking, while the Czech pre-1989 figures regarding income per capita belong
among the lowest in the world, figures regarding income per household are close to, if not higher
than those in Western countries. We found this for the first time in 1967, when the CSO
calculated the distribution of total household income on our request. Such an exercise was not
repeated any more in the official statistics but we used this indicator in our own analyses based on
income microdata (Vecernik, 1976). There were aso other analyses documenting the difference
between per household and per capita income between Western and Eastern countries (see
Bruinooge et a. 1990 quoted in Atkinson and Micklewright, 1992:70). We bring evidence of this
in the comparative section (see Table 8).

Why has distribution in the former Czechosovakia differed so much from Western countries in
income per capita and so little in income per household?™ In Western countries, the main source

of inequality of household incomes is market income, which is rather unequal. In Eastern

! Here, we have to avoid generalization. Our and other analyses assert the specific position of the former
Czechodlovakia, in comparison especially with Hungary and Poland where the income structure and determination
was closer to the West even before 1989 (Vecernik, 1986, Kordos, 1972; Eltoto, 1997).



European countries, especially in the former Czechodovakia (where earnings and social benefits
were extremely equalized), inequality in household income was given by the numbers of active
persons and pensioners. Concretely speaking, one-pensioner households occupied the bottom of
the income distribution, while peasant families with severa active earners amost monopolized the
top. Instead of market criteria, variability in composition of households produced about the same

results in income inequality (see Table 5).

Once we remove the differences in the number of economicaly active members by adjusting
income to the size of the household (i.e.,, computing per capita income), those disparities
disappear and another factor of income inequality appears instead: the number of dependent
children. Asthe variahility in the number of children is far larger than the variability in the number
of adult members, the resulting distribution of income per capita corresponds to the number of
children. All this fits in the communist arrangement of the household economy, the first task of
which is to provide enough laborers for the national economy and the second task is to provide

for their reproduction.

We can only speculate whether there was any explicit reason to hide actual income disparities
by presenting income statistics only on the per capita base. If it was redly the case, it was
certainly not originally Czech but transferred from Soviet statistics within an all-encompassing
stalinization of our society (when even camels were fervently put in forms of agricultura statistics
of this middle-european country). However, we can be ailmost sure about the broader ideological
framework, in which this selection of income indicators fits very well. It is what we call the "need
principle,” according to which economic life is intended to be organized under communism,
against the "market principle,” implicitly or explicitly prevailing in capitalist regimes (Vecernik,
1996).

By the "need principle,” we mean the primary focus on the basic needs of reproduction of
people who are largely understood as individuals - "soldiers of labor". This principle was explicitly
formulated by Marx (1965) and was presented as a prominent mechanism for the reward (and
exploitation) of hired labor by capitalists. The owners of the means of production do not pay for
the labor itself but for the reproduction of the labor force. As capitalism refused to follow this

principle, thus going against Marx’s prophecies, communist regimes accomplished it tacitly but

12 In the pre-war presentation of Family Expenditures data (which was the only income survey about households),
indicators of income per household, per capita and per equivalent unit were used.



vehemently. Not households but individuals were on the agenda (following the original attempt to
remove the family as an institution) and aso entire ideas important to health and socia protection

were derived from their position as workers.

Conversely, we understand the "market principle” as an assertion of links between the work
accomplishment of a person and its incomes. Disparities in earned incomes use to be wide enough
to prevail over afamily’s participation in the labor market. During the transition, income hierarchy
was reorganized following rising disparities, because also households with one active earner have
chance to prosper. The "disengagement” of family income from household composition and its
closer association to a person’s earnings certainly supports a modern socia stratification order
which is not based on life-cycle and demographic variables (indicating the needs of households)
but on socio-economic status and corresponding variables (indicating a household’s economic

achievement).

The use of income per capita was aso endorsed by a specific structure of consumption under
the communist regime. This was dominated by the "need principle” in the sense that the share of
individually "divisible items" like food and clothing was higher and the share of common costs of
households like housing and furnishings was lower than in Western societies. Moreover, the
family budget was petrified given state manipulation with consumer prices (through turn-over tax)
and the extremely low and frozen rents in state apartments - housing was cheap (and
correspondingly bad) and thus did not burden the family budget very much (about 6-7 percent of
net expenditures). Regarding durable goods, their purchase was mostly limited to the first phase
of family life and largely supported by the parents of a young couple.

In our understanding, the indicative capacity (or explanatory power) of income measures is not
an academic task. It depends on the way family income is collected and utilized in reality, which
differs across countries. The elasticity coefficient in Buhman's et al. formula displays a diversity of
indicators between the extremes of zero and full economies of scale (not differentiating, however,
between children, active earners and pensioners who might also be treated differently in various
regimes). Figuratively speaking, from the point of view of income packaging, Czech society is on
the road from a " per capitaincome society" to a "household income society”. This is what is to be

tested by using microdata from three Czech income surveys.



3. Market adjustment in range and structure

Leaving aside any exaggerated optimism or pessimism, the Czech Republic undertook in 1990-
1996 several important steps towards a market economy (Vecernik, 1996). In the income sphere,
economic reform allowed for the increase of the formerly frozen differences in earnings through
new private business, foreign firms and less strict (if any) wage regulation. In social security,
privileges of the ruling class were abolished and valorization rules (non-existent before) were
introduced. It also alowed for other sources like income from property and financial speculation
and led to the expansion of income from the informal economy. We should be aware of the fact

that we never manage to inspect all incomes in surveys or the full range of inequality.

On the road to a market society, inequality of household income has been rising, as Table 2
shows. Thisrise is slower in per household income and faster in per capita income. Whereas the
correlation between income per household and the number of active earners as well as between
per capita income and dependent children is weakening, the correlation between the two
indicators of income is strengthening. This indicates that disparities in market income are
becoming wide enough to preval over a family’'s participation in the labor market: even
households with a lesser number of active earners have the chance to prosper.*® The other factor
is that less women were employed in 1996 than in 1988 and, consequently, the household income

is in more families directly derived from the sole breadwinner.**

Digparity between shifts in distribution of income per household and per capita is thus
explained by the changing composition of households. While the average size of households in the
period 1988-1996 remained the same (2.66 members) and the number of dependent children
decreased dlightly (from 0.76 to 0.69), the number of economically active members decreased
considerably (from 1.48 to 1.24). Two opposite effects have contributed to this: pushing working
pensioners to leave the labor force (exerted by heavy taxing of earnings taken in parallel with
pension benefit) and pulling those women, who are supported by their better procured husbands
to stay at home and/or support them in their business. Both effects have pushed the system

toward a one-earning model in which inter-correlations of various income indicators are stronger.

13 According to the same source, coefficient Gini of wages of all economically active workers rose from 0.19 in
1988 t0 0.24 in 1996.

1% The share of households in their prime age with only one sole active earner has increased from 29.7 to 36.7
percent and the average of economically active members in those households has decreased from 1.86 to 1.82
between 1988 and 1996.
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Table 3 shows income distribution by decile shares. According to income per household, the
bottom share increased dlightly and the top share rose considerably. According to income per
capita, the top share rose as well, but the rest changed differently in the two periods. Between
1988 and 1992, the relative position of the lower half of the income distribution was largely kept
while the upper haf rather dropped. This was the pre-privatization period of the social-liberal
government which maintained universal socia benefits and kept wages under control. Between
1992 and 1996, relative stability or increase was rather registered in the upper half while the lower
half has lost. This was the privatization period of the self-declared liberal government which has
replaced universal benefits by targeted ones, removed wage regulation, frozen minimum wage and
finally allowed for afast rise of earnings not endorsed by a growth in the productivity of labor. In

both periods, the middle of the income distribution was squeezed.

In terms of the real income of income per household, while the lowest and highest income
categories have increased their standards, middle incomes lost 10-20 percent of their purchasing
power. However, the rea rise at the bottom decile share is rather spurious because there was
considerable demographic mobility within it, as we show below. In terms of income per capita,
only the top decile share gained and the bottom decile share lost the most. Results given by the
two income indicators are disproportionate, which informs us about uneven change in various
categories of the population and the reconstruction of income hierarchy in demographic and

sociological terms.

Table 4 shows the size of households in individual decile shares and the corresponding
distribution of pensioners and children. The most apparent change was the replacement of
pensioners by children in the lower part of the income distribution. While in 1988, the first decile
share of total disposable income was exclusively occupied by pensioners and the second decile
share by two thirds of them, until 1996 both of those decile shares were invaded in great numbers
by children. In another words, the lowest income ceased to be represented solely by transfer
income (pensioners = non-working poor = old poverty) and is newly represented by low market

income (families with children = working poor = new poverty).

Instead of the other cross-sections (by education, type of occupation and size of locality), we
use a multivariate analysis. The main purpose is to compare two sets of income predictors: 1.
demographic or life-cycle variables (age, the size and composition of households) and 2.

economic or labor market variables (education and type of occupation). The methodological

11



difficulty in displaying the shift in proportions of both sets of variables symmetrically is caused by
the fact that while the "demography” of a family is relatively easily indicated and represented in al
income surveys, specification of "labor market capacities’ is only scarcely available and not

comparable across surveys.™

In Table 5, we present the analysis of the variance of income for households in which its head
Is his prime age (25-54). The reason of sample reduction is to display relations of "demographic”
and "economic” factors in households which participate fully in the labor market. We observe a
considerable weakening of the life-cycle profile of household income in favor of its occupation
profile. According to income per household, the specific importance of the age of the household's
head is close to zero and the weight of the number of children tends to disappear, especialy
following the diminishing relation of family allowances to their earnings. According to income per
capita, the specific weight of the number of children more than halved. In other words, while in
1988 the sole number of children has explained 46 percent of the variance of income per capita in
households in their prime age, this percentage represented only 27 percent in 1996 (the decrease

was less impressive for al households which was 25 and 20 percent respectively).

From the other side, the importance of labor market characteristics of individuals (household
heads) has increased. The manual/non-manual distinction, not distinguishable in the communist
period, re-appeared in both income indicators. In the packaging of income per capita, education
has tripled in importance. All of those changes indicate that there was considerable social mobility
in income hierarchy, concretely that non-manual and educated workers went up while manual and
less skilled people went down. There were also other important changes according to branch and
sector of ownership but unfortunately available data do not alow us to make a comparison over

time.

4. Lessredistribution behind the scene

Communist society was endlessy redistributive. As almost total gross national product ran
through the state budget, all yields and losses were put into one pot and nobody ever learned how
much was taken or given to him or to anybody else and for what. Although part of the standard

1% |1n 1988, strictly broad social categories (working class, other employees and cooperative peasants) were used. In
1992, the distinction employee/self-employed was added but it still had only minor influence at the time. The 1996
survey was the first to incorporate branch of activity and occupation in a more detailed classification (two-digits
ISCO code).

12



economic vocabulary was till nominally kept, such words as price, wage, tax and insurance had
lost their basic meanings. People were not rewarded according to their work but from the
centrally planned wage bill. They paid some taxes and received severa benefits but no balance

between the two was ever considered nor calculated, except on an aggregate level.'®

After 1989, income distribution was made more transparent in several steps. The first step was
the abolition of price subsidies (provided through negative turn-over tax) in the mid-1990s. The
second step was unification of different kinds of income tax into one, paid by all self-employed
persons since 1991. However, the most important steps were effectuated by 1993 when the
(amost flat at the time) wage tax was replaced by a new universal income tax, the turn-over tax
was replaced by the value added tax, and new settings of employee and employers pension and
health contributions was introduced. The system of social benefits was redesigned and substantial
targeting was introduced by 1996. Thus, distribution of market income was visibly separated from

its redistribution through taxes, contributions and benefits.

In social transfers, minimum income and means-testing started to play a specia role. In 1991,
the official living minimum was established and its level has served since 1993 as a bench-mark for
the income testing of various social benefits within the state support scheme, especialy family
allowances. Regular valorization of the living minimum guarantees its increase in line with
inflation. The mode of its calculation is in favor of persons (amounts appointed for individual
household members) which disregards common expenditures of a household (lump-sum amounts
for families according to their size), thus still obeying the communist "needs’ principle. With the
increasing share of common costs (especialy housing) in family expenditures, small families are

increasingly disadvantaged."’

The genera level of redistribution in a country is usually displayed as the proportion of taxes
and contributions in the GDP (so-called tax quota). In Figure 2, we notice a break in the statistical
method, when the former Soviet "Balance of Incomes and Expenditures of the Population” was
replaced by the standard National Accounts by 1993. The new system started on a rather high
level of redistribution, nevertheless both tax and contribution rates have decreased slowly but
regularly since then. Currently, the Czech tax quota is localized between the liberal Anglo-saxon

16 Eg. the wage tax established by the communist regime and remaining valid until the end of 1992 also included
social security payments and the state support of families with children. It differed according to gender, age,
marital status and the number of dependent children.

13



and social Scandinavian countries, close to Germany, Austria (which redistribute somewhat less),

the Netherlands and France (which redistribute somewhat more).*

Unlike the macroeconomic calculation, we are hardly able to examine redistributional flows on
a microlevel in their entirety. This is caused by a variety of subjects (households and firms) and
channels (through incomes and consumption). Here, we limit our observation to direct taxes paid
by households (together with contributions for health and social insurance) and state benefits they
receive. Moreover, for sake of comparability over time, we have to limit the analysis only to the
non-agricultural employee population. There are two reasons for this: 1. cooperative peasants
were not taxed under the communist regime and 2. the method of surveying taxes in household of

self-employed and dependent workers differs in post-1989 income surveys.™

The calculation of taxes and benefits according to decile shares of income on the comparative
sub-sample reveal important changes over time. As Table 6 shows, while the amount of income
tax and social contributions increased, social benefits decreased in this section of the population,
in each case by about 5 percent. If we take the population as a whole, the rise in the financia
burden of households is less striking but still apparent (see Table 9). This contradicts the
assumption about the tax neutrality of the new system (Coulter et al., 1993). Diminishing "social
wage" provided in kind by state enterprises and/or trade unions (creches and maternity schools,
recreation, cantines) makes the transformation of the system even less advantageous for families

with children.

Together with the growing financial burden, both taxes and social benefits are distributed more
steeply among households, following the reform design. During the communist regime, wage tax
(whose amounts were last established in late 1950s) had completely lost its progressivness by the
time and the overwhelming majority of workers advanced to its highest level (17 percent). The
progressivness of the new system appears despite the fact that the mgority of the active
population is still hit only by the first range of the income tax (15 percent) and only very few by

7 Concretely speaking, the dasticity coefficient of the official living minimum with size of household is 0.85, in
comparison with the average dasticity 0.7 in Western countries, as reported by Buhman et al., 1988.

18 According to the OECD Revenue Statistics, the composite (taxes plus contributions) tax quota in 1996 was 40.3
in the Czech Republic, 35.9 in the United Kingdom, 38.2 in Germany, 44.1 in Austria, 43.9 in the Netherlands,
45.7 in France and 51.9 in Sweden.

19 While the tax of dependent workers is calculated by the Czech Statistical Office according to characteristics of
households (no additional deductions included), the tax of the self-employed is self-reported.
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the second (20 percent).” Regarding social benefits, their targeting was the main purpose which
framed the new system of state social support introduced by 1996.

Table 7 presents an analysis of the variance of taxes and social benefits. Whereas the
relationship to the number of children of both channels of redistribution radically weakened,
relationship to the number of active earners considerably strengthened. While the effect of
household income on the tax level was zero in 1988, it became the second single factor in 1996.
Also the changing weight of the "labor market" variables (the distinction of manual/non-manual
workers and education) documents that socio-economic stratification, previously almost

completely absent in channels of redistribution, comes slowly to the fore.

Regarding the distribution of tax, the previously strong effect of children was not replaced by
other factors and the total variance explained is lower in 1996 than in 1988. However, regarding
the distribution of social benefits and largely also the resulting effect of redistribution, the number
of active earners dominate and the variance explained by all variables in 1996 is as high as in
1988. The effect of the number of children was smply replaced by the effect of the number of
active earners to which a small effect of labor market variables was added.

The registered shift documents the change of the system. Generally speaking, Czech society
moves from redistribution based on family life-cycle to redistribution based on family labor market
participation - its extent (the number of active earners) as well as intensity (relative earnings). The
communist system of redistribution was mostly shaped following the logic of basic needs and
reproduction, indicated clearly by the number of children. The new system appears to be
determined differently, addressing the economic (labor market) capacity of a household.
However, the effects of the life-cycle surface if we consider the entire population including
pensioners: redistribution by age cohorts is even more striking in 1996 than in 1988. Thisis given

by a growing gap between the average earnings and pension benefits developed since 1992.

5. Moving closer to the West

The changing income structure represents a part of the general modernization trend returning the
Czech Republic into the family of "standard" capitalist countries. Thisis a long process which has

asserted itself in various fields of the economic and social life with strength. Income distribution

% There is no formal zero tax rate in the Czech tax system but incomes up to 84 thousand Czech crowns (what
corresponds about the second decile of per household income distribution) were exempted from income tax in
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was in this process not the first (no special attention was directed to it in the reform design), nor
the last (opening markets and most of reform measures hit household incomes in some way).
There is no meter for measuring the distance from the "rule" and t after al here is no rule of an
"optimal" income structure. However, comparison with core Western countries may give us a
basic idea about the particularity of the Czech system, to a great extent inherited from the

communist regime.

Cross-national comparisons we make here are indebted to the Luxembourg Income Sudy
(L1S) for two reasons. 1. due to analyses and studies which were already done using its database
by prominent scholars closely related to it; 2. due to the direct accessibility of the LIS database,
enabling us to produce additional analyses. Although most of LIS datasets are less recent than the
last we have for the Czech Republic, we still can compare national data under the legitimate
assumption that income distribution and structure changes much less rapidly in stabilized Western

systems than in transitional countries.

We will compare the Czech Republic (which joined the OECD in 1995) with the other OECD
countries in three directions: distribution of household income, structure of income determination
and redistribution through taxes and benefits. In all three comparisons, we use especially the LIS
"OECD study" (Atkinson, Rainwater and Smeeding, 1995) which is complemented by some of
our analyses made directly on the LIS database. For comparison, we select only the most
important OECD countries representing the liberal (USA, UK), socia-market (Austria,
Germany), welfare (Belgium, the Netherlands) or socialist (Sweden) veins.

The first comparison should answer the question of whether the Czech lands as an extremely
equalized country in the past is still much less unequal than Western countries. As Table 8 shows,
changes occurring after 1989 certainly brought the Czech lands closer to the West. As we stated
above, there was no equality in income per household - if measured by this indicator, income
disparities were higher in the Czech Republic than in any West European country under
observation. Between 1988 and 1996, also the range of income per capita became wider and,
therefore, has reached the level common in "socialy oriented” Western countries (Belgium and
Sweden). Unlike those countries, Czech income distribution is localized a bit higher in relation to
the income average - what corresponds to the lower purchasing power of income in absolute

terms.

1996.
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Here, we have to remember our previous observation that especially households located in the
highest decile share profited from the transformation. Indeed, the relative position of the ninth
decile increased much less than the average income of the tenth decile share. Concretely speaking,
whereas the position of the ninth decile (P90) of per capitaincome in the Czech Republic in 1996
Is on about the level of Sweden or Belgium, the position of the top vintile (P95) is closer to higher
Dutch or German levels. It seems that however close income inequality in the Czech Republic
currently is to social-democratic Sweden, it rather moves away from its own socialist past and

moves closer to countries like Germany or the Netherlands.

The second comparison concern the structure of income determination. As correlations of per
household with per capita income in the last column of Table 8 illustrate, the "communist” gap
between the two income distributions seems already to be over. Their increasing interrelationship
indicates a weakening of demographic factors and a strengthening of "labor market"
characteristics of households. It means that the income per household indicates now better the
resulting level of living of a family, be it measured by income per capita or per equivalent unit.
Surprisingly enough, the "Western pattern” of the per household/per capita income affinity is not
shared by all OECD countries - exceptions are the Netherlands and Sweden.

To gain a closer look into the workshop in which inequalities are forged, we compare some
elementary factors of household income. Table 9 shows that in international comparison, the
percentage of variance explained by demographic variables was so extreme in the pre-1989 Czech
Republic that only Sweden could compete with it in this sense. This percentage has decreased to a
level much closer to Western countries localized somewhere in between socia-market (like
Germany) and liberal (like UK) countries. This concerns both income distributions - income per
household (and the weight of the number of active earners) and income per capita (and the weight

of the number of dependent children).

The third comparison concerns the level and degree of redistribution through taxes and social
transfers. As Table 10 shows, the position of the Czech Republic seems to be rather unique in
both distributions. It is much more redistributive in taxes and considerably more redistributive in
social benefits that any other OECD country under observation. Here, we have to be aware of the

fact that a steep distribution of taxes is largely given by the absent taxation of pension benefits.
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The Czech Republic strictly belongs to the liberal model in both tax and transfer distribution. The

economic and social reforms have even strengthened redistributional flows.*

We can conclude that Czech household income ceased to be particular regarding their
inequality and structure of determination and distribution. However, regarding the equalizing
effect of taxes and social benefits, it continues to be rather extreme. If the Czech Republic appears
to be a very libera country from many aspects, in this sense it is even more redistributive now

than in its communist past.

6. Conclusion

After the break with totalitarian rule, household incomes are surveyed with growing difficulties.
Despite this fact, two statistical household surveys of the renewed "capitalist” Czech Republic are
already available, which can be compared with 1988 data, enabling us to detect changes in the
range and structure of income. This comparison allows us to examine whether the country aready
escaped from the model of income distribution centered on the reproduction of individuals, in
which incomes per household were extremely unequal and incomes per capita were extremely
equalized. By the same token, we shall ask whether this country has aready joined the family of
"standard" Western countries in which no gap exists between incomes per household and per
capita and where indicators of household labor market capacities are important beside their

demographic characteristics.

In our observation, we found that the range of income inequality increased considerably
between 1988 and 1996. The increment in inequality was much larger in per capitaincome than in
total household income. Rise in inequality was mostly produced by the fast advance of the top
decile share. Income hierarchy has been fixed at the bottom, opened up but compressed in the
middle. Simultaneously, important shifts occurred in the composition of the income lowest.
Whereas in 1988, pensioners occupied mostly the bottom decile share, they moved to the lower
middle income ladders to a great deal, being partly replaced by children. Household income is
currently much less determined by demographic variables than in the former regime. For the time
being, those determinants were only partly replaced by labor market characteristics (where,

however, we fail to find more and better indicators).

2t As Gardiner (1997) documents, the redistributive effect of tax and transfer policy has increased in the past
period in most Western countries too.
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With regard to redistribution, the state takes more from and give less to households. In regard
to both taxes and transfers, the number of children is not the prominent factor as it was in the
communist regime. Instead, household labor market capacity indicated by the number of active
earners and income has appeared. At the same time, flows of redistribution strengthened, be it in
connection with tax reform (more progression) or social reform (more targeting). The equalizing
intervention of the Czech state in favor of the poor and near-poor (and to the detriment of the

middle classes) seems to be very high in comparison even with the most redistributive Western

countries.?

22 The fate of the so-called middle classes in the Czech transition, considered from the economic, social and
political point of view, isanalyzed in Vecernik, 1999.
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8. Tables

Tablel

Characteristics of income surveys and comparison with National Accounts
Characteristic 1988 1992 1996
Targeted per cent of households 2 0.5 1
Survey sample (N of households) 69912 15677 27314
Non-response rate in per cent of households 4.2 15.7 23.8
Household income per capita according to
Income surveys.
- in nominal terms (thousands CZK yearly) 22.3 33.7 63.5
- growth in real terms (1988=100) 100.0 78.1 934
Population income per capita according to
National Accounts
- in nominal terms (thousands CZK yearly) 25.9 42.0 83.5
- growth in real terms (1988=100) 100.0 84.2 103.7
Coverage of income surveys in comparison 86.1 80.2 76.0

to National Accounts

Sources: Microcensus 1988, 1992 and 1996; National Accounts.
Income per capitais weighted by persons.

Table 2
Characteristics of distribution of household income
Indicator Per household Per capita

1988 1992 1996 1988 1992 1996

Coefficients and decileratio:

Variation 0.53 0.69 0.73 0.40 0.56 0.65
Gini 0.29 0.32 0.33 0.20 0.23 0.26
Decile ratio (D90/D10) 512 4.95 521 2.43 2.51 2.91

Correlations (Pearson coefficients):

Size of household 0.59 0.55 0.52 -0.64 -0.51 -0.15
Number of active earners 0.73 0.59 0.61 0.04 0.10 0.18
Number of children 0.29 0.28 0.28 -0.75 -0.59 -0.21

Sources: Microcensus 1988, 1992 and 1996.

Income per capitais weighted by persons.

Correlations are computed on households as observation unit. All coefficients are significant on
the level <0.001.
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Table 3
Distribution of household income according to decile shares and real growth (per cent)

Decile Per household (HH) Per capita (PC) Real growth in 1988-1996
share 1988 1992 1996 1988 1992 1996 HH PC
1 25 29 2.8 5.3 4.9 4.3 105.6 74.6
2 41 41 39 6.6 6.4 59 88.5 82.8
3 59 58 5.6 7.4 7.3 6.8 88.7 85.9
4 7.6 6.9 6.7 8.1 7.9 7.6 817 87.7
5 93 81 7.9 8.8 8.6 8.3 79.7 88.5
6 10.7 9.6 9.4 9.6 9.2 9.1 81.4 88.6
7 120 111 10.9 10.6 10.1 10.1 84.5 89.2
8 132 128 12.7 11.8 11.3 11.5 88.9 90.8
9 151 152 154 13.6 13.2 13.7 95.0 93.7
10 196 235 247 182 211 226 117.3 116.1
Tota 100.0 100.0 100.0 100.0 100.0 100.0 93.4 93.4

Sources. Microcensus 1988, 1992 and 1996.
Income per capitais weighted by persons.
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Table4
Average size and the composition of households according to decile shares

Decile Average size Distribution of children Distribution of
shares pensioners

1988 1992 1996 1988 1992 1996 1988 1992 1996
Per household:
1 101 107 109 01 0.5 1.0 160 133 135
2 13 126 133 11 1.8 2.8 149 121 120
3 174 195 204 27 2.8 4.2 169 193 196
4 222 220 229 6.7 4.4 6.3 130 187 173
5 273 262 276 104 9.4 117 95 109 9.1
6 306 304 311 133 135 145 7.1 7.4 7.3
7 331 332 328 162 157 153 5.3 51 6.2
8 350 356 343 174 172 156 4.9 4.7 5.6
9 366 375 360 170 180 149 5.3 4.3 5.3
10 410 387 370 150 167 136 7.0 4.2 4.3
Tota 267 266 266 100.0 100.0 100.0 100.0 100.0 100.0
Per capita:
1 264 376 382 141 182 193 111 2.8 2.5
2 289 331 348 142 154 165 9.9 5.7 4.9
3 301 28 28 138 122 130 96 110 9.9
4 299 259 251 132 9.9 9.3 96 147 16.7
5 305 251 237 126 8.5 8.1 86 162 183
6 299 243 234 113 8.0 7.7 90 152 16.2
7 290 248 248 9.4 7.7 7.6 86 130 121
8 266 257 2.68 6.7 7.8 6.9 96 100 8.1
9 231 247 257 36 6.5 6.0 10.8 7.1 6.4
10 184 229 224 1.2 5.8 55 131 4.4 5.0

Total 267 266 266 100.0 100.0 100.0 100.0 100.0 100.0

Sources. Microcensus 1988, 1992 and 1996.
Income per capitais weighted by persons.

23



Table5
Analysis of variance of (In) household income (per cent of total variance)

Factor No of ca Per household Per capita
tegories 1988 1996 1988 1996
Main effects 62.82  43.73 59.26  48.22
N of active earners 3 24.21 27.86 3.84 3.92
N of children 5 5.42 2.40 31.84 1943
Age of the head 7 1.89 0.23 3.03 0.22
Non-manual 2 0.16 0.70 0.00 1.43
Education 4 3.29 3.45 1.19 3.59
Locality 3 0.08 0.18 0.07 0.64
2-ways interactions 3.16 2.36 2.60 1.75
Explained 65.98  46.08 61.86 49.97

Sources. Microcensus 1988 and 1996.

Only households with head in prime age (25-54) included.
Income per capitais weighted by persons.

All coefficients are significant on the level <0.001.

Table 6
Relative taxes and socia benefits according to decile shares (per cent)

Decile  According to income per household According to income per capita
share Taxes Social benefits Taxes Social benefits
1988 1996 1988 1996 1988 1996 1988 1996

16.1 16.6 17.0 17.9 10.3 119 30.1 30.5
14.1 16.0 234 22.0 11.9 14.8 24.0 22.0
13.6 16.3 24.2 21.8 13.0 16.4 20.4 17.6
14.4 17.2 21.2 18.3 13.7 174 18.0 155
14.9 18.0 185 154 14.1 18.3 16.6 14.1
15.2 18.2 16.6 13.6 14.8 18.8 153 13.8
153 19.7 15.6 11.2 154 19.8 14.4 11.7
15.7 20.2 14.7 9.9 16.0 20.4 14.2 10.1
16.0 21.4 13.8 7.8 17.2 21.6 14.1 7.8
16.1 24.1 124 4.8 174 24.6 154 4.4
Total 15.3 20.0 16.7 11.9 15.3 20.0 16.7 11.9

P OO~NOOTDS,WNPE

o

Sources. Microcensus 1988 and 1996.

Only households of non-farm employees included.

Income per capitais weighted by persons.

Relative tax is computed as percentage of income tax and socia contributions in gross household
income. Relative social benefits are computed as percentage of social benefits in net household
income.
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Table 7
Analysis of variance of relative taxes and socia benefits (per cent of total variance)

Factor N of ca Taxes Social benefits Summary effect

tegories 1988 1996 1988 1996 1988 1996
Main effects 4196 4161 29.05 28.54 35.66  33.69
N of active earners 3 3.33 4.68 6.25 13.44 5.80 10.86
N of children 5 28.68 9.80 13.97 4.27 19.60 6.38
Age of the head 7 0.76 0.11 0.80 0.20 0.87 0.18
Non-manual 2 0.02 0.27 0.23 0.30 0.16 0.32
Education 4 0.97 2.36 0.10 1.00 0.31 1.47
Locality 3 0.36 1.18 0.25 1.46 0.33 151
Household income 0.01 6.18 0.13 0.02 0.08 0.87
2 ways interactions 4.51 2.53 2.87 3.06 3.34 2.99
Explained 5353 44.13 31.92 31.61 39.00 36.68

Sources: Microcensus 1988 and 1996.

Only households of non-farm employees with head in prime age (25-54) included.
Relative tax and social benefits are calculated the same way asin Table 6.
Summary effect is computed as benefits - taxes in percent of net household income.
All coefficients are significant on the level <0.001.
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Table 8
Characteristics of distribution of household income in OECD countries

Country  Year Per cent of median income PO0/P10 Correlation
DPI/PC*

P10 P25 P75 PO P95

Per household:
Belgium 1988 479 70.3 133.7 1722 200.8 3.59 0.56
France 1984 459 68.8 1394 1937 238.6 4.22 0.61
Germany 1984 458 688 1341 1786 2138 3.90 0.62
Nether. 1987 50.8 729 1344 1817 216.9 3.58 0.48
Sweden 1987 39.0 618 136.7 1645 183.7 4.22 0.60
UK 1986 41.2 629 146.7 204.7 2402 4.97 0.65
USA 1986 31.8 58.0 149.2 2101 252.1 6.61 0.64
CzechR. 1983 31.8 58.6 1326 162.7 1829 5.12 0.45
1996 38.7 65.6 1474 201.6 246.2 5.21 0.67

Per capita:
Belgium 1988 569 738 134.2 1741 201.6 3.06 0.61
France 1984 475 682 1449 206.1 253.9 4.33 0.64
Germany 1984 543 733 1419 1932 230.9 3.56 0.70
Netherl. 1987 558 725 140.6 1928 2283 3.50 0.68
Sweden 1987 582 77.1 136.6 1717 194.2 2.95 0.45
UK 1986 456 685 144.7 203.9 247.9 4.47 0.68
USA 1986 332 60.7 157.3 2320 2884 6.99 0.70
CzechR. 1988 66.8 81.1 1287 1625 1855 2.43 0.37
1996 609 786 131.2 177.1 220.3 2.91 0.68

Sources: Atkinson, Rainwater and Smeeding, 1995; LIS database; Microcensus 1988 and 1996.
*) Pearson correlation coefficients between total disposable and per capitaincome. In the lower
part weighted by persons.
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Table9
Analysis of variance of (In) household income in OECD countries (per cent of total variance)

Factor Germany Nether- Sweden UK USA Czech Republic
lands 1988 1996
Per household:
Main effects 36.04 16.57 5204 2433 2598 59.33 57.39
N of activeearners 2295  11.31 2559 2233 1816 3711 4.70
N of children 2.52 0.67 148 030 022 779 3272
Age of the head 3.96 2.47 159 061 224 162 320
2-way interactions  4.88 * * 265 123 258 154
Explained 40.93  16.57 5204 26.97 2720 6191 58.93
Per capita:
Main effects 38.37  33.77 50.06 36.80 31.62 3337 33.38
N of active earners  3.17 1.43 272 491 352 2856  4.09
N of children 30.12  25.69 40.29 24.98 24.87 285 18.72
Age of the head 1.28 0.63 124 101 168 0.34 052
2-way interactions  4.19 *x *x 438 186 194 191
Explained 4256  33.77 50.06 41.18 3348 3531 35.29

Sources: LIS database; Microcensus 1988 and 1996.

Only households of non-farm employees with head in prime age (25-54) included.

All coefficients (except those marked *) are significant on the level <0.01.

** Due to empty cells or asingular matrix, higher order interactions are not available.
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Table 10 (corrected)
Digtribution of taxes and transfersin OECD countries
according to quintile shares (per cent)

IQuintileshare  Germany  Nether-  Sweden UK USA Czech Republic

lands 1988 1996
Taxes.
1 55 10.3 6.3 45 3.8 1.7 1.8
2 10.4 10.0 12.5 8.1 6.9 11.1 5.4
3 17.0 16.2 17.7 15.9 139 20.2 14.1
4 23.4 22.3 23.3 25.0 22.6 27.3 25.1
5 43.7 41.2 40.1 46.4 52.7 39.7 53.6
Tota 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Average 24.4 36.4 325 21.4 21.2 14.8 20.2
Transfers:
1 21.8 24.9 15.2 26.7 29.2 275 275
2 22.2 21.3 25.8 25.9 21.2 23.4 30.6
3 16.7 16.9 21.7 194 17.1 17.1 20.4
4 21.0 17.7 19.9 16.1 175 15.8 12.7
5 18.3 19.2 17.4 11.9 15.1 16.2 8.8
Tota 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Average 24.1 43.4 42.7 30.1 14.5 26.2 24.9

Sources: Atkinson, Rainwater and Smeeding, 1995; LIS database; Microcensus 1988
and 1996.

Household income is adjusted to equivalent unit which is computed as root square of
the size of household.



Figure 1
Incomes of the population according to their source (per cent)
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Figure 2
Direct taxes and contributions in GDP (per cent)
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