Global economic integration trends show more mixed results in regards to the CEE-
Eurasia gap. The World Bank in a 2005 study entitled, From Disintegration to
Reintegration: Eastern Europe and the Former Soviet Union in International Trade, has
argued that “two new inter-regional trade blocs are emerging. One is tending toward
trade with the advanced countries in Western Europe and enjoying relatively high
national incomes. The other bloc is significantly poorer, and tending to pull back toward
a Russia-centric sphere. Its economies are still dominated by commodity trade, and risk
non-participation in the modern international division of labor.””

We find mixed support for the World Bank’s working hypothesis from an analysis of the
available data. We looked for evidence primarily in terms of volume, direction, and
composition of trade.

Figure 3 provides context, highlighting partly what’s at stake. It shows the economic
size of the two economic entities that according to the World Bank study are emerging
into separate trading blocs. The Russia-centric bloc is 6% of the size of the Europe-
centric bloc. Clearly, to the extent that these two trading blocs are forming, Figure 3
underscores at least on the basis of size (and the numerous benefits that derive from
various economic principles including economies of scale, specialization, aggregate
demand, and positive externalities), it is far better, other things equal, to be a member of
the Europe club than the Eurasia club.

Figure 4 shows that both the Northern Tier and Southern Tier CEE countries have
increased their share of exports to the Europe bloc and decreased their share of exports to
Eurasia since at least 1996. Moreover, the proportion of CEE exports to the Europe bloc
is very large; almost 85% of Northern Tier CEE exports and 75% of Southern Tier CEE
exports.

However, Figure 4 also suggests that on the basis of trade flows, there is no evidence of a
growing Russia-centric trading bloc. Eurasian exports to Eurasia declined from 25% in
1996 to 20% in 2004. In addition, Eurasia countries still export more to the Europe bloc
than they do among themselves. Moreover, the proportion of Eurasian exports to Europe
has changed very little from 1996 to 2004, perhaps a slight decrease from 38% to 37% of
total trade.

Figure 5 disaggregates the direction of Eurasian exports further, and highlights that the
dependence on the Russian market among the Eurasian countries for exports, while still
significant, has fallen dramatically since 1996. The most significant decreases in the
percentage of total exports going to Russia have been in Kazakhstan (from 42% of total
exports to Russia in 1996 to 14% in 2004), Ukraine (from 38% in 1996 to 17% in 2004),
and Moldova (from 54% in 1996 to 35% in 2004). Even Belarus, which remains the
most dependent of the Eurasian countries on the Russian market for its exports, has
witnessed a drop in exports to Russia, from 51% of exports in 2000 to 46% in 2004.

® Harry Broadman, editor, From Disintegration to Reintegration: Eastern Europe and the Former Soviet
Union in International Trade, World Bank (2005), p. 1.
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Figure 6 adds an important consideration to the “equation:” export shares of GDP have
increased in all three sub-regions since 1995, and with much of the increase since 1998-
1999 when economic growth resumed universally across the transition region. This
means, by definition, that export growth has exceeded economic growth, the latter which,
particularly in Eurasia, has been very impressive in recent years. Hence, even though the
proportion of Eurasian exports to Eurasia has fallen during this time period and the
proportion of such exports to Europe has held steady, overall Eurasian exports have
increased. In other words, growing diversification of export partners has been the trend
in recent years among the Eurasian countries.

Much of this diversification of trading partners likely stems from the changing nature of
what is being exported by Eurasia, and more specifically by the growing concentration of
Eurasian primary product exports. This trend is displayed in Figure 7. It shows the
growing concentration of two key primary product exports in Eurasia in particular,
energy and metals. Kazakhstan’s export sector is the most concentrated in these terms,
with exports in energy and metals increasing from 55% of total exports in 1997 to 86% in
2005. Turkmenistan and Azerbaijan are close behind. Gas exports in Turkmenistan
increased from around 50% of total exports in 1997 to 80% by 2005. Azerbaijan’s
energy exports increased even more dramatically, from around 35% of total exports in
1997 to more than 75% in 2005.

Russia witnessed a proportionate decrease in metal exports during this period, though this
was more than compensated for by a more than doubling of energy exports relative to
total exports. Tajikistan, the Kyrgyz Republic, and Armenia have all seen large increases
in dependency in metal or mineral exports (largely aluminum for Tajikistan, gold for the
Kyrgyz Republic, and diamonds for Armenia). Overall, as shown in Figure 7, the
concentration of energy and metal exports in much of Eurasia is far greater than the
proportions found in CEE (ranging from roughly 10-20%) or in Western Europe (under
10%).

A key reason why these energy and metal exports have increased so dramatically is
because the prices of these goods have increased dramatically. According to the IMF in
its World Economic Outlook (September 2006), global fuel prices increased by 23% from
2003-2006 on an average annual basis. Prices of metals have increased even more so, by
30% annually during this period. Primary product prices fluctuate greatly, one of the
clear dangers of relying on such products (for production or consumption). From 1996-
2002, both energy and metal prices fell by 4% on average per annum.

Figures 8 and 9 compare the trends over time in the price of oil and economic growth
among the three major Eurasian oil exporters (Figure 8) and economic growth overall in
Eurasia (Figure 9) since 1989. The close fit, particularly with the resumption of
economic growth in 1998, is striking. When oil prices rose in 1998 to 2000, economic
growth increased. When oil prices declined or stagnated in the next two years, so did
economic growth. When the price of oil resumed its increase in 2003, economic growth
increased more.
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To contrast, Figure 10 highlights that a primary and growing “driver” of economic
growth in the CEE countries is economic growth in Western Europe; i.e., CEE’s growing
integration into the Europe bloc.

Figure 11 shows the “opposite side of the coin” to the large and growing concentration of
primary product exports in Eurasia: low and decreasing high-technology exports. To
compare, the proportion of high-tech exports to total exports in the OECD countries was
13% in 2004, up slightly from 1996. High-tech exports are a much smaller share of total
exports in all of Eastern Europe and Eurasia. Only in the Northern Tier CEE countries,
however, has there been a significant increase the share of these exports, from almost 3%
in 1996 to close to 9% in 2004. High-tech exports constitute a much smaller share in the
Southern Tier CEE countries, though it is a growing share. In contrast, high-tech exports
as a percent to total exports were only 2% in Eurasia in 1996 and actually declined some
by 2004.

(3)Democracy

Figure 12 shows the democratization trends by the three transition sub-regions from 1986
to 2006. It draws from data from two Freedom House sources: the more-disaggregated,
region-specific data from Nations in Transit (for the years 1996 to 2005), and the indices
of political rights and civil liberties (for the years prior to 1996 and for 2006) from
Freedom in the World. Overall, the most recent evidence shows a continuation of a
growing democratization gap between Eurasia and CEE.

Of all the transition countries, the Northern Tier CEE countries remain far ahead in
democratic freedoms, though the Southern Tier CEE countries have been closing the gap
since 1999. In striking contrast, Eurasia has been witnessing steady erosion in such
freedoms since the break up of the Soviet Union, following notable political liberalization
under Gorbachev prior to the collapse of communism. Democratic freedoms, in other
words, are greater today in Eurasia than in the mid-1980s or prior to “glasnost,” but not
as great as they were in the early 1990s.

Freedom House’s Nations in Transit data show six Eurasian countries backsliding on
democratic reforms in 2005 and only three Eurasian countries (Ukraine, Georgia, and
Moldova) moving forward (Table 4). In CEE, seven countries advanced in
democratization in 2005 and only two countries (Hungary and Poland) regressed.
Among the three sub-regions, the broadest gains occurred in the Southern Tier CEE
countries, advancing in six of seven democracy areas, i.e., in all but electoral process
reforms. The most broad-based gains in democratization in 2005 occurred in Bulgaria,
Albania, and Ukraine; the countries that regressed the most were Uzbekistan, Russia, and
Tajikistan.

According to Freedom House’s analysis of 2006 changes in democratic freedoms (in its
Freedom in the World 2007), four transition countries experienced measurable gains in
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such freedoms in 2006 while four countries regressed. The four countries where
progress occurred were all Southern Tier CEE: Bosnia-Herzegovina; Albania; Croatia;
and Romania. The four countries where backsliding occurred consisted of three Eurasian
countries (Azerbaijan, the Kyrgyz Republic, and Russia) and Hungary.

Figures 13- 20 show the democratization trends in the sub-regions and select Eurasian
countries alongside trends in economic reforms. The economic reform trends are derived
from our Monitoring Country Progress index (which draws from nine indicators from the
EBRD’s annual Transition Report). In both the Northern Tier CEE and Southern Tier
CEE regions, economic and democratic reforms are progressing hand-in-hand (Figures
13 and 14). The picture in Eurasia is very different: modest progress in economic
reforms has been coupled with democratic reform backsliding (Figure 15).

Three Eurasian countries which showed democratization gains in 2005---Georgia,
Ukraine, and Moldova-- are shown in Figures 16-18. Georgia experienced the “Rose
Revolution” in November 2003; Ukraine the “Orange Revolution” in November 2004.
While democratization backsliding largely came to a halt in 2003 in Georgia, the first
democratic gains on balance ensued with a lag after the revolution, i.e., not until 2005.
Moreover, no measurable gains in democratization occurred in Georgia in 2006 by
Freedom House’s count. Democratic gains have been more pronounced in Ukraine than
in Georgia, occurring during the year of the revolution (in 2004) as well as the following
year (2005), though not in 2006.

Developments in Moldova in 2005 reversed at least temporarily several years of
democratization regression. According to Freedom House, 2005 gains were made in
electoral process, rule of law, and the fight against corruption. The March 6, 2005
election in Moldova led to closer relations with EU and NATO (and contributed to better
constructively addressing Transnistria). According to Freedom House, greater checks
and balances in the political system were established, and similarly, some of the
centralizing tendencies were reversed in 2005. However, as in the cases of Georgia and
Ukraine, no measurable change in democratization occurred in Moldova in 2006.

Figure 19 shows that the “Tulip Revolution” in the Kyrgyz Republic which took place in
early 2005 has not (yet) translated into economic and democratic reform gains. Figure
20 displays the reform trends in Russia. 2006 saw advances in economic reforms in
Russia alongside more backsliding in democratization.

(4)Health

One of the most basic health indicators is life expectancy. The most recent (2004) life
expectancy data suggest continued evidence of a growing health gap between CEE and
Eurasia (Figure 21). Life expectancy rates have been increasing steadily in CEE since
the mid 1990s, though at less than seventy-four years on average, are still below
standards in the advanced industrialized economies; life expectancy is seventy-seven
years in the U.S., and eight-two years in Japan.
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Life expectancy rates in Eurasia have remained stagnant over time, and are now lower
overall than what they were in the early 1990s. According to World Bank data, only four
Eurasian countries had a life expectancy rate greater in 2004 than in 1990: Azerbaijan;
Georgia; Armenia; and Tajikistan. Only one CEE country has not seen an increase in life
expectancy since 1990: life expectancy in Bulgaria was seventy-two years in 2004 and
the same in 1990.

We’ve examined the reasons for this growing gap in previous work, and hence won’t
elaborate much here.® In general, however, much of the health concerns in Eurasia focus
on lifestyle choices and particularly among males. Figure 22 shows that men live eight
years less than do women in Eastern Europe and Eurasia overall, and among the Northern
Former Soviet Union (NFSU) countries (which consist of Russia, Ukraine, Belarus,
Moldova, as well as the three Baltic states, Latvia, Lithuania, and Estonia), the life
expectancy gender gap is twelve years on average. Moreover, the gender gap in these
NFSU countries is higher today than in the beginning of the transition, and may still be
increasing.

Worldwide trends are in stark contrast with the Eastern Europe and Eurasia experience:
females worldwide live only two years more than males in the low-income developing
countries, about five years more in the middle-income developing countries, and six years
more in high-income economies. The life expectancy gender gaps outside the transition
region have held steady or even declined some since 1990.

Trends in adult mortality rates shed similar light on the growing CEE-Eurasia health gap
(Table 5). Nine of twelve Eurasian countries witnessed an increase in both male and
female adult mortality rates from 1990 to 2004; only one Eurasian country (Armenia) had
a decrease in both male and female adult mortality rates during this period. Ten of
thirteen CEE countries witnessed a decrease in adult mortality rates in this period; only
one CEE country (Lithuania) witnessed an increase in both male and female adult
mortality rates from 1990 to 2004.

Male adult mortality rates in the transition region are much higher than female adult
mortality rates. As with the life expectancy gender gap, the adult mortality rate gender
gap in the transition region is the highest worldwide, and within the transition region, it is
among the highest in the NFSU countries. In 2002-2004, the male adult mortality rate in
the NFSU countries was 353 deaths per 1,000 adults; for females, it was 126 deaths. This
means that roughly 35% of fifteen year old males in the NFSU countries will die before
reaching sixty years of age. Only in Sub-Saharan Africa is the male adult mortality rate
higher than in Eastern Europe and Eurasia: 519 deaths per 1,000 in the year 2000.

® See USAID/E&E, Monitoring Country Progress in Eastern Europe & Eurasia No. 10 (August 2006), and
A. Heinegg, R. Murphy, J. Pickett, and R. Sprout, Demography and Health in Eastern Europe and
Eurasia, USAID/E&E Working Paper No. 1 (June 2005). See also: Anderson, G., and A. Hyder. Non-
Communicable Diseases and Injuries in Eastern Europe and Eurasia. Johns Hopkins University.
Bloomberg School of Public Health. For USAID/E&E (October 2006).
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(5)Labor markets’

This section derives in part from an attempt to explore more systematically two mutually
exclusive working hypotheses that emerge from the World Bank’s study, Enhancing Job
Opportunities in Eastern Europe and the Former Soviet Union (2005) about the large
cross-country differences in labor market developments in the transition region.

The primary hypothesis is that “there are signs of an emerging divide between labor
markets in the transition economies of Eastern Europe and those of low-income Eurasian
countries. [According to the World Bank], labor markets in Eastern European transition
economies in many respects resemble those in developed economies of Europe, in both
positive (for example, productivity growth) and negative aspects (for example, high and
stagnant unemployment). In contrast, labor markets in low-income Eurasian countries
seem to have become similar to those in other low-income countries, with typical
characteristics such as the dominant informal sector, underemployment and low-
productivity employment.”®

The secondary hypothesis is that all the transition countries are going through the same
transition process, though country progress is differentiated by (at least) three primary
stages: (1) some countries are in stage one (characterized by high employment and low
open unemployment); (2) others are in stage two characterized by low employment and
higher unemployment; and (3) some are at stage three with the resumption of rising
employment and falling unemployment.®

Overall, we find significant labor market gaps and differences between the CEE countries
(particularly the Northern Tier CEE) and Eurasia, but mixed evidence at best that these
gaps are growing.

(a)Significant labor market gaps and differences between transition countries.

In the CEE countries, labor market adjustments have been significant in terms of both
price changes (real wages) and quantity changes (employment) (Figures 23 and 24). In
contrast, the lion’s share of labor market adjustments in Eurasia has been through the
price mechanism, through real wages. There has been very little change in formal
employment levels in Eurasia, all the more extraordinary given the tremendous changes
in economic output (Figure 25).

We calculated the total sum of the labor market price and quantity changes since 1990 by
summing the average annual changes in real wages and employment levels in absolute
value terms (column 1 of Table 6 and Figure 26). By this measure, the Eurasian

" This part draws on a more in-depth analysis by A. Heinegg, R. Murphy, and R. Sprout, Labor Markets in
Eastern Europe and Eurasia. USAID/E&E Working Paper No. 6 (January 2007).

8 J. Rutkowski and S. Scarpetta, World Bank, Enhancing Job Opportunities in Eastern Europe and the
Former Soviet Union (2005), p. 102.

° Ibid, p. 99.

16



countries have experienced much greater changes in the labor markets during the
transition than the CEE countries. The low-income Eurasian countries have experienced
the most changes, particularly Tajikistan, Uzbekistan, and the three Caucasus countries.
These findings are broadly consistent with the scope of changes in economic output
across the transition region since the collapse of communism; that is, where economic
output collapsed the most and often subsequently recovered sharply, one finds parallels
with the scope of change in the labor markets.

We also calculated how the total labor market change has been distributed between the
price and quantity adjustments and found very different results according to sub-regions
(columns 2 and 3 of Table 6 and Figures 27 and 28). In Eurasia, 88% of the labor market
adjustments occurred in the price dimension, and only 12% in quantity changes. The
distribution in CEE was closer to 75% in real wages and 25% in employment. The
extremes are found in Azerbaijan and Tajikistan at one end (where 95% or more of the
total changes occurred via real wages) and Macedonia at the other end (where almost
40% of the total changes occurred in employment).

With very little change in employment levels in Eurasia (alongside very significant
changes in real wages and output), one might expect the existence of a large informal
sector economy in Eurasia. The available estimates of informal sector employment are
consistent with this observation (Table 7 and Figure 29). Estimates of informal sector
employment in Eurasia range from 36% to 45% of total employment; perhaps twice the
amount than in the Northern Tier CEE countries (22%) and much greater than that found
in the Southern Tier CEE countries as well (31%). It is estimated that informal
employment is 17% of total employment in the OECD countries.

The sectoral share of employment (that is, employment in agriculture, services, and
industry) in the Northern Tier CEE countries is much closer to advanced country norms
than is both the Southern Tier CEE and Eurasian countries (Tables 8 and 9 and Figure
30). Employment in agriculture in the Northern Tier CEE is less than 10% of total
employment; in services, around 60%. Employment in agriculture in Eurasia and the
Southern Tier CEE countries is greater than 30% of total employment; employment in
services closer to 50%. In the EU-15, agriculture employment is close to 5% of total
employment and services employment is close to 70%.

(b) Evidence of growing gaps between transition countries in the labor markets is
mixed at best.

(i) Where the evidence does support growing gaps. Sectoral changes. The gap between
the Northern Tier CEE countries and the rest of the transition countries has increased in
regards to the structural changes in employment by economic sectors. Employment in
agriculture as a percent of total employment decreased in the Northern Tier CEE since
1990 by 5%, and increased by 5% in the Southern Tier CEE and 8% in Eurasia (Table 8
and Figure 31). Only in the Northern Tier CEE has there been a notable proportionate
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increase in employment in services since the beginning of the transition (Table 9 and
Figure 31).

(if) Where the data don’t support growing gaps Real wages. Real wages have been
increasing in recent years in all the transition countries (Table 10). Most transition
countries had real wages reach a minimum in the early or mid 1990s; by 1999, all had
real wages recovering from a fall.

Tertiary enrollments (and labor skills). Most of the transition countries have been
witnessing rising tertiary enrollments (all but Turkmenistan, Uzbekistan, Azerbaijan, and
Tajikistan) and virtually all of these countries which have been experiencing rising
enrollments (all but Armenia) have been experiencing these increases since the early
years of the transition (anywhere from 1989 to 1994) (Table 11 and Figures 32-35).

Growth elasticity of employment. One half of the twenty-two transition countries (for
which data exist) have actually experienced a decline in employment levels on average
during the recent years of economic growth (Table 6 and Figure 36). This has included
Northern Tier CEE countries (Lithuania, Latvia, Estonia, Slovakia, and the Czech
Republic), Southern Tier CEE countries (Albania, Bulgaria, and Romania), and Eurasian
countries (Armenia, Moldova, and the Kyrgyz Republic).

Unemployment. Overall, unemployment data show very wide ranging results across the
transition region, both in terms of the magnitude of unemployment rates and trends over
time (Table 12 and Figures 37-41). Nor is there clear differentiation between sub-
regions. Nine transition countries have been experiencing falling unemployment rates
and eight countries still experiencing rising unemployment rates. Countries with
unemployment rates falling into the single digit range include Estonia, Kazakhstan,
Ukraine, and Russia. Countries with low (i.e. single digit) but rising unemployment rates
include Moldova, the Czech Republic, and Romania. Poland and Slovakia are two
Northern Tier CEE countries with very high and rising unemployment rates (closer to
20%). Macedonia and Armenia have the highest unemployment rates (above 30%), and
these rates have been rising.

(iii) Where the gaps are “reversed”(and CEE lags behind Eurasia). Perceived labor
market constraints. On average, labor market constraints are viewed relatively more
severe among Northern Tier CEE businesses than elsewhere in the transition: 12% of
Northern Tier CEE businesses view labor skills to be a major constraint to doing business
vs. 9% in the Southern Tier CEE and 10% in Eurasia (Tables 13 and 14). In addition,
more businesses in the Northern Tier CEE view labor market regulations as a major
constraint (11%) than do businesses in Eurasia (4%) or the Southern Tier CEE (8%).

Labor market rigidities. Consistent with business perceptions, labor market rigidities are
higher in the CEE countries than they are in Eurasia (Table 15 and Figure 42). Three
types of rigidities from the standpoint of businesses are measured (by the World Bank’s
Doing Business series): difficulty in hiring; rigidities in employment; and difficulty in
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firing. An average of the three measures reveals that labor market rigidities are highest in
Latvia, Estonia, and Slovenia and lowest in Georgia, Kazakhstan, and Belarus.

Tax burden on labor. The tax burden (or tax wedge which includes payroll taxes and
income taxes) is much higher in the CEE countries than it is in Eurasia (Table 16). The
range is very significant, from under 30% in Armenia, Kazakhstan, and Tajikistan, to
close to 50% or more in Montenegro, the Czech Republic, Romania, and Hungary.

(6)Domestic Disparities™

Earlier estimates had inequality and poverty rates increasing significantly throughout the
transition region, particularly in Eurasia where in a handful of countries income
inequality had become comparable to that found among the most unequal economies
worldwide.** Have inequalities and disparities continued to grow, or as is the case in
many other transition indicators, have many if not most transition countries experienced a
turnaround in these disparities? What do the latest data tell us about convergence vs.
divergence in disparity measures? Do different disparity measures tell the same story?
Attempting to answer these questions is the focus of the section.

We examined income, wage, and consumption disparities primarily across quintiles,
deciles, by gini-coefficient, and by standard deviations of sub-national disparity
measures. Figure 43 and Table 17 show income inequality trends as measured by the
gini coefficient since the transition began. Several observations emerge. First, income
inequality is highest in Eurasia and lowest in the Northern Tier CEE countries. However,
perhaps the most salient observation is that the inequality differences across the transition
countries are narrowing. This is because income inequality has decreased notably in
Eurasia from its peak in the mid-1990s, and also because income inequality has continued
to increase in CEE (and may still be increasing). Hence (secondly), convergence is the
broad trend among the sub-regions by this measure. Third, income inequality levels in
the transition countries are converging to OECD levels, with the large caveat that OECD
levels range widely (from Sweden to the U.S., as shown in the Figure 43). Moreover, in
contrast to earlier estimates and forecasts, the most recent income inequality measures
show that while income inequality has increased significantly with the collapse of
communism, current levels do not approach the highest inequalities in the world, found
primarily in Latin America and the Caribbean and Sub-Saharan Africa.

Next, we examined available measures of wage inequality, a subset of income inequality
(Table 18). Three measures of wage inequality were compared: wage (or earnings)
inequality (gini coefficient, from UNICEF), the wage ratio of the ninth population decile
to the first (or bottom) population decile (from World Bank), and the minimum wage to

19 Drawn from R. Murphy, C. Peters, and R. Sprout, Domestic Disparities in Eastern Europe and Eurasia,
USAID/E&E Working Paper No. 5 (2007 forthcoming), and Heinegg, Murphy, and Sprout, Labor Markets,
USAID/E&E WP No. 6 (January 2007).

11 See, for example, B. Milanovic, Income, Inequality, and Poverty during the Transition from Planned to
Market Economy (World Bank, 1998).

19



average wage ratio (World Bank). We calculated the average rank of the inequality
measures to decrease the variability of the results. We were able to draw observations on
levels and trends over time in seventeen countries for which at least two inequality
measures were available.

Four of the five most unequal countries in wage terms are Eurasian. Azerbaijan has the
most unequal wage distribution of all the seventeen countries, followed by Russia,
Armenia, Estonia, and Moldova. At the other extreme, Macedonia has the most equal
wage distribution, followed by all the Northern Tier CEE countries, except Estonia.
Estonia, hence, is very much the Northern Tier CEE outlier on this dimension.

The World Bank estimates that wages of the ninth population decile in the OECD
countries are roughly 3.3 times greater than those of the first decile (Figure 44 and Table
18). Of the sixteen transition countries where these data are available, only the Czech
Republic has a lower ratio or a more equal wage distribution than the OECD average.
Wage inequality in Slovenia is OECD comparable. In contrast, wage inequality in
Azerbaijan by this measure is more than four times greater than the OECD norm; such
inequality in Russia is almost as high.

UNICEF provides time series trends on wage inequality. From that series, we tried to
identify whether wage inequality has been increasing or decreasing, whether a maximum
inequality level has been reached, and when (Table 18). Roughly one-half of the sixteen
countries for which time series are available have recently been experiencing a fall in
wage inequality. There does not seem to be a discernable pattern by level of inequality:
some of the most unequal economies have been experiencing a decline (Moldova, the
Kyrgyz Republic, and Russia); but so too some of the most equal (Macedonia and
Slovenia). However, a much smaller proportion of Northern Tier CEE countries have
been witnessing a decline in wage inequality than have the Eurasian for which data are
available and trends are clear: two out of seven Northern Tier CEE countries vs. five out
of seven in Eurasia.

Overall, wage inequality trends are generally consistent with income inequality between
sub-regions in terms of levels and trends over time. As with income inequality, Eurasia
has the highest wage inequality and most of the countries in Eurasia have witnessed
falling inequality. In perhaps slightly more than one-half of the CEE countries wage
inequality continues to edge upward. One salient difference between income and wage
inequality emerges when the transition countries are compared to OECD norms. In
particular, wage inequalities tend to much higher in the transition region than in OECD,
while income inequalities are closer to OECD norms.

Mitra and Yemtsov (2006) note the numerous caveats in interpreting these income and
wage inequality data.’> Among them is one that stems from the fact that wages and
public income transfers as a percent of household incomes vary widely across the
transition region. According to Mitra and Yemtsov, wages account for over 60% of

2p_ Mitra and R. Yemtsov, Increasing Inequality in Transition Economies: Is There More to Come?
World Bank (2006), pp. 7-8.
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