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Abstract:

     For transition economies, income inequality is positively correlated with the share of output produced in the informal economy.  Increases in income inequality also tend to be correlated with increases in the share of output produced in the unofficial economy.  These hypotheses are supported significantly by empirical data for sixteen transition economies between 1987 to 1989 and 1993 to 1994.  Various causal mechanisms may operate in both directions, an increasingly large informal economy causing more inequality due to falling tax revenues and weakened social safety nets, and increasing inequality causing more informal activity as social solidarity and trust decline.
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1. INTRODUCTION

     Transition economies have experienced contrasting outcomes with regard to income distribution since the late 1980s.  Some, e.g., Slovakia, have maintained income distributions as equal as prior to the beginning of the transition.  Others, e.g., Russia, have seen startling increases in income inequality.  Many transition economies have seen substantial increases in income inequality, with some reported Gini coefficients approximately doubling.  These increases in inequality have combined with declines in total output to raise poverty rates sharply in many countries (Honkkila, 1997; Förster and Tóth, 1997; Spéder, 1998).

     Russia apparently has a distribution of income more unequal than most advanced market capitalist economies.  Smeeding (1996, p. 48) presents decile ratios and Gini coefficients for 25 countries in the early 1990s and finds Russia having the greatest income inequality on both measures with a decile ratio for 1992 of 6.84 and a Gini coefficient of .393.  The United States is second on both measures with a decile ratio for 1991 of 5.67 and a Gini coefficient of .343.  In his sample, Slovakia has the most equal income distribution on both measures with a decile ratio for 1992 of 2.25 and a Gini coefficient of .189.  Brainerd (1998) shows Russias inequality arising from increased wage dispersion, while Garner and Terrell (1998) show government policies largely offsetting increased wage dispersion in Slovakia.  

     Much literature exists suggesting that many societies face a choice of two sharply divergent equilibrium patterns, one marked by social solidarity, horizontal linkages, mutual aid and trust; the other marked by class conflict, vertical hierarchies, and general mistrust (Sugden, 1986; Putnam, 1993).  Putnam attributes this to the concept of social capital, which is related to trust and levels of involvement in civic activities and groups.  He argues that this concept explains the different patterns of economic development in the regions of Italy.  Similar arguments are made relating total output to degrees of internal organization or coordination (Blanchard and Kremer, 1997; Rosser and Rosser, 1997).  Rarely does this literature discuss income distribution as an integral part of these patterns.2 

     A related literature focuses on the relationship between the share of the informal economy3 in output and the performance of the public sector.  The crucial point is that tax revenues decline with a rising share of informal activity (Loayza, 1996; Johnson, Kaufmann, and Zoido-Lobatón, 1998; Schneider and Enste, 1998).  Hence, there exists the possibility of either a good equilibrium, i.e., one with a low informal sector and high tax revenues, and a bad equilibrium, i.e., one with a high informal economy and low tax revenues.  When the informal economy increases and tax revenues fall, governments may raise tax rates.  However, this simply pushes more economic activity into the informal sector.  Not surprisingly, low tax revenues make it hard to support social safety nets and thus exacerbate income inequalities.  Johnson, Kaufmann, and Shleifer (1997) make these arguments specifically for the transition economies, although they do not discuss income distribution.

     For transition economies, this lacuna is significant.  The appearance of a sharp increase in inequality can undermine confidence, trust, and social solidarity, replacing them with envy, mistrust, and a desire to beat the system.  Such attitudes feed easily into an expansion of informal activities ranging from merely hiding normal economic activities from the government to avoid onerous regulations or to evade taxes, to bribery and other corruption, to more serious criminal activities that further undermine the legitimacy and functioning of the system.  As the resulting decline in tax revenues undermines official social safety nets, an undesirable feedback can occur as inequality and the informal economy mutually stimulate each other.  Thus, to quote Putnam (1993, p. 183), Palermo may represent the future of Moscow.4
     Our paper finds empirical evidence to support a positive relationship between the levels of income inequality and the relative size of the informal economy in transition economies as well as between changes in both of those variables.5  However, we do not investigate specifically the directions of causation in these relationships.  Furthermore, the data used in this study have many problems, although they may be as good as any available.  Thus, our findings should be considered tentative.  Nevertheless, this paper constitutes a first attempt to document such a relationship between these two variables in transition economies.

2. RELATIONS BETWEEN INEQUALITY AND THE INFORMAL ECONOMY

     Although we hypothesize a positive relationship between income inequality and the relative size of the informal economy in transition economies, there are reasons why the relation might be nonexistent or even negative, depending on other variables and circumstances.  Examining a group of 49 countries, including ones from Latin America, the OECD, and the former Soviet bloc, Johnson, Kaufmann, and Zoido-Lobatón (1998) find that more pro-business and less politicized regulation is correlated with a lower share of informal or unofficial activity.  However, this relationship weakens considerably when per capita income is introduced because it is also correlated with a lower share of informal activity.  Fair rather than arbitrary management of tax systems correlates with a smaller informal sector.  In contrast to standard theoretical expectations and many empirical studies, as reported in Schneider and Enste (1998), Johnson, et al. find higher marginal tax rates associated with a lower informal share.  The Scandinavian countries provide striking examples, suggesting that income equality may be playing a role.  However, the tax burden on firms appears related to the output share in the informal economy.  These authors find a positive relation between indexes of corruption and the share of output in the informal economy and also a negative relation between this share and measures of the rule of law and well-defined property rights.

     In a study of transition economies, Johnson, Kaufmann, and Shleifer (1997) present a model of the public sector implying that tax revenues are negatively related to the share of the informal economy.  They argue this reduces the availability of public goods which further reduces the willingness of the private sector to pay taxes.6  Loayza (1996) models the supply of congestible public goods as a negative function of the share of the informal economy and finds supporting evidence among Latin American economies.

     However, Asea (1996) argues that informal activity may be beneficial to economies, on balance, because it allows an outlet for entrepreneurial dynamism, competition,  and greater efficiency in the face of misplaced government regulations.  Thus, the informal sector can aid in the creation of markets, increase financial resources, enhance entrepreneurship, and transform legal, social, and economic institutions necessary for accumulation (Asea, 1996, p. 166).  If informal economic activity does not displace formal economic activity but represents new activity that would not otherwise occur, it may be beneficial more generally and stimulate the formal economy through multiplier effects (Schneider and Enste, 1998).  Some argue optimistically that this argument applies to the transition economies and that a growing informal sector should be applauded in the face of ineffective reforms.  They hope that the informal entrepreneurs of today will become the tax-paying formal business leaders of tomorrow.

     These expectations depend on the nature of the informal economy.  Shleifer and Vishny (1998) distinguish various kinds of informal economic activity.  Some are relatively benign as described in the previous paragraph, i.e., productive entrepreneurship in the face of the grabbing hand of arbitrary governmental authority.  However, corruption may be associated with grabbing hand behavior by arbitrary governments as officials demand bribes in highly, but uncertainly, regulated environments.  The authors mention Russia as an example in which such forms of corruption damage overall economic activity.  Finally, informal activity may involve outright criminal activities and violence, also noted by Schneider and Enste (1998).

     Minitti (1995) presents a labor market model of mafia membership that shows multiple equilibria arising from increasing and then decreasing returns to criminal activity.  If an increase in income inequality increases the returns to criminal activity, it could cause a jump from a low crime equilibrium to a high crime equilibrium in the Minitti model.  Ehrlich (1996) finds such a positive relationship for the United States7 that can be justified on various grounds including envy, breakdown of social solidarity, possible gains to crime from robbing the rich, and the possibility of the rich gaining from crime.  These arguments suggest how a sharp increase in income inequality might increase informal economic activity, especially of the more criminal variety.  Rosser and Rosser (1999) apply the Minitti model to transition economies.

     A large informal sector can increase inequality by reducing tax revenues that finance government transfer programs.  However, causation may not run in the reverse direction.  Schneider and Enste (1998) argue that a larger social welfare system should increase the size of the informal economy because of strong negative disincentives to work in the formal economy, although this may depend on the nature of the public transfer programs.  Some programs are means-tested and redistributive, while others may be targeted more to poorer groups despite a lack of means-testing such as unemployment benefits and family assistance, as in the Czech and Slovak Republics (Förster and Tóth, 1997).  Commander (1997) argues that others may be more directed to the middle class, such as pensions in Poland and Hungary, although those programs have apparently reduced inequality.  However, he notes that, in Russia, unreformed and universally available pension and social assistance systems have increased inequality, and that Russia has a regressive tax system, in contrast to the more progressive ones in the Czech and Slovak Republics.  

     Thus, the relation between income distribution and the informal economy is uncertain in general, and a larger share of informal activity might be negatively correlated with income inequality.  Given the social disorientation and alienation associated with the upheavals occurring in the transition economies, we should not be surprised to observe large increases in income inequality, collapses of tax revenues, and large increases in shares of the informal economy.

3. ESTIMATING THE INFORMAL SECTOR IN TRANSITION ECONOMIES

     For our measure of the share of the informal sector in the economy, we follow the approach of Johnson, Kaufmann, and Shleifer (1997).  Electricity consumption is taken as an index of true economic output and compared with officially measured GDP to come up with an estimate of the share of the informal sector.  This approach has some problems; the authors eliminate Armenia and Kyrgyzstan from their sample because of apparently unstable electricity/GDP ratios due to war and to changing electricity consumption patterns, respectively.  However, this approach has the virtue of providing numbers for something that is inevitably very hard to measure, even though it may fail to capture such things as unofficial service activities.  The authors provide estimates of the relative sizes of the informal economies in 17 transition economies for the years 1989 to 1995 (ibid., p. 183).  Nevertheless, we recognize that these data are not ideal and that they may be seriously inaccurate for some countries, Uzbekistan being one distinct possibility.8
     Schneider and Enste (1998) survey studies that have measured the size of shadow economies around the world.  In addition to the electricity input method used by Johnson, Kaufmann, and Shleifer (1997),9 the most widely used technique has been the currency demand approach of Tanzi (1980), who measured the informal economy in the United States.  This approach requires a stable demand for currency in the formal economy and does not capture barter transactions.  Related measures consider the cash to deposits ratio (Gutmann, 1977) or use a transactions approach that assumes a stable velocity of money (Feige, 1986).  Other approaches attempt to model the unofficial economy as an unobserved variable related to a series of other variables (Frey and Weck-Hannemann, 1984).  

     Schneider and Enste (1998) list other approaches to estimating the informal economy.  For Canada, Germany, the United Kingdom, Italy, and the United States, averages for these five countries as a group range from 24.4 percent to 3.1 percent.  From highest to lowest average, the measures are: the discrepancy between actual and official labor force participation, the discrepancy between expenditure and income in the national income and product accounts, results from tax auditing, and results from surveys of income.  For these countries, the electricity input method provided a mid-range value of 12.7 percent.  

     For transition economies, electricity input is the only method that has been used in the recent period to make such estimates.  All other methods make assumptions that are less defensible, whereas, with a few exceptions, the technology of electricity production and consumption has not changed much in the early transition period in most countries.  Also, all methods face the problem of considering a base year when the unofficial economy was presumably zero.

     Although they favor slightly the currency demand approach for studying the informal sector in advanced market capitalist economies, Schneider and Enste (1998) endorse the use of the electricity input method in transition economies where financial sectors are in complete upheaval but electricity sectors are relatively stable technologically and in terms of demand patterns.  Thus, we use the electricity input method in our study.  

     In particular, we use the estimates from Johnson, Kaufmann, and Shleifer (1997, p. 183).  For non-Soviet countries, we use the 1989 numbers for a base year and, for the Soviet ones, we use 1990 for a base year.  For 1993-1994, we use the average of the numbers for those two years for all sample countries, except in Georgia for which the 1995 figure is used.

4. ESTIMATING INCOME INEQUALITY IN TRANSITION ECONOMIES

     We obtained data on Gini coefficients for 16 of the 17 countries in the sample of Johnson, Kaufmann, and Shleifer, the only exception being Azerbaijan for which data are unavailable.  The Gini coefficient measures the percentage of area under a Lorenz curve of perfect equality that lies between it and the actual Lorenz curve of a society, with higher Gini coefficients indicating greater income inequality.  Although presenting an overall picture, the Gini coefficient is less effective at indicating what is happening at the extremes of the distribution than such alternatives as the decile ratio or the Atkinson index (Sundrum, 1990).  Galbraith, Jiaqing, and Darity (1999) argue in favor of the Theil index of interindustry wage inequality, although this is unavailable for most of the countries in our sample.  These measures are strongly, but not perfectly, correlated with each other (Sundrum, 1990; Smeeding, 1996).  However, the Gini coefficient is a widely available, if imperfect, measure for a larger sample of transition economies.  

     A bias that may weaken our results is the possible relationship between the level of corruption and the degree of unreliability of data.  We have seen doubts raised about Uzbekistans electricity consumption numbers.  Likewise, we might expect more corrupt economies to understate income inequalities.  To the extent that measures of income distribution reflect only officially reported income and thus miss the unreported income that we expect to be more unequally distributed than the officially reported income data, this bias arises.10 

     Even without a conscious bias, many official surveys covered only employees in state-owned enterprises for a long time.  Atkinson and Micklewright (1992, p. 260) document that, for Poland, only the state sector surveyed and the response rate was only 58.4 percent.  Even in 1989, one third of the labor force was not in the state sector in Poland.  Brainerd (1998) documents a greater equality of wages in the state sector than in the private sector for Russia.  Keane and Prasad (1998) report that, correcting for the earlier failure to survey the private sector in Poland, eliminates the increases in income inequality that appear in official data during the transition.  Problems regarding changes in survey techniques are rampant for all of the former Soviet republics (Goskomstat Rossii, 1997), although apparently Hungary had begun to survey private sector workers starting in the early 1980s (Atkinson and Micklewright, 1992, p. 254).

     Yet another source of bias in looking over time is the existence of unreported non-pecuniary benefits of the nomenklatura elites before the transition that have since disappeared.  However, this bias may be offset somewhat by the unreported increases in the prices of basic services for most citizens that have occurred during the transition. 

     Faced with sources offering in some cases noticeably different estimates, we have taken means of the estimates from several studies of income distribution (Atkinson and Micklewright, 1992; Corricelli, 1997; Honkkila, 1997; World Bank, 1997; Popov, 1998, and Aghion and Commander, 1999).  The largest and most consistent set of numbers for the period covered by Johnson, Kaufmann, and Shleifer is for the period 1993-94 with Gini coefficients for 15 of the nations in their sample.  We also found base year Gini coefficients for 1987-88 and 1989 for these countries.  One exception is Georgia for which we could find Gini coefficients only for 1989 and 1996, (Aghion and Commander, 1999, p. 277).  This explains our use of 1995 for Georgian electricity consumption as 1996 is unavailable.

     Our Gini coefficient estimates for the base year periods came from Corricelli (1997) and Honkkila (1997) for 1987 to 1988 and from Atkinson and Micklewright (1992) and Aghion and Commander (1999) for 1989.  Corricelli (1997) and Honkkila (1997) also provide numbers for 1993-94 averaged.  The World Bank (1997) provides numbers for 1993 for some countries and Popov provides numbers for both 1993 and 1994 for Russia only. 

     Many of Corricellis numbers come from Milanovic (1996).11  Although widely cited, there are many unanswered questions regarding his data, including the problem of variations in the groups surveyed from country to country.  There appears to be no way to resolve these and other problems with these data.  Honkkila (1997) is an important source, providing numbers for all sample countries except Georgia for both periods.  Unfortunately, he does not indicate how his data are estimated, although they are drawn from Deininger and Squire (1996), World Bank (1996), Milanovic (1996), and several United Nations Development Reports.

     Popovs (1998) data for Russia comes largely from Goskomstat, now a Russian rather than Soviet statistical agency.  Goskomstat Rossii (1997) reports a major break in data gathering and reporting with the collapse of the Soviet Union at the end of 1992.  It is unclear whether this is responsible or not for the reported enormous increase in the Gini coefficient between 1992 and 1993 from .298 to .398.  There is much controversy about the Russian data and some studies show high Gini coefficients for Russia already in 1992, such as Smeeding (1996)12 with .44 and Commander, Tolstopiatenko, and Yemtsov (1999) with estimates ranging from .419 to .484.  Fortunately, there is more agreement about the coefficient among the various sources for Russia in 1993 and 1994, but it must be kept in mind that Russia is much larger and contains more internal regional variation than the other countries in the sample.13    

     Table 5 from the Selected World Development Indicators in World Bank (1997) also provides input for some of the 1993 numbers.  Little is said about the methods of collection or sources for these numbers; they are compiled by a different group than the one responsible for the data in World Bank (1996), a major source for Honkkila (1997).  Pomfret (1998) argues that the World Bank estimates are generally more comprehensive and thus more accurate than most national surveys.

     Aghion and Commander (1999), our source for Georgia data in 1989 and 1996, do not describe their data sources or methods of collection, although the data are probably from the European Bank for Reconstruction and Development (EBRD).  These authors argue that income inequality peaked in 1994 for many transition economies and that there is, thus, a Kuznets curve effect at work in those transition economies.

     Table 1 shows the raw Gini coefficients that we use to calculate the averages for the earlier and later period Gini coefficients for our sample countries.  The Ginis are identified in columns by year and by source, indicated by letters: AC = Aghion and Commander (1999), AM = Atkinson and Micklewright (1992), C = Corricelli (1997), H = Honkkila (1997), P = Popov (1998), and W = World Bank (1997). 

[insert Table 1 here]

5. Empirical Analysis

     In Table 2, we present the data used in our empirical analysis.  We calculate changes in the informal economy shares and in the Gini coefficients from the base years to 1993-94 or 1996.  In Table 2, the first column shows the share of GDP in the informal economy in 1993-94 or 1996.  The second column shows the Gini coefficient of income for 1993-94 or 1996 as an average of figures presented in Table 1.  The third column shows the change in the percentage of informal share of GDP from the base year (1989 for non-Soviet nations and Georgia, 1990 for formerly Soviet ones except Georgia) to 1993-94 or 1996, and the fourth column shows the change in the Gini coefficient from a base period in the late 1980s to 1993-94 or 1996.

[insert Table 2 here]

     We also present these data in Figures 1 and 2 respectively, with Figure 1 showing the first two columns against each other and Figure 2 showing the second two columns against each other.

[insert Figures 1 and 2 here]  

     The correlation coefficient between the level of the Gini coefficient and the share of the unofficial sector in 1993-94 is 0.760569.  The correlation coefficient between the change in the Gini coefficient between the two time periods and the change in the share of the unofficial sector is 0.705236.  The former is a stronger relationship than the latter, although not by too much.  Bivariate OLS regressions between these pairs of variables show that significance levels for the respective relationships at the .06 percent (.0006) and the .2 percent (.002) levels, respectively.14  The levels relationship is more significant than the changes relationship, just as the correlation coefficient is higher also for that relationship.

     These are very simple estimates, just correlation coefficients with supporting bivariate regressions.  They would vary under different specifications, including multiple regressions with other variables or more complicated functional forms.  The list of other possible variables includes: changes in the work force, education levels, unemployment rates, inflation rates, housing market or (re)construction measures, average wages relative to social safety nets, poverty rates, economic liberalization indexes, corruption indexes, political freedom indexes.  Even if such data were available for our full sample, we lack degrees of freedom for dealing with very many of these in a multiple regression.  

     These estimates must be viewed with caution given the questionable nature of the data.  No causal directions should be inferred from such simple estimates.  Nevertheless, there appear to be substantial relationships between the levels of informal shares of GDP and Gini coefficients and also between their changes, as we have hypothesized, however these relationships might be interpreted for policy analysis.  These relationships have not been formally tested for before by other researchers to the best of our knowledge. 

     To characterize further the data, it is useful to consider where different countries lie in Figures 1 and 2 relative to the means of the two variables in each figure.  There are five countries above the means for all four variables: Georgia, Ukraine, Russia, Moldova, and Lithuania.  All of these are former Soviet republics, although they vary in their levels of economic and political freedom as measured by Murrell (1996) and by de Melo and Gelb (1996).  Georgia and Ukraine appear as very unreformed on such measures, Lithuania as quite reformed, with Russia and Moldova somewhat more intermediate.  

     There are six countries that are below the means for all four variables: Slovakia, Belarus, Romania, the Czech Republic, Poland, and Hungary.  Notably, all four of the fairly reformed Visegrád countries are in this group, although Poland barely makes it on the income inequality variable and Hungary barely makes it on the share of GDP in the informal economy variable.  However, this group also includes somewhat intermediate Romania and very unreformed Belarus.  The latter may represent the persistence of the old system with all its virtues and flaws, in contrast to its unreformed neighbor, Ukraine, which seems to have only the flaws of the old system, at least from an economic perspective.

6. SUMMARY AND CONCLUSIONS

     The main hypothesis of this paper is that there is a link between the degree of income inequality and the share of an economy that is in the informal sector.  For a sample of 16 transition economies, we find significant empirical support for the hypothesis.  We also find the relationship between the changes in these two variables to be significant and positive.  However, we caution that the data used have many problems.

     Any policy implications can be inferred only with caution.  Among the reformed economies with low informal shares, we find evidence of redistributive social safety nets, especially in the four Visegrád countries.  Although there are theoretical arguments to the contrary, our analysis is consistent with the possibility that an appropriately structured policy of preserving more income equality might also help to check the growth of the informal economy in some transition economies.  However, the direction of causation in these relationships remains untested and unknown.

1. We acknowledge comments, receipt of research materials, or other assistance from Daniel Berkowitz, John Bonin, Simon Commander, Joanne Doyle, Philip Heap, David Horlacher, Amanda Hubbard, Branko Milanovic, Vladimir Popov, Friedrich Schneider, András Simonovits, Timothy Smeeding, the late Lynn Turgeon, and two anonymous referees.  The usual caveat regarding responsibility for errors applies.

2. Knack and Kiefer (1997) find, for a group of OECD countries, that trust and cooperation correlate with economic activity.  Trust and cooperation also correlate with constraints on executive authority, education levels and income, degree of ethnic homogeneity, and the degree of income equality.

3.  Other adjectives besides informal include unofficial, shadow, irregular, underground, subterranean, black, hidden, and occult.  Although possibly having distinct meanings, we view these as referring to economic activity not reported to governments and on which taxes are not paid. 

4. Putnams remark may be misplaced.  Shleifer and Vishny (1998, pp. 242-243) find that Russia has the highest level of trust among eleven transition economies, although it was much lower on measures of civic involvement.  Slovakia is second lowest on trust but behind only the Baltic states on measures of civic involvement.

5. These arguments could also apply to the distribution of wealth.  Honkkila (1997) and Kotz and Weir (1997) discuss this in relation to transition privatization programs.

6. Johnson, Kaufmann, and Shleifer (1997) present a model with three equilibria: one with no informal sector, one with no formal sector or taxes or public goods, and an intermediate unstable one.  Probably no transition economy is in equilibrium.

7. In a careful panel data study of property crime across states in the U.S., Doyle, Ahmed, and Horn (1999) find that this apparent relationship disappears when other variables are introduced, such as minimum wage rates, that are correlated with income equality.  We lack sufficient data to distinguish such effects.  Also, the variation in their panel, both across the U.S. states and over time, is not as great as in our sample.

8. Goldman (1997) questions specifically the low informal share numbers for Uzbekistan, the lowest in the sample.  During the Soviet era, Uzbekistan massively misreported cotton production to GOSPLAN, and large-scale bribery was associated with that misreporting.

9. Lackó (1996) focuses on electricity use in households only.  This requires strong assumptions, although it may correct for a possible overestimate in Russia due to a large increase in its electricity-intensive aluminum output.  Both of these approaches are subject to possible misreporting or falsification of electricity consumption data, which anecdotal evidence suggest occurs in some transition countries.

10. Kolev (1998) provides evidence that informal sector wages in Russia are more unequally distributed than are formal sector wages.  Informal job holding is not solely a safety valve for low paid rationed individuals in the regular labour market.  It seems also to be a way for well paid individuals and the nouveaux riches to use their privileged position in the main economy and to make additional money. (ibid., p. 25)

11. For a more thorough discussion of his data and methods, see Milanovic (1998).

12. Smeedings (1996) data are drawn largely from the excellent Luxemburg Income Study, but unfortunately this study does not correspond with our years of interest and so we do not use it.  The same timing problem applies to studies by Niggle (1997) and Torrey, Smeeding, and Bailey (1999).

13. Berkowitz and Mitchneck (1992) provide data on fiscal decentralization from the Soviet period for Russia while Becker and Hemley (1996) report on changes in Russian regional income and social indicators.  McIntyre (1998) describes local efforts in the Ulyanovsk oblast to maintain lower prices for foodstuffs and to retain a more intact social safety net than in the rest of Russia, although this outcome involves policies that may not be more generally applicable, such as restricting food exports.

14. The significance levels for bivariate regressions do not change when variables are interchanged between the right-hand and the left-hand sides of the equation.  The details of these OLS regressions are available from the authors on request.
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           Table 1: Raw Gini Coefficients

______________________________________________________________

Countries    1987-88    1989    1993    1994     1993-94

             C    H    AM   AC  P   W     P     C    H   AC   

Bulgaria    .25  .23  .30                      .34  .34

Czech Rep.  .19  .19  .20  .20                 .19  .26

Hungary     .21  .21  .25  .25      .27        .23  .238

Poland           .26  .27  .27                      .31

Romania     .23  .23                .255       .29  .29 

Slovakia    .20  .20  .20                      .20  .20

Belarus     .23  .238               .216            .28

Estonia     .23  .298               .392            .39

Georgia                    .29                           .56

Kazakhstan  .26  .289               .327            .33

Latvia      .23  .274               .27             .27

Lithuania   .23  .278               .336            .36

Moldova     .24  .28                                .36

Russia      .24  .28       .28 .398 .496  .409      .48  

Ukraine     .23  .235                               .33

Uzbekistan  .28  .304                                .31

______________________________________________________________

Table 2: Informal Sector Shares, Income Inequality in End Years, and Changes from Base Years in Both Variables 

______________________________________________________________

Country   % Informal Share  Gini Coeff.  % Informal    Gini  Bulgaria         29.5         .340           6.7         .110

Czech Rep.       17.2         .239          11.2         .035

Hungary          28.1         .243           1.1         .020

Poland           15.8         .310           0.1         .045

Romania          16.9         .278          -5.4         .048  Slovakia         15.4         .200           9.4         .000

Belarus          15.0         .248          -0.4         .014  Estonia          24.6         .392           5.7         .127

Georgia          62.6         .560          37.7          .270 

Kazakhstan       30.6         .328          13.6         .056

Latvia           32.6         .270          19.8          .018  Lithuania        30.2         .348          18.9         .100

Moldova          36.8         .360          18.7         .111

Russia           38.5         .446          23.8         .186

Ukraine          41.8         .330          25.5         .098

Uzbekistan        9.8         .330          -1.6         .067

Sample Means     27.8         .326          11.6          .082 

