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:H DSSO\ VHYHUDO ZHOO�EHLQJ PHDVXUHV WKDW FRPELQH DYHUDJH LQFRPH ZLWK D
PHDVXUH RI LQHTXDOLW\ WR LQWHUQDWLRQDO DQG LQWHUWHPSRUDO FRPSDULVRQV RI ZHOO�
EHLQJ LQ WUDQVLWLRQ FRXQWULHV� 2XU ZHOO�EHLQJ PHDVXUHV GUDVWLFDOO\ FKDQJH WKH
LPSUHVVLRQ RI OHYHOV DQG FKDQJHV LQ ZHOO�EHLQJ FRPSDUHG WR D WUDGLWLRQDO UHOLDQFH
RQ LQFRPH PHDVXUHV� 'XH WR ORZ LQHTXDOLW\ DQG PRGHUDWH LQFRPH OHYHOV� VRFLDOLVW
FRXQWULHV HQMR\HG UHODWLYHO\ KLJK OHYHOV RI HFRQRPLF ZHOO�EHLQJ� ,Q WKH WUDQVLWLRQ
SURFHVV� ULVLQJ LQHTXDOLW\ DQG IDOOLQJ LQFRPHV KDYH OHG WR D GUDPDWLF DEVROXWH
GHFOLQH LQ ZHOO�EHLQJ DQG D FRQVLGHUDEOH GURS LQ UHODWLYH ZHOO�EHLQJ YLV�j�YLV QRQ�
WUDQVLWLRQ FRXQWULHV� :H DOVR ILQG D FORVH FRUUHODWLRQ EHWZHHQ LQFRPH ORVVHV DQG
LQHTXDOLW\ LQFUHDVHV� :KLOH WKH WUDQVLWLRQ KDV EHHQ VXFFHVVIXO LQ H[SDQGLQJ
SROLWLFDO DQG FLYLO ULJKWV� RXU LQGLFDWRUV VXJJHVW WKDW PRVW WUDQVLWLRQ FRXQWULHV DUH
VWLOO EHORZ WKH OHYHO RI HFRQRPLF ZHOO�EHLQJ RI WKH ODWH ����V�

-(/ FODVVLILFDWLRQ� '�� 2��� 3���
.H\ZRUGV� WUDQVLWLRQ HFRQRPLHV� ZHOO�EHLQJ� LQHTXDOLW\� LQFRPH GLVWULEXWLRQ�

                                                     
1 :H ZRXOG OLNH WR WKDQN 7RQ\ $WNLQVRQ IRU KHOSIXO GLVFXVVLRQV RQ WKLV WRSLF� ,Q DGGLWLRQ� ZH ZDQW WR
WKDQN .ODXV 'HLQLQJHU IRU SURYLGLQJ DQ XSGDWH WR WKH 'HLQLQJHU�6TXLUH GDWDVHW� %UDQNR 0LODQRYLF IRU
SURYLGLQJ FRXQWU\ GDWD VKHHWV IRU WUDQVLWLRQ FRXQWULHV� DQG 7KHVLD ,� *DUQHU IRU RUJDQL]LQJ WKH VHVVLRQ DW
WKH ,$5,: &UDFRZ 0HHWLQJV� )LQDOO\� ZH WKDQN $QGUHD %UDQGROLQL� 7KHVLD ,� *DUQHU� 6WHSKHQ -HQNLQV�
%UDQNR 0LODQRYLF� /DUV 2VEHUJ� *UDKDP 3\DWW� 8W]�3HWHU 5HLFK� 0LFKDHO :DUG� DQG WZR DQRQ\PRXV
UHIHUHHV IRU KHOSIXO FRPPHQWV RQ DQ HDUOLHU YHUVLRQ RI WKLV SDSHU�
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���,QWURGXFWLRQ�

,W LV ZHOO NQRZQ WKDW PDQ\ WUDQVLWLRQ FRXQWULHV� VXIIHUHG IURP VHYHUH FRQWUDFWLRQV
LQ LQFRPH OHYHOV� :KLOH LQ VRPH FRXQWULHV� WKH HFRQRPLHV KDYH UHFHQWO\ VWDELOL]HG
DQG UHWXUQHG WR SRVLWLYH LQFRPH JURZWK� LQ RWKHUV WKH FRQWUDFWLRQ KDV FRQWLQXHG
WR WKLV GD\� %\ ����� RQO\ ILYH FRXQWULHV KDG PDQDJHG WR VXUSDVV WKH SHU FDSLWD
LQFRPH OHYHO WKH\ KDG LQ ���� �VHH )LJXUH ��� PDQ\ DUH VWLOO EHWZHHQ ��²�� SHU FHQW
EHORZ WKDW OHYHO� ,Q IDFW� 0LODQRYLF ������ GHPRQVWUDWHV WKDW WKH LQFRPH ORVVHV
VXIIHUHG E\ PDQ\ WUDQVLWLRQ FRXQWULHV DUH KLJKHU DQG PRUH SHUVLVWHQW WKDQ WKH\
ZHUH GXULQJ WKH *UHDW 'HSUHVVLRQ LQ WKH :HVWHUQ FDSLWDOLVW ZRUOG�

Figure 1. Real per capita income ratio, 1999 to 1988 

Source: World Bank (1999, 2000). 
Note: For 1988, income data were not available for Moldova, Russia and Slovenia. We 
use data for 1986, 1990 and 1992, respectively. 

$W WKH VDPH WLPH� LQFRPH LQHTXDOLW\ KDV LQFUHDVHG LQ PRVW WUDQVLWLRQ
HFRQRPLHV� D VXEMHFW WKDW KDV DOVR UHFHLYHG FRQVLGHUDEOH DWWHQWLRQ LQ WKH OLWHUDWXUH
�H�J�� 0LODQRYLF� ����� $WNLQVRQ DQG 0LFNOHZULJKW� ����� )OHPPLQJ DQG
0LFNOHZULJKW� ����� .ODVHQ� ����D�� 7KH HFRQRPLF ZHOIDUH LPSOLFDWLRQV RI WKHVH

                                                     
� :H ZLOO IRFXV RXU DWWHQWLRQ RQ WKH WUDQVLWLRQ FRXQWULHV RI (DVWHUQ (XURSH DQG WKH IRUPHU 6RYLHW 8QLRQ�

&RXQWULHV VXFK DV &KLQD� 9LHWQDP DQG /DRV DUH QRW LQFOXGHG LQ WKH DQDO\VLV� DOWKRXJK ZH ZLOO GUDZ RQ
&KLQD IRU FRPSDUDWLYH SXUSRVHV�
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WZR GHYHORSPHQWV� GHFOLQLQJ LQFRPHV DQG ULVLQJ LQHTXDOLW\� KDYH EHHQ VWXGLHG
PXFK OHVV� $ EURDG UDQJH RI SKLORVRSKLFDO DSSURDFKHV WR WKH PHDVXUHPHQW RI
ZHOIDUH �UDQJLQJ IURP XWLOLWDULDQLVP ZLWK VRPH YHU\ UHDVRQDEOH DVVXPSWLRQV
DERXW XWLOLW\ IXQFWLRQV WR 5DZOVLDQ UHDVRQLQJ RU 6HQ·V FDSDELOLW\ DSSURDFK� ZRXOG
VXJJHVW WKDW� FHWHULV SDULEXV� ULVLQJ LQFRPH LQHTXDOLW\ UHGXFHV DJJUHJDWH ZHOO�EHLQJ�
,Q IDFW� WKHUH H[LVWV D UDQJH RI PHDVXUHV IRU ZHOO�EHLQJ WKDW PDNH XVH RI WKLV
LQVLJKW DQG FRPELQHV PHDQ LQFRPH ZLWK VRPH PHDVXUH RI LQFRPH LQHTXDOLW\ WR
DUULYH DW EHWWHU PHDVXUHV RI HFRQRPLF ZHOIDUH WKDQ DYHUDJH LQFRPH DORQH �H�J��
$WNLQVRQ� ����� 6HQ� ����� 'DJXP� ����� -HQNLQV� ������ 7KLV SDSHU DSSOLHV WKHVH
FRPELQHG LQGLFDWRUV RI PHDQ LQFRPH DQG LWV GLVWULEXWLRQ WR DUULYH DW D PRUH

DFFXUDWH VXPPDU\ DVVHVVPHQW RI OHYHOV DQG FKDQJHV LQ ZHOO�EHLQJ LQ WUDQVLWLRQ
FRXQWULHV�

:H ILQG WKDW WKH PHDVXUHV WKDW LQFOXGH LQFRPH LQHTXDOLW\ LQ WKH DVVHVVPHQW RI
ZHOO�EHLQJ KDYH D VLJQLILFDQW LQIOXHQFH RQ DEVROXWH OHYHOV RI ZHOO�EHLQJ DQG
FRPSDULVRQV RI ZHOO�EHLQJ EHWZHHQ WUDQVLWLRQ FRXQWULHV DQG FRPSDUDEOH PLGGOH�
LQFRPH FRXQWULHV� 3ULRU WR WKH WUDQVLWLRQ� PRGHUDWH LQFRPH OHYHOV DQG ORZ
LQHTXDOLW\ WUDQVODWHG LQWR IDLUO\ KLJK OHYHOV RI ZHOO�EHLQJ DV PHDVXUHG E\ RXU
LQGLFDWRUV� 7KH QDWXUH RI LQFRPH LQHTXDOLW\ LQ VRFLDOLVW FRXQWULHV DOVR GLIIHUHG
IURP WKDW RI RWKHU FRXQWULHV DQG ZDV FKDUDFWHUL]HG E\ SDUWLFXODUO\ KLJK LQFRPH
VKDUHV RI WKH SRRUHVW TXLQWLOH� $IWHU WKH WUDQVLWLRQ� UHGXFHG LQFRPH OHYHOV DQG
PXFK KLJKHU LQHTXDOLW\ KDYH OHG WR D GUDPDWLF ZRUVHQLQJ LQ UDQNLQJ RI PRVW
WUDQVLWLRQ FRXQWULHV� 7KLV GHFOLQH LV PXFK PRUH SURQRXQFHG IRU PRVW VXFFHVVRU
VWDWHV RI WKH 6RYLHW 8QLRQ WKDQ IRU &HQWUDO DQG (DVWHUQ (XURSHDQ FRXQWULHV�
0RUHRYHU� GHWHULRUDWLRQV LQ ZHOO�EHLQJ DUH XQGHUVWDWHG XVLQJ LQFRPH PHDVXUHV
DORQH� 2QFH ZRUVHQLQJ LQHTXDOLW\ LV FRQVLGHUHG� WKH ZHOO�EHLQJ ORVVHV LQ WUDQVLWLRQ
FRXQWULHV DUH PXFK ODUJHU� ,Q WKDW FRQWH[W� ZH QRWH WKDW WKHUH DSSHDUV WR EH D
SRVLWLYH FRUUHODWLRQ EHWZHHQ WKH LQFRPH ORVV DQG WKH GHWHULRUDWLRQ RI LQHTXDOLW\�
7KXV RXU LQGLFDWRUV JHQHUDOO\ DFFHQWXDWH WKH GLIIHUHQFH EHWZHHQ WKH SRRU
HFRQRPLF SHUIRUPHUV ZKR RIWHQ KDG VKDUSO\ ULVLQJ LQHTXDOLW\ DQG WKH EHWWHU
HFRQRPLF SHUIRUPHUV ZKR WHQGHG WR KDYH PRUH PRGHUDWH LQFUHDVHV LQ LQHTXDOLW\�
)LQDOO\� WKHUH DSSHDUV WR EH IDLUO\ FORVH DJUHHPHQW EHWZHHQ RXU PHDVXUH RI ZHOO�
EHLQJ DQG RWKHU LQGLFDWRUV RI KXPDQ GHYHORSPHQW WKDW JR EH\RQG WKH IRFXV RQ
LQFRPH �VHH DOVR .ODVHQ� ����D�� ,Q FRQWUDVW� LQGLFDWRUV RI SROLWLFDO DQG FLYLO
OLEHUWLHV KDYH LPSURYHG GUDPDWLFDOO\ DQG DUH WKXV DW YDULDQFH ZLWK WKH FKDQJHV LQ
HFRQRPLF ZHOO�EHLQJ ZH REVHUYH LQ WUDQVLWLRQ FRXQWULHV�

7KH SDSHU LV RUJDQL]HG DV IROORZV� WKH QH[W VHFWLRQ GLVFXVVHV WKH WKHRUHWLFDO
LVVXHV LQYROYHG LQ FRPSDULQJ ZHOO�EHLQJ DFURVV VSDFH DQG WLPH� 6HFWLRQ �
GLVFXVVHV WKH PHDVXUHV RI ZHOO�EHLQJ XVHG LQ WKLV SDSHU� 6HFWLRQ � SUHVHQWV WKH
GDWD� 6HFWLRQ � FRQWDLQV WKH UHVXOWV IRU WKH LQWHUQDWLRQDO DQDO\VLV� 6HFWLRQ �
GHVFULEHV WKH UHVXOWV IURP VHQVLWLYLW\ DQDO\VHV� 6HFWLRQ � SUHVHQWV FRPSDULVRQV
DFURVV WLPH� DQG 6HFWLRQ � FRQFOXGHV�
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���7KH�WKHRU\�RI�ZHOO�EHLQJ�DQG�UHDO�LQFRPH�FRPSDULVRQV��

'HVSLWH D ORQJ KLVWRU\� WKH WKHRU\ RI ZHOO�EHLQJ FRPSDULVRQV DFURVV VSDFH DQG
WLPH FRQWLQXHV WR EH EHVHW ZLWK FRQFHSWXDO DQG SUDFWLFDO SUREOHPV� (YHU VLQFH LW
EHFDPH HYLGHQW WKDW VRFLDO FKRLFH WKHRU\ ZDV QRW \LHOGLQJ DFFHSWDEOH� SURFHGXUHV
IRU PDNLQJ FRPSDUDWLYH RU LQWHUWHPSRUDO VRFLDO ZHOIDUH MXGJHPHQWV� VRFLDO
ZHOIDUH MXGJHPHQWV KDYH EHHQ EDVHG RQ D[LRPDWLF DSSURDFKHV WR ZHOIDUH
PHDVXUHPHQW� 7KRVH DUH EDVHG RQ D FRQFHSWXDOL]DWLRQ RI ZKDW FRQVWLWXWHV ZHOIDUH
DQG WKH VXEVHTXHQW GHULYDWLRQ RI DQ LQGLFDWRU WKDW� XQGHU FHUWDLQ VWDWHG
DVVXPSWLRQV� FDQ DGHTXDWHO\ PHDVXUH WKH FKRVHQ FRQFHSW�

$SSO\LQJ VXFK PHDVXUHV WR FRPSDULVRQV DFURVV VSDFH DQG WLPH JHQHUDWHV
DGGLWLRQDO FRQFHSWXDO SUREOHPV� ZKLFK DUH GLVFXVVHG LQ GHWDLO LQ 6HQ ������ �������

,Q SUDFWLFH� WKH PRVW FRPPRQO\ XVHG LQGLFDWRU IRU ZHOIDUH FRPSDULVRQV DFURVV
VSDFH DQG WLPH LV UHDO SHU FDSLWD LQFRPH� ,W FDQ EH GHULYHG IURP XWLOLWDULDQ ZHOIDUH
HFRQRPLFV DVVXPLQJ LGHQWLFDO FDUGLQDO XWLOLW\ IXQFWLRQV WKDW DUH OLQHDU LQ LQFRPH�
HTXDO GLVWULEXWLRQV RI LQFRPHV� RU DQ ¶RSWLPDO· LQFRPH GLVWULEXWLRQ LQ WKH VHQVH
WKDW NHHSV WKH ¶HWKLFDO ZRUWK RI HDFK SHUVRQ·V PDUJLQDO GROODU HTXDO· �6DPXHOVRQ�
����� S������ $OO WKUHH VHWV RI DVVXPSWLRQV DUH EHVHW ZLWK SUREOHPV� ,Q SDUWLFXODU�
LJQRULQJ WKH LPSDFW RI LQFRPH GLVWULEXWLRQ RQ ZHOO�EHLQJ� ZKLFK LV LQKHUHQW LQ DOO
WKUHH VHWV RI DVVXPSWLRQV� LV SDUWLFXODUO\ XQSDODWDEOH� ,Q IDFW� ERWK WKHRUHWLFDO
FRQVLGHUDWLRQV �H�J�� GHFOLQLQJ PDUJLQDO XWLOLW\ RI LQFRPH GHULYHG IURP FRQYH[
SUHIHUHQFHV� DV ZHOO DV HPSLULFDO REVHUYDWLRQV �H�J�� DERXW ULVN DYHUVLRQ DQG
LQVXUDQFH� FOHDUO\ VXJJHVW WKDW WKH H[LVWLQJ GLVWULEXWLRQ RI LQFRPHV LV QRW ¶RSWLPDO·
IURP D VRFLDO ZHOIDUH SRLQW RI YLHZ DQG WKDW XWLOLW\ IXQFWLRQV DUH QRW OLQHDU LQ
LQFRPH RU FRQVXPSWLRQ� ,QVWHDG� WKHVH FRQVLGHUDWLRQV SRLQW WR FRQFDYH XWLOLW\
IXQFWLRQV� L�H�� WKDW LQHTXDOLW\ UHGXFHV DJJUHJDWH ZHOIDUH� DV WKH PDUJLQDO XWLOLW\ RI
LQFRPH DPRQJ WKH SRRU LV PXFK KLJKHU WKDQ DPRQJ WKH ULFK��

                                                     
� $FFHSWDEOH LV PHDQW LQ WKH VHQVH RI REH\LQJ PLQLPDO UHTXLUHPHQWV VXFK DV WKH IRXU FRQGLWLRQV VWDWHG E\
$UURZ LQ KLV IDPRXV LPSRVVLELOLW\ UHVXOW �$UURZ� ������
� 6HH *U�Q DQG .ODVHQ ������ IRU D VXPPDU\ RI WKHVH LVVXHV� 0RUHRYHU� WKH FRPSDUDELOLW\ RI SULFHV WKURZV
XS DQRWKHU SUREOHP� QDPHO\ RI WKH DSSURSULDWH H[FKDQJH UDWH IRU LQWHUQDWLRQDO ZHOO�EHLQJ FRPSDULVRQV�
8QWLO UHFHQWO\� PRVW UHDO�LQFRPH FRPSDULVRQV ZHUH EDVHG RQ RIILFLDO H[FKDQJH UDWHV GHVSLWH WKH NQRZOHGJH
WKDW WKH\ DUH RIWHQ GLVWRUWHG� ,Q UHFHQW \HDUV� WKH ,QWHUQDWLRQDO &RPSDULVRQ RI 3ULFHV 3URMHFW KDV JHQHUDWHG
SXUFKDVLQJ SRZHU SDULW\ HVWLPDWHV RI *'3 DQG *13 EDVHG RQ LQWHUQDWLRQDO SULFHV WKDW WU\ WR DGGUHVV WKLV
SDUWLFXODU VKRUWFRPLQJ� :KLOH WKLV VKRXOG GHDO ZLWK WKH SUREOHP LQ WKHRU\� D QXPEHU RI XQFHUWDLQWLHV DUH
LQYROYHG ZLWK WKH SUDFWLFDOLWLHV RI WKHVH FDOFXODWLRQV �VHH EHORZ�� 3XUFKDVLQJ 3RZHU 3DULW\ DSSURDFKHV
VKRXOG DOVR OHDG WR LPSURYHG HVWLPDWHV RI *13 DQG *'3 LQ SUH�WUDQVLWLRQ HFRQRPLHV ZKHUH WKH GRPHVWLF
SULFHV ZHUH VXEVWDQWLDOO\ GLIIHUHQW IURP SULFHV LQ PDUNHW HFRQRPLHV� $W WKH VDPH WLPH� VXFK FRPSDULVRQV
ZLOO VWLOO KDYH WR IDFH WKH SUREOHP RI GLIIHUHQW SURGXFW TXDOLW\ EHWZHHQ VRFLDOLVW DQG FDSLWDOLVW HFRQRPLHV�
ZKLFK PLJKW OHDG WR DQ RYHUVWDWHPHQW RI LQFRPHV LQ VRFLDOLVW FRXQWULHV� )RU D GLVFXVVLRQ VHH 6XPPHUV DQG
+HVWRQ �������
� )RU D IXOO GLVFXVVLRQ RI WKHVH DVVXPSWLRQV DQG WKHLU VKRUWFRPLQJV� UHIHU WR *U�Q DQG .ODVHQ �������
� 7KLV LV LQKHUHQW DOVR LQ WKH DSSURDFK WDNHQ E\ *UDDI ������ DQG 6HQ ������ ZKR WUHDW WKH VDPH JRRG JRLQJ
WR WZR GLIIHUHQW SHRSOH DV WZR GLIIHUHQW JRRGV DQG WKXV H[SOLFLWO\ GR DZD\ ZLWK WKH GLVWLQFWLRQ EHWZHHQ
VL]H DQG GLVWULEXWLRQ RI LQFRPH DV WKH ¶ZHOIDUH GHSHQGV RQ WKHP ERWK·� �6HQ� ������
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1RQ�XWLOLWDULDQ YLHZV RI ZHOIDUH ZRXOG DOVR VXJJHVW WKDW LQFRPH LQHTXDOLW\
UHGXFHV DJJUHJDWH ZHOO�EHLQJ� )RU H[DPSOH� 6HQ·V FDSDELOLW\ DSSURDFK ZKLFK FDOOV
IRU D PD[LPL]DWLRQ RI SHRSOH·V FDSDELOLW\ WR IXQFWLRQ �H�J�� WKH FDSDELOLW\ WR EH
KHDOWK\� ZHOO�QRXULVKHG� DGHTXDWHO\ KRXVHG� HWF�� DOVR H[KLELWV GHFOLQLQJ PDUJLQDO
UHWXUQV LQ WKH LQFRPH VSDFH�� 6LPLODUO\� DSSOLFDWLRQ RI 5DZOVLDQ SULQFLSOHV ZRXOG
DOVR VXJJHVW WKDW ZHOIDUH LV KLJKHU LQ VRFLHWLHV ZKHUH LQHTXDOLW\ LV ORZHU �5DZOV�
�������

2QH DSSURDFK WKDW PD\ LPSURYH XSRQ WKH ZHOIDUH FRQWHQW RI UHDO LQFRPH
FRPSDULVRQV LV WKHUHIRUH WR MHWWLVRQ WKLV QHJOHFW RI LQFRPH GLVWULEXWLRQ DQG
LQFRUSRUDWH WKH QRWLRQ RI GHFOLQLQJ PDUJLQDO ZHOIDUH UHWXUQV RI LQFRPH� (DFK RI
WKH PHDVXUHV SURSRVHG LQ WKH QH[W VHFWLRQ GRHV SUHFLVHO\ WKLV LQ VOLJKWO\ GLIIHUHQW
ZD\V�

%HIRUH WXUQLQJ WR WKLV LVVXH� KRZHYHU� LW PD\ EH XVHIXO WR FRQVLGHU RQH H[SOLFLW
REMHFWLRQ WR WKH LQFRUSRUDWLRQ RI GLVWULEXWLRQDO LVVXHV LQ DQ DVVHVVPHQW RI ZHOO�
EHLQJ� ,Q SDUWLFXODU� LW PD\ EH DUJXHG WKDW UHGLVWULEXWLRQV UHGXFH WKH ORQJ�WHUP
JURZWK SRWHQWLDO RI DQ HFRQRP\ VR WKDW WKHUH PD\ EH D WUDGH�RII EHWZHHQ KLJKHU
ZHOO�EHLQJ DVVRFLDWHG ZLWK ORZHU LQHTXDOLW\ WRGD\ DQG ORZHU ZHOO�EHLQJ
DVVRFLDWHG ZLWK WKH VXEVHTXHQWO\ UHGXFHG HFRQRPLF JURZWK� :KLOH VXFK G\QDPLF
FRQVLGHUDWLRQV JR EH\RQG WKH VFRSH RI WKLV DQDO\VLV DQG ZRXOG� LQ DQ\ FDVH�
UHTXLUH WKH LQFOXVLRQ RI RWKHU G\QDPLF LVVXHV �H�J�� WKH UROH RI VDYLQJV DQG RI
GHSUHFLDWLRQ RI KXPDQ� QDWXUDO� DQG SK\VLFDO FDSLWDO LQ WKH ORQJ�WHUP ZHOO�EHLQJ
RI QDWLRQV�� WKHUH LV D JURZLQJ FRQVHQVXV WKDW WKLV WUDGH�RII EHWZHHQ HTXLW\ DQG
JURZWK GRHV QRW� LQ IDFW� H[LVW� ,Q IDFW� LI DQ\WKLQJ� WKH GHEDWH KDV UHFHQWO\ VKLIWHG
LQ WKH RSSRVLWH GLUHFWLRQ VXJJHVWLQJ WKDW KLJK LQLWLDO LQHTXDOLW\ ORZHUV VXEVHTXHQW
JURZWK SURVSHFWV �H�J�� 'HLQLQJHU DQG 6TXLUH� ����D� $OHVLQD DQG 5RGULN� �����
&ODUNH� ����� 3HUVVRQ DQG 7DEHOOLQL� ����� .ODVHQ� ������ :KLOH WKHVH ILQGLQJV DUH
VWLOO WHQWDWLYH DQG VXEMHFW WR VRPH GHEDWH�� WKH\ VXJJHVW WKDW WKH ROGHU FODLP� WKDW
KLJK LQHTXDOLW\ LV HVVHQWLDO IRU KLJK VXEVHTXHQW HFRQRPLF JURZWK� GRHV QRW VHHP
WR EH ERUQH RXW E\ WKH ZHLJKW RI WKH HYLGHQFH �VHH DOVR .ODVHQ� ����E��

���7KH�ZHOO�EHLQJ�PHDVXUHV�XVHG�

,Q WKLV VHFWLRQ ZH GHVFULEH VRPH PHDVXUHV WKDW MRLQWO\ FRQVLGHU SHU FDSLWD LQFRPH
DQG LWV GLVWULEXWLRQ� $OO VKDUH WKH IHDWXUH WKDW WKH\ FDQ EH VXPPDUL]HG E\ WKH
IROORZLQJ IRUPXOD�

                                                     
� )RU H[DPSOH� WKHUH DSSHDUV WR EH D FRQFDYH UHODWLRQVKLS EHWZHHQ LQFRPH DQG OLIH H[SHFWDQF\� DQG LQFRPH
DQG HGXFDWLRQDO DFKLHYHPHQW� )RU D GLVFXVVLRQ� VHH .ODVHQ �����E��
� ,Q WKH OH[LFRJUDSKLF YHUVLRQ RI WKH PD[LPLQ SULQFLSOH� RQO\ WKH SRVLWLRQ RI WKH ZRUVW RII LV UHOHYDQW� LI RQH
JHQHUDOL]HV� RQH ZRXOG JHW D FRQWLQXRXV GHFOLQLQJ PDUJLQDO YDOXDWLRQ RI LQFRPH� )RU GHWDLOV VHH .ODVHQ
�����E��
� 6HH� IRU H[DPSOH� /XQGEHUJ DQG 6TXLUH ������ DQG )RUEHV �������
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� � �,�ZKHUH�,�: dd� P

:HOIDUH� :� LV D IXQFWLRQ RI PHDQ LQFRPH P � UHGXFHG E\ D PHDVXUH RI LQHTXDOLW\
,� 7KXV LQHTXDOLW\ DGMXVWV PHDQ LQFRPH GRZQZDUG WR UHIOHFW WKH ZHOIDUH ORVV
DVVRFLDWHG ZLWK WKH �XQHTXDO� GLVWULEXWLRQ RI WKDW PHDQ LQFRPH� :H ZLOO FRQVLGHU
VHYHUDO PHDVXUHV WKDW GLIIHU QRW RQO\ LQ WKH LQWHQVLW\ RI WKH ¶ZHOIDUH SHQDOW\· WKH\
LPSRVH EXW DOVR �LPSOLFLWO\� LQ WKH SHQDOW\ WKH\ LPSRVH IRU GLIIHUHQW W\SHV RI
LQHTXDOLW\�

7KH ILUVW PHDVXUH FRQVLGHUHG LV SURSRVHG E\ 6HQ ������ DQG LQFRUSRUDWHV
LQHTXDOLW\ WKURXJK WKH *LQL FRHIILFLHQW� 7KLV 6HQ PHDVXUH FDQ EH VWDWHG DV�

� �*�6 � P

ZKHUH P LV WKH PHDQ LQFRPH DQG * LV WKH *LQL FRHIILFLHQW�

7KH 6HQ PHDVXUH FDQ EH GHULYHG E\ UHSODFLQJ 6DPXHOVRQ·V SUREOHPDWLF
¶RSWLPDO GLVWULEXWLRQ· DVVXPSWLRQ E\ WKH DVVXPSWLRQ RI ¶UDQN RUGHU ZHLJKWLQJ·
�6HQ� ������ ,QGLYLGXDO LQFRPHV ZLOO EH ZHLJKWHG DFFRUGLQJ WR WKHLU UDQN LQ WKH
LQFRPH GLVWULEXWLRQ �ZLWK WKH ULFKHVW UHFHLYLQJ UDQN � DQG WKXV WKH ORZHVW ZHLJKW
IRU KHU LQFRPH�� ,W FDQ DOVR EH GHULYHG IURP D XWLOLW\ IXQFWLRQ ZKHUH LQGLYLGXDOV
FRQVLGHU QRW RQO\ WKHLU RZQ LQFRPHV� EXW WKH HQWLUH LQFRPH GLVWULEXWLRQ�
SDUWLFXODUO\ WKH QXPEHU RI SHRSOH ZLWK LQFRPHV EHORZ RU DERYH RQH·V RZQ
�'DJXP� ������ 7KXV SUHIHUHQFHV DUH DVVXPHG WR EH LQWHUGHSHQGHQW ZKLFK
DFFRUGV ZHOO ZLWK UHFHQW HPSLULFDO ILQGLQJV �H�J�� (DVWHUOLQ� ������

$ YDULDQW RI WKLV PHDVXUH ZDV SURSRVHG E\ 'DJXP �������
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&OHDUO\� WKH 'DJXP PHDVXUH LV D PRUH H[WUHPH YHUVLRQ RI WKH 6HQ PHDVXUH DV
WKH GHQRPLQDWRU LPSRVHV DQ DGGLWLRQDO SHQDOW\ IRU LQHTXDOLW\� 7KH 'DJXP
PHDVXUH FDQ DOVR EH EDVHG RQ LQWHUGHSHQGHQW SUHIHUHQFHV DQG DGGLWLRQDOO\
LPSOLHV WKDW SHRSOH UHFHLYH D IXUWKHU ZHOIDUH SHQDOW\ IURP WKH SHRSOH DKHDG RI
WKHP LQ WKHLU LQFRPH GLVWULEXWLRQ���

,Q DGGLWLRQ� ZH FRQVLGHU WZR YHUVLRQV RI WKH $WNLQVRQ ZHOIDUH PHDVXUH� 7KH
$WNLQVRQ PHDVXUH ZDV GHYHORSHG DV DQ LQGLFDWRU RI LQHTXDOLW\ WKDW H[SOLFLWO\
FRQVLGHUV WKH ZHOIDUH ORVV DVVRFLDWHG ZLWK LQHTXDOLW\ LQ WKH PHDVXUH �$WNLQVRQ�
������ %XW RQH FDQ HTXDOO\ ZHOO XVH WKH ZD\ WKH ZHOIDUH ORVV LV FDOFXODWHG� WKH
HTXDOO\ GLVWULEXWHG HTXLYDOHQW LQFRPH �('($�� DV WKH ZHOIDUH PHDVXUH LWVHOI���

7KLV HTXDOO\ GLVWULEXWHG HTXLYDOHQW LQFRPH LV WKH DPRXQW RI LQFRPH WKDW� LI
GLVWULEXWHG HTXDOO\� ZRXOG \LHOG WKH VDPH ZHOIDUH DV WKH DFWXDO PHDQ LQFRPH DQG

                                                     
�� 6HH 'DJXP ������ IRU D GHULYDWLRQ DQG MXVWLILFDWLRQ RI WKLV PHDVXUH�
�� 7KLV KDV EHHQ GRQH� IRU H[DPSOH� E\ 81'3 LQ GHULYLQJ WKH JHQGHU�UHODWHG GHYHORSPHQW LQGH[ �81'3�
����� DQG E\ -HQNLQV ������ WR H[DPLQH FKDQJHV LQ ZHOO�EHLQJ RYHU WLPH LQ WKH 8.�
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LWV SUHVHQW �XQHTXDO� GLVWULEXWLRQ� 7KH JHQHUDO IRUP RI WKLV PHDVXUH LV���
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7KLV PHDVXUH GHSHQGV FUXFLDOO\ RQ WKH H[SRQHQW H� WKH DYHUVLRQ WR LQHTXDOLW\
IDFWRU� 7KH KLJKHU H� WKH KLJKHU LV WKH SHQDOW\ IRU LQHTXDOLW\� :H FRQVLGHU WZR
FDVHV� H � �$��� DQG H � �$��� ,Q WKH ODWWHU FDVH� WKH JHQHUDO IRUP RI WKH $WNLQVRQ
PHDVXUH LV QRW GHILQHG DQG IRU WKLV FDVH WKH PHDVXUH FKDQJHV WR�
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7KH $WNLQVRQ PHDVXUHV FDQ EH GHULYHG IURP VRFLDO ZHOIDUH IXQFWLRQV WKDW DUH

DGGLWLYHO\ VHSDUDEOH IXQFWLRQV RI LQGLYLGXDO LQFRPHV� 7KXV WKH\ DUH EDVHG RQ
LQGLYLGXDOLVWLF XWLOLW\ IXQFWLRQV ZKHUH SHRSOH RQO\ FDUH DERXW WKHLU RZQ LQFRPHV�
,QHTXDOLW\ UHGXFHV ZHOIDUH LQ WKLV IRUPXODWLRQ DV WKH XWLOLW\ IXQFWLRQV FRQVLGHUHG
DUH FRQFDYH IRU DOO H JUHDWHU WKDQ �� $OO WKH PHDVXUHV H[KLELW FRQVWDQW UHODWLYH ULVN
DYHUVLRQ� 7KH H � KDV WKH DGGLWLRQDO SURSHUW\ RI EHLQJ EDVHG RQ D FRQVWDQW
HODVWLFLW\ XWLOLW\ IXQFWLRQ� VXJJHVWLQJ WKDW D SHUFHQWDJH LQFUHDVH LQ LQFRPH LV
YDOXHG WKH VDPH UHJDUGOHVV RI LWV UHFLSLHQW� ZKLFK KDV FRQVLGHUDEOH LQWXLWLYH
DSSHDO� :KLOH FOHDUO\ H � SHQDOL]HV LQHTXDOLW\ PRUH WKDQ H � DQG LV WKXV EDVHG RQ
GHFOLQLQJ HODVWLFLW\ RI LQFRPH� WKH XQGHUO\LQJ DVVXPSWLRQ� WKDW DW WZLFH WKH OHYHO
RI LQFRPH� D SHUFHQWDJH LQFUHDVH LQ LQFRPH LV YDOXHG KDOI DV PXFK DV DW WKH ORZHU
OHYHO RI LQFRPH� DOVR DSSHDUV WR EH ZLWKLQ WKH UDQJH RI UHDVRQDEOH DVVXPSWLRQV�
6XFK SHQDOWLHV RI LQHTXDOLW\ DUH VWLOO FRQVLVWHQW ZLWK ILQGLQJV IURP WKH PLFUR�
OLWHUDWXUH RQ XWLOLW\ DQG ULVN��� :KLOH WKH $WNLQVRQ PHDVXUHV DUH W\SLFDOO\ EDVHG RQ
LQGLYLGXDO LQFRPHV� RXU 1 UHIHUV WR LQFRPH TXLQWLOHV LQ WKH LQWHUQDWLRQDO DQDO\VLV
DQG LQFRPH GHFLOHV LQ WKH LQWHUWHPSRUDO DQDO\VLV� WKH RQO\ LQIRUPDWLRQ ZH KDYH
DYDLODEOH IRU WKH DQDO\VLV�

%HIRUH WXUQLQJ WR WKH GDWD DQG WKH UHVXOWV� LW LV LPSRUWDQW WR EULHIO\ GLVFXVV WKH
PRVW LPSRUWDQW GLIIHUHQFHV EHWZHHQ WKH PHDVXUHV��� )LUVW� WKH *LQL�EDVHG DQG
$WNLQVRQ PHDVXUHV UHVSRQG GLIIHUHQWO\ WR HTXDO�VL]HG LQFRPH WUDQVIHUV DW
GLIIHUHQW SRLQWV LQ WKH LQFRPH GLVWULEXWLRQ� :KLOH DOO PHDVXUHV DUH FRQVLVWHQW ZLWK

                                                     
�� $OVR WKLV PHDVXUH VDWLVILHV WKH JHQHUDO IRUP:  P�� ² ,� ZKHUH ,  � � $�P� 6HH $WNLQVRQ �������
�� 0RVW RI WKH QRQ�XWLOLWDULDQ WKHRULHV VXJJHVWHG DERYH ZRXOG� LQ IDFW� OLNHO\ UHTXLUH FRQVLGHUDEO\ KLJKHU
LQHTXDOLW\ DYHUVLRQ� $ VWULFW LQWHUSUHWDWLRQ RI 5DZOV· OH[LFRJUDSKLF PD[LPLQ SULQFLSOH ZRXOG UHTXLUH H WR EH
LQILQLWH �VHH DOVR $WNLQVRQ� ������
�� )RU D PRUH H[WHQVLYH GLVFXVVLRQ RI WKHVH LVVXHV� UHIHU WR $WNLQVRQ ������� %ODFNRUE\ DQG 'RQDOGVRQ
������ DQG 'DJXP �������
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WKH 'DOWRQ SULQFLSOH RI WUDQVIHUV��� WKH $WNLQVRQ PHDVXUHV DOVR REH\ ¶WUDQVIHU
VHQVLWLYLW\·� ZKLFK PHDQV WKDW DQ HTXDO VL]HG WUDQVIHU ZLOO KDYH D ODUJHU LPSDFW RQ
LQHTXDOLW\ �DQG WKXV RQ ZHOIDUH� LI LW KDSSHQV DURXQG WKH SRRUHU VHFWLRQV RI WKH
LQFRPH GLVWULEXWLRQ WKDQ LI LW KDSSHQV DURXQG ULFKHU VHFWLRQV �6HQ� ������

,Q FRQWUDVW� WKH ODUJHVW LPSDFW RI DQ HTXDO VL]HG WUDQVIHU XVLQJ WKH *LQL
FRHIILFLHQW ZLOO EH DPRQJ WKH PRGH RI WKH LQFRPH GLVWULEXWLRQ� L�H�� DPRQJ PLGGOH
LQFRPH JURXSV DV WKHVH WUDQVIHUV ZLOO KDYH WKH ODUJHVW LPSDFW RQ WKH UDQN RI WKH
SHRSOH DIIHFWHG E\ WKH WUDQVIHU DQG WKXV WKH ZHLJKWV DWWDFKHG WR WKHLU LQFRPHV �VHH
$WNLQVRQ� ����� %ODFNRUE\ DQG 'RQDOGVRQ� ������ :KLOH WKHUH LV VRPH MXVWLILFDWLRQ
IRU WKLV �LI LQFRPH FRPSDULVRQV ZLWK RWKHUV DUH YHU\ LPSRUWDQW� VKLIWV LQ LQFRPH
WKDW KDYH D ODUJH LPSDFW RQ WKH UDQNLQJ VKRXOG EH ZHLJKWHG KHDYLO\�� PRVW
DQDO\VWV VHH WKLV DV DQ XQGHVLUDEOH SURSHUW\ RI WKH *LQL�EDVHG PHDVXUHV���

6HFRQG� WKH $WNLQVRQ PHDVXUHV DUH VXE�JURXS FRQVLVWHQW DQG WKXV LPSO\ WKDW
DQ\ LQFUHDVH LQ WKH LQFRPH RI D VXE�JURXS �RU D UHGXFWLRQ LQ LQHTXDOLW\ RI WKDW VXE�
JURXS� ZLOO� FHWHULV SDULEXV� UDLVH DJJUHJDWH ZHOIDUH� ,Q FRQWUDVW� DQ LQFUHDVH RI
LQFRPH DFFUXLQJ WR WKH ULFKHVW FRXOG DFWXDOO\ ORZHU DJJUHJDWH ZHOIDUH LQ WKH *LQL�
EDVHG PHDVXUHV DV WKH LQFUHDVH LQ PHDQ LQFRPH FDQ EH PRUH WKDQ RIIVHW E\ WKH
LQFUHDVH LQ LQHTXDOLW\� )RU RXU SXUSRVHV LW ZLOO VXIILFH WR QRWH WKDW WKH *LQL�EDVHG
PHDVXUHV SHQDOL]H LQHTXDOLW\ PRUH LI PLGGOH LQFRPH JURXSV DUH KXUW WKH PRVW�
ZKLOH WKH $WNLQVRQ PHDVXUH ZLOO SHQDOL]H PRUH LI WKH SRRUHVW DUH KXUW WKH PRVW E\
LQHTXDOLW\�

:H ZLOO XVH WKHVH PHDVXUHV LQ WKUHH GLIIHUHQW ZD\V� )LUVW� ZH ZLOO VLPSO\
FDOFXODWH KRZ PXFK WKH LQFRUSRUDWLRQ RI LQHTXDOLW\ UHGXFHV RXU PHDVXUH RI ZHOO�
EHLQJ E\ SUHVHQWLQJ WKH UDWLR RI LQHTXDOLW\�DGMXVWHG WR XQDGMXVWHG SHU FDSLWD
LQFRPH� 6HFRQG� ZH ZLOO H[DPLQH WR ZKDW H[WHQW WKH LQFRUSRUDWLRQ RI LQHTXDOLW\
FKDQJHV WKH ZHOO�EHLQJ UDQNLQJ RI FRXQWULHV� +HUH� ZH ZLOO FRPSDUH WUDQVLWLRQ
FRXQWULHV ZLWK D VHW RI FRPSDUDEOH FRXQWULHV IURP (XURSH DQG WKH GHYHORSLQJ
ZRUOG��� 7KLUG� ZH ZLOO VWXG\ WR ZKDW H[WHQW WKH LQFOXVLRQ RI LQHTXDOLW\ LQ WKH
ZHOO�EHLQJ PHDVXUH ZLOO DIIHFW RXU LPSUHVVLRQ RI FKDQJHV LQ ZHOO�EHLQJ LQ VHOHFWHG
WUDQVLWLRQ FRXQWULHV���

                                                     
�� 7KH 'DOWRQ SULQFLSOH RI WUDQVIHUV VWDWHV WKDW WKH YDOXH RI DQ LQHTXDOLW\ PHDVXUH PXVW IDOO DV D UHVXOW RI D
WUDQVIHU IURP D ULFKHU SHUVRQ WR D SRRUHU SHUVRQ ZKLFK GRHV QRW UHYHUVH WKHLU SRVLWLRQ LQ WKH LQFRPH
UDQNLQJ�
�� )RU D GLVFXVVLRQ� VHH 6HQ �������
�� 7KHVH FRXQWULHV LQFOXGH 6SDLQ DQG 3RUWXJDO� WKH FRXQWULHV LQ :HVWHUQ (XURSH WKDW ZHUH TXLWH VLPLODU LQ
LQFRPH OHYHOV SULRU WR WKH WUDQVLWLRQ� DV ZHOO DV PRVW PLGGOH�LQFRPH GHYHORSLQJ FRXQWULHV� ZKLFK QRZ KDYH
VLPLODU LQFRPH OHYHOV WR WUDQVLWLRQ HFRQRPLHV� :H DOVR LQFOXGH &KLQD IRU FRPSDUDWLYH SXUSRVHV�
�� 6HH -HQNLQV ������ DQG .ODVHQ �����E� IRU VLPLODU DSSOLFDWLRQV RI WKHVH PHDVXUHV WR H[DPLQH FKDQJHV LQ
ZHOO�EHLQJ RYHU WLPH LQ %ULWDLQ DQG WKH 86� UHVSHFWLYHO\�
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���7KH�GDWD��

)RU PRVW RI WKH DQDO\VLV� ZH UHO\ RQ WZR GLIIHUHQW FURVV�FRXQWU\ GDWDVHWV� $V ZH
ZDQW WR FRPSDUH RXU UHVXOWV WR VWDQGDUG UHDO LQFRPH FRPSDULVRQV� ZH DOVR XVH SHU
FDSLWD *URVV 1DWLRQDO 3URGXFW DV WKH EDVLV RI RXU PHDQ LQFRPH FRPSDULVRQ���

7KRVH LQFRPH GDWD DUH 333 DGMXVWHG SHU FDSLWD LQFRPHV SULPDULO\ EDVHG RQ WKH
:RUOG %DQN·V :RUOG 'HYHORSPHQW ,QGLFDWRUV �:RUOG %DQN� ������ $V ZH IRFXV RQ
WKH WUDQVLWLRQ SHULRG� ZH ZLOO FRQFHQWUDWH RQ WKH SHULRG IURP ���� WR �����

,QIRUPDWLRQ DERXW LQFRPH GLVWULEXWLRQ LV QRW DV UHDGLO\ DYDLODEOH� )RU GDWD RQ
WUDQVLWLRQ FRXQWULHV IRU WKH \HDUV ���� DQG ����� ZH UHO\ RQ WKH GDWDVHW SURGXFHG
E\ 0LODQRYLF ������� :KLOH WKLV GDWDVHW LV FOHDUO\ QRW EH\RQG UHSURDFK �VHH EHORZ��
LW LV FXVWRP�PDGH IRU WKH DQDO\VLV RI LQHTXDOLW\ WUHQGV LQ WUDQVLWLRQ FRXQWULHV� DQG
LV WKHUHIRUH OLNHO\ WR EH WKH PRVW FRQVLVWHQW DYDLODEOH VHFRQGDU\ GDWD VRXUFH��� ,W
DOVR VSHFLILFDOO\ WDNHV QRWH RI WKH SUREOHP RI WKH PDQ\ ERXQGDU\ FKDQJHV DQG KDV
UHWURDFWLYHO\ FDOFXODWHG LQFRPH GLVWULEXWLRQ VWDWLVWLFV IRU WKH HQWLWLHV WKDW EHFDPH
LQGHSHQGHQW GXULQJ WKH WUDQVLWLRQ �H�J�� LW SURYLGHV GDWD IRU LQFRPH GLVWULEXWLRQ LQ
%HODUXV LQ ���� ZKHQ LW ZDV VWLOO SDUW RI WKH 6RYLHW 8QLRQ WR DOORZ D FRPSDULVRQ
ZLWK %HODUXV LQ ������

7KHUH LV D UDQJH RI TXHVWLRQV DVVRFLDWHG ZLWK WKH UHOLDELOLW\ RI WKH GDWD XVHG�
)LUVW� WKHUH LV WKH TXHVWLRQ RI WKH UHOLDELOLW\ RI LQFRPH GLVWULEXWLRQ GDWD LQ VRFLDOLVW
�L�H�� SUH�WUDQVLWLRQ� HFRQRPLHV� DQG LWV FRPSDWLELOLW\ ZLWK LQFRPH GLVWULEXWLRQ
LQIRUPDWLRQ LQ :HVWHUQ FRXQWULHV� 7KLV LVVXH LV DGGUHVVHG LQ GHWDLO LQ $WNLQVRQ
DQG 0LFNOHZULJKW ������ DQG )OHPPLQJ DQG 0LFNOHZULJKW ������ ZKR ILQG WKDW
WKH GDWD RQ LQHTXDOLW\ RI KRXVHKROG LQFRPHV LQ PRVW &HQWUDO DQG (DVWHUQ
(XURSHDQ FRXQWULHV ZHUH RI QR ZRUVH TXDOLW\ WKDQ FRPSDUDEOH GDWD LQ :HVWHUQ
FRXQWULHV� ,Q WKH 6RYLHW 8QLRQ� WKH GDWD ZHUH VRPHZKDW OHVV UHOLDEOH� SDUWLFXODUO\
GXH WR D SUREOHPDWLF VDPSOLQJ IUDPH� 5HJDUGLQJ WKH FRPSDWLELOLW\ RI LQFRPH
GLVWULEXWLRQ GDWD LQ VRFLDOLVW DQG :HVWHUQ FRXQWULHV� WKHUH DUH TXHVWLRQV DV WR
ZKHWKHU WKH LQFRPH GLVWULEXWLRQ GDWD LQ VRFLDOLVW FRXQWULHV XQGHUVWDWH WUXH
LQHTXDOLW\ DV WKH\ LJQRUH WKH HIIHFW RI VL]HDEOH LQ�NLQG WUDQVIHUV DQG GR QRW
DFFRXQW IRU SHUYDVLYH SUREOHPV RI UDWLRQLQJ DQG SRVVLEO\ XQHTXDO DFFHVV WR JRRGV
E\ GLIIHUHQW JURXSV RI WKH SRSXODWLRQ� %RWK VWXGLHV ILQG� KRZHYHU� WKDW LQ�NLQG
HDUQLQJV ZHUH QRW VLJQLILFDQWO\ PRUH LPSRUWDQW LQ VRFLDOLVW FRXQWULHV WKDQ

                                                     
�� *13 LV SUHIHUUHG WR *'3 DV DQ LQGLFDWRU RI WKH ZHOIDUH RI D FRXQWU\� DV WKH IRUPHU LQFOXGHV IDFWRU
LQFRPHV IURP DEURDG RI WKH GRPHVWLF SRSXODWLRQ ZKLFK SUHVXPDEO\ UDLVHV WKH ZHOIDUH RI WKH SRSXODWLRQ�
ZKLOH LW H[FOXGHV IDFWRU LQFRPH HDUQHG E\ SHRSOH OLYLQJ DEURDG ZKLFK LV QRW UHOHYDQW IRU WKH ZHOIDUH RI WKH
SRSXODWLRQ LQ WKH FRXQWU\� :H DUH DZDUH WKDW *13 LV VXEMHFW WR ZHOO�NQRZQ RPLVVLRQV HVSHFLDOO\ UHJDUGLQJ
WKH XQGHUJURXQG DQG LOOHJDO HFRQRP\� GRPHVWLF SURGXFWLRQ� DQG LQWHUWHPSRUDO LVVXHV VXFK DV LJQRULQJ
HQYLURQPHQWDO GHFD\ RU WKH UROH RI VDYLQJV LQ ZHOO�EHLQJ� ,W PD\ EH WKH FDVH WKDW KLJK SROOXWLRQ DQG
HQYLURQPHQWDO GHFD\� FRPELQHG ZLWK KLJK UDWHV RI VDYLQJV� HQVXUH WKDW *13 RYHUVWDWHG ZHOIDUH LQ VRFLDOLVW
FRXQWULHV PRUH WKDQ HOVHZKHUH� 2Q WKH RWKHU KDQG� WKH �RIWHQ WROHUDWHG� XQGHUJURXQG HFRQRP\ ZDV DOVR
YHU\ ODUJH ZKLFK ZRXOG EH D ELDV LQ WKH RSSRVLWH GLUHFWLRQ�
�� ,Q FRQWUDVW WR PDQ\ RWKHU GDWD VRXUFHV� LW UHSRUWV QRW RQO\ *LQL FRHIILFLHQWV EXW DOVR GHFLOH DQG TXLQWLOH
VKDUHV IRU HDFK REVHUYDWLRQ ZKLFK DOORZV XV WR FDOFXODWH WKH $WNLQVRQ PHDVXUHV�
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HOVHZKHUH� DQG ZHUH QRW JHQHUDOO\ PRUH XQHTXDOO\ GLVWULEXWHG� 7KH HIIHFW RI
UDWLRQLQJ DOVR ZDV QRW LQYDULDEO\ XQGHUVWDWLQJ LQFRPH LQHTXDOLW\ VR WKDW WKH\
FRQFOXGH WKDW QR VWURQJ FDVH FDQ EH PDGH WKDW LQFRPH GLVWULEXWLRQ GDWD IURP
VRFLDOLVW FRXQWULHV V\VWHPDWLFDOO\ XQGHUVWDWH WUXH LQHTXDOLW\� ZKHQ FRPSDUHG ZLWK
:HVWHUQ GDWD �$WNLQVRQ DQG 0LFNOHZULJKW� ����� )OHPPLQJ DQG 0LFNOHZULJKW�
����� 0LODQRYLF� ��������

5HJDUGLQJ SRVW�WUDQVLWLRQ GDWD� GLIIHUHQW TXHVWLRQV HPHUJH� 2QH LV WKH
UHOLDELOLW\ RI LQFRPH GLVWULEXWLRQ LQIRUPDWLRQ LQ WUDQVLWLRQ FRXQWULHV� JLYHQ WKDW WKH
VXUYH\ LQVWUXPHQWV KDG WR EH DGDSWHG FRQVLGHUDEO\ DQG PLJKW QRW EH DEOH WR
DGHTXDWHO\ FDSWXUH WKH FKDQJLQJ FRPSRVLWLRQ RI LQFRPHV� :KLOH WKLV PD\ EH D
SUREOHP LQ VRPH FRXQWULHV� PRVW REVHUYHUV DJUHH WKDW WKH UHOLDELOLW\ RI LQFRPH
GDWD LQ (DVWHUQ (XURSHDQ WUDQVLWLRQ FRXQWULHV KDV QRW FKDQJHG IRU WKH ZRUVH� DQG
KDV LPSURYHG LQ VRPH FRXQWULHV� QRWDEO\ ZKHUH QHZ VXUYH\ LQVWUXPHQWV ZHUH
GHYHORSHG RU WKH H[LVWLQJ RQHV UHIRUPHG �VHH )OHPPLQJ DQG 0LFNOHZULJKW� �����
0LODQRYLF� ��������

$QRWKHU SUREOHP LV WKH WLPH SHULRG RQ ZKLFK LQFRPH GDWD DQG WKXV WKH *LQL
FRHIILFLHQWV IRU WKH SRVW�WUDQVLWLRQ \HDUV DUH EDVHG RQ� 8QIRUWXQDWHO\� IRU WKLV
SHULRG� DQQXDO GDWD ZHUH RQO\ DYDLODEOH LQ QLQH FRXQWULHV� DQG WKHUHIRUH WKH
FDOFXODWLRQV KDYH WR UHO\ RQ VHPL�DQQXDOO\� TXDUWHUO\� DQG HYHQ PRQWKO\ LQFRPH
GDWD �0LODQRYLF� ������ *LQL FRHIILFLHQWV EDVHG RQ VKRUWHU SHULRGV LQ WLPH ZLOO
RYHUHVWLPDWH LQHTXDOLW\� EHFDXVH IOXFWXDWLRQV LQ LQFRPH FDQQRW EH VPRRWKHG RXW
WKDW HDVLO\ RYHU VKRUWHU WLPH SHULRGV� )LQDOO\� SRVW�WUDQVLWLRQ GDWD� DV UHSRUWHG LQ
0LODQRYLF �������� DUH PRVWO\ EDVHG RQ GLVSRVDEOH LQFRPH ZKLOH SUH�WUDQVLWLRQ
GDWD UHSRUWHG DUH PRVWO\ EDVHG RQ JURVV LQFRPHV� 7KLV VKRXOG QRW� KRZHYHU�
JUHDWO\ DIIHFW WKH FRPSDUDELOLW\ DV SHUVRQDO WD[HV �WKH PRVW LPSRUWDQW GLIIHUHQFH
EHWZHHQ JURVV DQG GLVSRVDEOH LQFRPHV� ZHUH VPDOO LQ VRFLDOLVW FRXQWULHV���

0LODQRYLF ������ FRQVLGHUV WKHVH DQG RWKHU SUREOHPV RI FRPSDWLELOLW\ DQG
FRQFOXGHV WKDW WKH QHW UHVXOW DSSHDUV WR EH WKDW LQFUHDVHV LQ LQHTXDOLW\ DIWHU WKH

                                                     
�� 7KH HIIHFW RI UDWLRQLQJ DQG SRRU SURGXFW TXDOLW\ PLJKW DOVR KDYH DQ LQIOXHQFH RQ FRPSDULVRQV RI SHU
FDSLWD LQFRPHV EHWZHHQ VRFLDOLVW DQG FDSLWDOLVW FRXQWULHV� 2QH PLJKW DUJXH WKDW WKH VDPH OHYHO RI SHU FDSLWD
LQFRPH JHQHUDWHV PRUH ZHOO�EHLQJ LQ WKH :HVW DV RQH FDQ VSHQG WKLV LQFRPH ZLWKRXW KDYLQJ WR IDFH
UDWLRQLQJ DQG SURGXFWV RI SRRU TXDOLW\� 7KH VL]H RI WKLV SRWHQWLDO ELDV LV KDUG WR TXDQWLI\� ,Q FRQWUDVW�
VRFLDOLVW FRXQWULHV SURYLGHG D UDQJH RI ZHOO�EHLQJ UHOHYDQW SXEOLF JRRGV �HGXFDWLRQ� KHDOWK FDUH� HWF� DW ORZ
RU ]HUR RXW�RI�SRFNHW FRVWV WR LQGLYLGXDOV ZKLFK PLJKW RIIVHW WKLV ELDV �.ODVHQ� ����D� 6HQ� ������
�� $W WKH VDPH WLPH� WKHUH DUH QHZ SUREOHPV WKDW KDYH DSSHDUHG� FRPSDUHG WR SUH�WUDQVLWLRQ FRXQWULHV� 2QH
LV LQFUHDVLQJ UHIXVDO UDWHV� SDUWLFXODUO\ DPRQJ ULFKHU KRXVHKROGV� 0LODQRYLF ������ DOVR QRWHV WKDW HDUQLQJV
DUH QR ORQJHU YDOLGDWHG XVLQJ HQWHUSULVH UHFRUGV DV ZDV IUHTXHQWO\ GRQH LQ VRFLDOLVW FRXQWULHV�
�� ,Q PDQ\ FDVHV� 0LODQRYLF GLG QRW KDYH DFFHVV WR WKH PLFURGDWD WKHPVHOYHV EXW RQO\ WR SXEOLVKHG
JURXSHG GDWD DQG ZDV WKHUHIRUH GHSHQGHQW RQ WKH GHILQLWLRQ SURYLGHG LQ WKH SXEOLVKHG GDWD� 7KLV LV D FOHDU
VKRUWFRPLQJ RI WKH 0LODQRYLF GDWDVHW�
�� 0RUHRYHU� QR DGMXVWPHQWV DUH PDGH IRU HFRQRPLHV RI VFDOH RU DGXOW HTXLYDOHQWV� EXW DOO GDWD DUH
SUHVHQWHG LQ SHU FDSLWD PDJQLWXGHV� ,Q SUH�WUDQVLWLRQ FRXQWULHV� WKLV FDQ EH MXVWLILHG VLQFH KRXVLQJ� WKH PRVW
LPSRUWDQW VRXUFH RI HFRQRPLHV RI VFDOH� ZDV KHDYLO\ VXEVLGL]HG DQG WKXV SOD\HG DQ XQLPSRUWDQW UROH LQ WKH
H[SHQGLWXUH SDWWHUQV RI KRXVHKROGV� 7KLV KHDY\ VXEVLG\ IRU KRXVLQJ LV VWLOO SUHVHQW LQ D QXPEHU RI
FRXQWULHV� WKRXJK PXFK OHVV VR WKDQ SUHYLRXVO\� 6HH )OHPPLQJ DQG 0LFNOHZULJKW ������ DQG $WNLQVRQ DQG
0LFNOHZULJKW ������ IRU D GLVFXVVLRQ�
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WUDQVLWLRQ PLJKW EH VRPHZKDW RYHUHVWLPDWHG LQ 3RODQG� WKH &]HFK 5HSXEOLF�
+XQJDU\� 5RPDQLD� 5XVVLD� WKH %DOWLF 5HSXEOLFV� %HODUXV� 8NUDLQH� DQG WKH .\UJ\]
5HSXEOLF� ZKLOH WKHUH LV OLNHO\ WR EH QR RU DQ XQFOHDU ELDV LQ 6ORYDNLD� 6ORYHQLD�
%XOJDULD� 0ROGRYD� .D]DNKVWDQ� 7XUNPHQLVWDQ DQG 8]EHNLVWDQ� 0RUHRYHU� WKH
JHQHUDO VHQVH LV WKDW LQHTXDOLW\ GDWD LQ SRVW�WUDQVLWLRQ FRXQWULHV DUH IDLUO\
FRPSDUDEOH ZLWK LQHTXDOLW\ LQIRUPDWLRQ LQ :HVWHUQ FRXQWULHV� HVSHFLDOO\ VLQFH
QRZ WKH VXUYH\V VKDUH YHU\ VLPLODU VWUHQJWKV DQG ZHDNQHVVHV DV WKRVH LQ :HVWHUQ
FRXQWULHV �)OHPPLQJ DQG 0LFNOHZULJKW� �������� :H ZLOO SDUWO\ DGGUHVV WKHVH
LVVXHV RI FRPSDWLELOLW\ LQ WKH VHQVLWLYLW\ DQDO\VLV ZKHUH ZH FRPSDUH WKH GDWD ZH
XVHG ZLWK RWKHU DYDLODEOH VRXUFHV RI LQHTXDOLW\ GDWD�

$ ILQDO SUREOHP PLJKW HPHUJH ZLWK WKH DSSURDFK RI XVLQJ EHQFKPDUN \HDUV IRU
FRPSDULVRQV RI ZHOO�EHLQJ� :KLOH LQ PRVW QRQ�WUDQVLWLRQ FRXQWULHV LQHTXDOLW\
DSSHDUV WR KDYH EHHQ IDLUO\ VWDEOH RYHU VKRUW SHULRGV RI WLPH �'HLQLQJHU DQG
6TXLUH� ����E�� WKLV LV QRW WKH FDVH LQ WUDQVLWLRQ FRXQWULHV� 6LQFH LQHTXDOLW\ FKDQJHG
D ORW GXULQJ WKH WUDQVLWLRQ� LW ZLOO PDWWHU ZKLFK \HDU LV FKRVHQ DV D SUH� DQG SRVW�
WUDQVLWLRQ EHQFKPDUN �)OHPPLQJ DQG 0LFNOHZULJKW� ������ 0LODQRYLF FKRVH �����
����� ���� DV WKH SUH�WUDQVLWLRQ EHQFKPDUN DQG ����� ����� RU ���� DV WKH SRVW�
WUDQVLWLRQ EHQFKPDUN� ZKHUH WKH LQGLYLGXDO \HDU FKRVHQ LV GLFWDWHG E\ GDWD
DYDLODELOLW\ DQG FRQVLVWHQF\ DFURVV WKH WZR WLPH SHULRGV� :LWK WKH H[FHSWLRQ RI WKH
&]HFK 5HSXEOLF DQG 6ORYDNLD� DOO DYDLODEOH LQIRUPDWLRQ RQ WUHQGV LQ LQHTXDOLW\
RYHU WLPH �VHH )OHPPLQJ DQG 0LFNOHZULJKW� ���� DQG DOVR $SSHQGL[ �� VXJJHVWV
WKDW WKH SRVW�WUDQVLWLRQ \HDUV LQFOXGHG LQ 0LODQRYLF DUH IURP \HDUV ZKHUH WKH
ELJJHVW LQFUHDVHV LQ LQHTXDOLW\ KDYH DOUHDG\ KDSSHQHG� DIWHU WKRVH \HDUV� PRVW
VWXGLHV ILQG RQO\ VPDOO IXUWKHU LQFUHDVHV��� 7R WKH H[WHQW WKDW LQHTXDOLW\ KDV
LQFUHDVHG IXUWKHU DIWHU WKH EHQFKPDUN \HDUV FKRVHQ� WKLV ZLOO FRXQWHU WKH ELDV
�PHQWLRQHG DERYH� RI DQ DSSDUHQW RYHUHVWLPDWH LQ WKH LQFUHDVH LQ LQHTXDOLW\ LQ
VHYHUDO WUDQVLWLRQ FRXQWULHV�

)RU FRPSDUDEOH GHYHORSLQJ FRXQWULHV� ZH UHO\ RQ WKH ZHOO�NQRZQ 'HLQLQJHU
DQG 6TXLUH GDWDVHW ������� ZKLFK SURYLGHV LQIRUPDWLRQ DERXW *LQL FRHIILFLHQWV DQG
TXLQWLOHV VKDUHV IRU PRUH WKDQ ��� FRXQWULHV DW LUUHJXODU LQWHUYDOV� 8QIRUWXQDWHO\�
WKH GDWD DUH QRW EDVHG RQ FRQVLVWHQW GHILQLWLRQV RI WKH LQFRPH XVHG DQG WKH
HFRQRPLF XQLW FRQVLGHUHG DQG KDV EHHQ FULWLFL]HG IRU WKDW DQG RWKHU VKRUWFRPLQJV

                                                     
�� 7KLV LV SDUWLFXODUO\ WKH FDVH IRU WKH FRXQWULHV ZKHUH WKH VXUYH\V KDYH EHHQ UHIRUPHG RU QHZ LQVWUXPHQWV
GHYHORSHG�
�� ,Q WKH FDVH RI WKH &]HFK 5HSXEOLF DQG 6ORYDNLD� 0LODQRYLF KDV FKRVHQ SUREOHPDWLF SRVW�WUDQVLWLRQ
GDWDVHWV� $V KH VWULFWO\ ZDQWHG WR VWLFN WR WKH ����²�� ZLQGRZ IRU SRVW�WUDQVLWLRQ GDWD� KH GLG QRW XVH WKH
���� PLFURFHQVXV UHVXOWV IRU WKH &]HFK DQG 6ORYDN )HGHUDWHG 5HSXEOLF ZKLFK ZRXOG KDYH EHHQ D FRQVLVWHQW
DQG UHOLDEOH VRXUFH� ,QVWHDG KH UHOLHV RQ WKH SUREOHPDWLF ,QVWLWXWH RI 6RFLRORJ\ 6XUYH\ LQ WKH &]HFK
5HSXEOLF� ZKLFK RYHUHVWLPDWHV LQHTXDOLW\ LQ ����� DQG D IDPLO\ EXGJHW VXUYH\ IRU 6ORYDNLD LQ ���� WKDW LV
QRW IXOO\ UHSUHVHQWDWLYH DQG HQGV XS XQGHUHVWLPDWLQJ WUXH LQHTXDOLW\� :H DOVR XVH WKHVH GDWD DV ZH ZDQW WR
XVH ���� DV WKH EHQFKPDUN� 7KH PLFURFHQVXV HVWLPDWHV VXJJHVW WKDW LQHTXDOLW\ URVH PRGHVWO\ EHWZHHQ ����
DQG ����� FRQWLQXHG WR ULVH IURP ���� WR ���� EXW DW D IDVWHU SDFH� DQG WKDW WKH GLIIHUHQFHV EHWZHHQ OHYHOV
DQG WUHQGV LQ LQHTXDOLW\ EHWZHHQ WKH WZR UHSXEOLFV UHPDLQHG VPDOO� )RU IXUWKHU GLVFXVVLRQ DQG RWKHU
HVWLPDWHV� VHH WKH VHQVLWLYLW\ DQDO\VLV EHORZ DQG *DUQHU DQG 7HUUHOO ������� *DUQHU ������ DQG 9HFHUQLN
�������
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E\ $WNLQVRQ DQG %UDQGROLQL ������� ,Q WKH VHQVLWLYLW\ DQDO\VLV� ZH ZLOO DGGUHVV WKLV
LVVXH DQG XVH D UHJUHVVLRQ�EDVHG DSSURDFK WR JHQHUDWH D PRUH FRQVLVWHQW GDWD
VRXUFH� 7KLV ZLOO DOVR DOORZ XV WR DGGUHVV WKH SUREOHP RI GLIIHUHQW LQFRPH
GHILQLWLRQV LQ SUH� DQG SRVW�WUDQVLWLRQ FRXQWULHV���

���,QWHUQDWLRQDO�DQDO\VLV�

7DEOH � VKRZV RXU UDQNLQJV IRU �� FRXQWULHV LQ ����� ZKLFK LV WKH SUH�WUDQVLWLRQ
EHQFKPDUN \HDU� 7KH ILUVW WZR FROXPQV UHSRUW SHU FDSLWD LQFRPHV� XVLQJ H[FKDQJH
UDWHV DQG 333�DGMXVWHG HVWLPDWHV��� UHVSHFWLYHO\� $V H[SHFWHG� WKHUH DUH ODUJH
GLIIHUHQFHV EHWZHHQ H[FKDQJH UDWH EDVHG HVWLPDWHV RI UHDO LQFRPHV DQG 333
HVWLPDWHV� ZLWK WKH GLVFUHSDQF\ EHLQJ ODUJHVW DPRQJ SRRUHU FRXQWULHV��� 7KH QH[W
WZR FROXPQV VKRZ WKH $WNLQVRQ PHDVXUH ZLWK H � DQG WKH 6HQ PHDVXUH� ERWK
H[KLELWLQJ D FRPSDUDWLYHO\ ¶PLOG· ZHOO�EHLQJ SHQDOW\ IRU LQHTXDOLW\� 7KH ODVW WZR
DUH WKH $WNLQVRQ ZLWK H � DQG WKH 'DJXP PHDVXUHV ZLWK D PRUH KHDY\ LPSOLHG
ZHOO�EHLQJ SHQDOW\ IRU LQHTXDOLW\�

:HOO�EHLQJ IDOOV GUDVWLFDOO\ ZKHQ LQHTXDOLW\ LV LQFOXGHG LQ WKH PHDVXUHV� 8VLQJ
WKH $WNLQVRQ H � RU H � PHDVXUH� ZHOO�EHLQJ IDOOV E\ �²�� SHU FHQW� LW LV UHGXFHG
E\ ��²�� SHU FHQW LQ WKH 'DJXP DQG 6HQ PHDVXUHV� ([LVWLQJ LQHTXDOLW\ WKXV OHDGV
WR PDMRU UHGXFWLRQV LQ PHDVXUHG ZHOO�EHLQJ� %UD]LO DQG 3DQDPD ORVH PRVW� RQFH
LQHTXDOLW\ LV FRQVLGHUHG� :HOO�EHLQJ XVLQJ WKH 'DJXP PHDVXUH LV �� SHU FHQW
EHORZ WKH OHYHO LW ZRXOG KDYH EHHQ KDG WKHLU SHU FDSLWD LQFRPH EHHQ HTXDOO\
GLVWULEXWHG�

%HFDXVH RI ORZ LQFRPH LQHTXDOLW\� WKH SUH�WUDQVLWLRQ VRFLDOLVW FRXQWULHV DWWUDFW
E\ IDU WKH VPDOOHVW SHQDOW\ IRU LQHTXDOLW\ RI DOO FRXQWULHV FRQVLGHUHG� :HOO�EHLQJ LV
UHGXFHG E\ OHVV WKDQ �� SHU FHQW LQ WKH $WNLQVRQ �H �� DQG ¶RQO\· XS WR �� SHU FHQW
LQ WKH 'DJXP PHDVXUH� $V D UHVXOW� DOO (DVWHUQ (XURSHDQ FRXQWULHV DQG DOO
VXFFHVVRU VWDWHV �WR EH� RI WKH 6RYLHW 8QLRQ LPSURYH WKHLU UDQN LQ ���� ZKHQ
LQHTXDOLW\ LV FRQVLGHUHG� )RU H[DPSOH� WKH 8NUDLQH KDV UDQN �� LQ WKH 333
DGMXVWHG LQFRPH SHU FDSLWD PHDVXUH DQG LPSURYHV WR UDQN �� LQ WKH $WNLQVRQ
�H �� DQG 'DJXP PHDVXUHV�

                                                     
�� $V *LQL FRHIILFLHQWV DUH FROOHFWHG RQO\ LUUHJXODUO\� WKHUH ZDV VRPHWLPHV QR *LQL�FRHIILFLHQW IRU WKH
EHQFKPDUN \HDU� ,Q WKHVH FDVHV� ZH XVH WKH H[DFW \HDU IRU WKH LQFRPH HVWLPDWH ZKLOH XVLQJ WKH QHDUHVW
DYDLODEOH *LQL FRHIILFLHQW XQGHU WKH �LPSOLFLW� DVVXPSWLRQ WKDW FKDQJHV LQ LQFRPH GLVWULEXWLRQ EHWZHHQ
DGMDFHQW \HDUV DUH W\SLFDOO\ VPDOOHU WKDQ FKDQJHV LQ PHDQ LQFRPH� )RU GHWDLOV� SOHDVH UHIHU WR *U�Q DQG
.ODVHQ �������
�� :H XVH WKH 333�DGMXVWHG PHDQ LQFRPH SXEOLVKHG E\ WKH :RUOG %DQN �:RUOG %DQN� ������ $ FRPSDULVRQ
RI WKHVH HVWLPDWHV WR WKH 333�DGMXVWHG SHU FDSLWD LQFRPH SURYLGHG E\ WKH 3HQQ :RUOG 7DEOHV ��� �1%(5�
����� VXJJHVWV WKDW DGMXVWLQJ LQFRPHV WR UHIOHFW 333 LV VXEMHFW WR D FRQVLGHUDEOH PDUJLQ RI HUURU DQG FDQ
WKHUHIRUH DIIHFW WKH UDQNLQJ RI FRXQWULHV� )RU D WKLUG RI WKH FRXQWULHV� WKH DGMXVWPHQWV OHDG WR VLPLODU UHVXOWV�
+RZHYHU� FRXQWULHV OLNH &KLQD� ,QGRQHVLD� 7KDLODQG� 0DOD\VLD DQG %XOJDULD ORRN D ORW ULFKHU ZKHQ XVLQJ WKH
3HQQ :RUOG 7DEOHV WKDQ ZKHQ WKH DGMXVWPHQW LV EDVHG RQ WKH :RUOG %DQN 333V� ZKLOH WKH UHYHUVH DSSHDUV
WR EH WKH FDVH IRU PRVW /DWLQ $PHULFDQ FRXQWULHV� WKH 3KLOLSSLQHV DQG 3RUWXJDO�
�� 7KLV GLVFUHSDQF\ LV UHODWHG WR WKH V\VWHPDWLF XQGHUYDOXDWLRQ RI WKH QRQ�WUDGHG VHFWRUV LQ SRRU FRXQWULHV
�6XPPHUV DQG +HVWRQ� ������
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7KH GLIIHUHQFHV LQ LQHTXDOLW\ OHDG WR D QXPEHU RI LQWHUHVWLQJ UDQN UHYHUVDOV LQ
WKH LQHTXDOLW\�DGMXVWHG PHDVXUHV� )RU H[DPSOH� 3DQDPD LV VHYHQ UDQNV DKHDG RI
WKH .\UJ\] 5HSXEOLF LQ WKH LQFRPH PHDVXUH� EXW LV QLQH DQG WZHOYH UDQNV EHKLQG
WKH .\UJ\] 5HSXEOLF LQ WKH 'DJXP DQG $WNLQVRQ �H �� PHDVXUHV� UHVSHFWLYHO\�
8QHTXDO %UD]LO IDOOV EHORZ PRUH HTXDO 0ROGRYD� DQG� DW WKH XSSHU HQG� 3RUWXJDO
LV VXUSDVVHG E\ 6ORYHQLD DQG 6ORYDNLD ZKHQ WKH ZHOO�EHLQJ PHDVXUHV LQFOXGH WKH
GLVWULEXWLRQ RI LQFRPH�

7KH SDWWHUQ RI LQHTXDOLW\ LQ WKH VRFLDOLVW FRXQWULHV DOVR DSSHDUV WR EH GLIIHUHQW
IURP WKH SDWWHUQ RI LQHTXDOLW\ REVHUYHG HOVHZKHUH� 7DEOH � VKRZV WKDW WKH VRFLDOLVW
FRXQWULHV� ZKLOH KDYLQJ ORZHU LQHTXDOLW\ WKURXJKRXW WKH LQFRPH GLVWULEXWLRQ� KDYH
SDUWLFXODUO\ KLJK VKDUHV RI LQFRPH DFFUXLQJ WR WKH SRRUHVW TXLQWLOH� 7KH\ DUH FORVH
WR� DQG RIWHQ DERYH� WHQ SHU FHQW ZKLOH WKH\ DUH PXFK ORZHU LQ FRPSDUDEOH
FRXQWULHV� 7KH FRPSDULVRQ EHWZHHQ 6SDLQ� RQ WKH RQH KDQG� DQG 5XVVLD� %XOJDULD
DQG 8NUDLQH RQ WKH RWKHU LV LQVWUXFWLYH� 'HVSLWH KDYLQJ VLPLODU *LQL FRHIILFLHQWV�
WKH VRFLDOLVW FRXQWULHV KDYH KLJKHU LQFRPH VKDUHV DPRQJ WKH SRRUHVW TXLQWLOH� $W
WKH VDPH WLPH� WKH\ DOVR KDYH KLJKHU LQFRPH VKDUHV DFFUXLQJ WR WKH ULFKHVW WKDQ LQ
6SDLQ� ZKLOH WKH PLGGOH LQFRPH JURXSV GR ZRUVH� 6LQFH� DV GLVFXVVHG DERYH� WKH
*LQL�EDVHG PHDVXUH PHWHV RXW D KLJKHU SHQDOW\ IRU LQHTXDOLW\ LQ WKH PLGGOH
LQFRPH JURXSV� ZKLOH WKH $WNLQVRQ PHDVXUH SODFHV WKH ODUJHVW ZHLJKW RQ LQFRPH
LQHTXDOLW\ DPRQJ WKH SRRUHVW JURXSV DQG WKH OHDVW RQ LQFRPH LQHTXDOLW\ DPRQJ
ULFKHU JURXSV� ZH ZRXOG H[SHFW WKDW WKH VRFLDOLVW FRXQWULHV GR UHODWLYHO\ EHWWHU
ZLWK WKH $WNLQVRQ PHDVXUHV WKDQ WKH *LQL�EDVHG PHDVXUHV� 7KLV LV LQGHHG WKH FDVH
DV VKRZQ LQ 7DEOHV � DQG �� ,Q 7DEOH � ZH VHH WKDW LQ DOO VRFLDOLVW FRXQWULHV WKH

LQHTXDOLW\�DGMXVWHG LQFRPH XVLQJ WKH $WNLQVRQ �H �� PHDVXUH LV PXFK KLJKHU WKDQ
LQ WKH 6HQ PHDVXUH� LQ FRQWUDVW� LQ DOO /DWLQ $PHULFDQ DQG VRPH $VLDQ FRXQWULHV
WKH UHYHUVH LV WKH FDVH� $V D UHVXOW� WKH VRFLDOLVW FRXQWULHV GR SDUWLFXODUO\ ZHOO LQ
WKH UDQNLQJ XVLQJ WKH $WNLQVRQ �H �� PHDVXUH� ZKLOH WKH /DWLQ $PHULFDQ
FRXQWULHV� ZLWK WKHLU WLQ\ LQFRPH VKDUHV DFFUXLQJ WR WKH SRRUHVW� IDUH SDUWLFXODUO\
EDGO\ �VHH DOVR )LJXUH ���

7KLV GLIIHUHQFH FDQ DOVR EH VHHQ LQ 7DEOH � ZKHUH ZH VLPSO\ VXEWUDFW WKH
LQHTXDOLW\�DGMXVWHG LQFRPH VKDUHV �WKH LQHTXDOLW\�DGMXVWHG LQFRPH DV D VKDUH RI
WKH XQDGMXVWHG SHU FDSLWD LQFRPH DV UHSRUWHG LQ WKH ODVW WZR FROXPQV LQ 7DEOH ��
XVLQJ WKH $WNLQVRQ �H �� DQG WKH 'DJXP PHDVXUH� ,Q VRFLDOLVW FRXQWULHV WKLV
GLIIHUHQFH LV DOZD\V ODUJHU WKDQ �� SHUFHQWDJH SRLQWV VXJJHVWLQJ WKDW ZHOO�EHLQJ LQ
WKHVH FRXQWULHV DSSHDUV D ORW ODUJHU XVLQJ WKH $WNLQVRQ PHDVXUH WKDQ WKH *LQL�
EDVHG 'DJXP PHDVXUH� 7KLV LV WR VD\ WKDW WKH 'DJXP PHDVXUH VXJJHVWV WKDW ZHOO�
EHLQJ LQ VRFLDOLVW FRXQWULHV LV UHGXFHG E\ PRUH WKDQ �� SHUFHQWDJH SRLQWV PRUH
GXH WR WKH SUHYDLOLQJ LQHTXDOLW\ WKDQ WKH $WNLQVRQ PHDVXUH ZRXOG LPSO\� ,Q PRVW
RWKHU FRXQWULHV WKLV GLIIHUHQFH LV PXFK VPDOOHU� ,Q VRPH /DWLQ $PHULFDQ FRXQWULHV�
LW LV QHJOLJLEOH�

7KXV RXU LPSUHVVLRQ RI ZHOO�EHLQJ LQ SUH�WUDQVLWLRQ VRFLDOLVW FRXQWULHV GHSHQGV
WR D FRQVLGHUDEOH H[WHQW RQ ZKHWKHU ZH EHOLHYH WUDQVIHU VHQVLWLYLW\� ZKLFK DWWDFKHV
D KLJKHU ZHLJKW WR WUDQVIHUV DPRQJ WKH SRRU WKDQ WR HTXDO�VL]HG WUDQVIHUV DPRQJ
WKH ULFK� LV D GHVLUDEOH SURSHUW\ RU QRW� ,I ZH GR� ZKLFK PRVW REVHUYHUV VXSSRUW
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�H�J�� $WNLQVRQ� ����� %ODFNRUE\ DQG 'RQDOGVRQ� ������ ZH XVH WKH $WNLQVRQ
PHDVXUHV DQG UHZDUG WKH VRFLDOLVW FRXQWULHV IRU WKHLU KLJK LQFRPH VKDUHV DFFUXLQJ
WR WKH SRRUHVW� LI ZH GR QRW� DV VXSSRUWHG E\ 'DJXP ������ DQG 6HQ ������� ZH
SXQLVK WKHP IRU WKH FRPSDUDWLYHO\ ORZ LQFRPH VKDUHV DPRQJ PLGGOH LQFRPH
JURXSV� 7KXV� WKHVH VHHPLQJO\ WHFKQLFDO GLIIHUHQFHV LQ DVVXPSWLRQV XQGHUO\LQJ
WKH GLIIHUHQW ZHOO�EHLQJ PHDVXUHV SOD\ D VLJQLILFDQW UROH LQ WKH FRPSDUDWLYH
DVVHVVPHQW RI ZHOO�EHLQJ LQ VRFLDOLVW FRXQWULHV�

7DEOH � H[DPLQHV WKH VDPH �� FRXQWULHV IRU ����� RXU EHQFKPDUN \HDU IRU
FRXQWULHV KDYLQJ XQGHUJRQH D �VRPHWLPHV VWLOO LQFRPSOHWH� WUDQVLWLRQ WR D PDUNHW
HFRQRP\� 7KH LQHTXDOLW\�DGMXVWHG PHDVXUHV FRQWLQXH WR EH PXFK ORZHU WKDQ WKH
LQFRPH PHDVXUH VXJJHVWLQJ WKDW LQHTXDOLW\ FRQWLQXHV WR KDYH D ELJ LPSDFW RQ
ZHOO�EHLQJ� %UD]LO DQG &RORPELD FRQWLQXH WR VXIIHU IURP WKH ODUJHVW UHGXFWLRQV LQ
ZHOO�EHLQJ ZKLFK DUH DOVR QRZ ODUJHU WKDQ SUHYLRXVO\� VXJJHVWLQJ QRW RQO\ KLJK
EXW ZRUVHQLQJ LQHTXDOLW\�

5HJDUGLQJ WUDQVLWLRQ HFRQRPLHV� VHYHUDO LPSRUWDQW REVHUYDWLRQV HPHUJH� )LUVW�
GXH WR VKDUSO\ GHFOLQLQJ LQFRPHV LQ PDQ\ WUDQVLWLRQ FRXQWULHV� DQG LQFUHDVLQJ
LQFRPHV HOVHZKHUH� PRVW WUDQVLWLRQ FRXQWULHV VOLS LQ WKH LQFRPH UDQNLQJ� :KLOH VL[
RI WKH WHQ ULFKHVW �LQ WHUPV RI 333 LQFRPH� HFRQRPLHV LQ ���� ZHUH SUH�WUDQVLWLRQ
VRFLDOLVW FRXQWULHV� RQO\ WKUHH UHPDLQ LQ WKH WRS �� LQ ����� &RQYHUVHO\� LQVWHDG RI
WZR WKHUH DUH QRZ VL[ WUDQVLWLRQ FRXQWULHV DPRQJ WKH SRRUHVW WHQ� 7KLV VOLSSDJH LQ
UDQN LV ODUJHVW IRU WKH VXFFHVVRU VWDWHV RI WKH 6RYLHW 8QLRQ� 5XVVLD VOLSV WHQ UDQNV�
8NUDLQH HLJKW� 7XUNPHQLVWDQ HLJKW� DQG .D]DNKVWDQ WZHOYH UDQNV� ,Q FRQWUDVW� WKH
&HQWUDO (XURSHDQ FRXQWULHV ZLWQHVV WKH OHDVW ZRUVHQLQJ LQ UDQNV�

6HFRQG� LW LV QR ORQJHU LQYDULDEO\ WKH FDVH WKDW WKH WUDQVLWLRQ FRXQWULHV LPSURYH
WKHLU UDQN RQFH LQHTXDOLW\ LV FRQVLGHUHG� :KLOH WKLV LV VWLOO WKH FDVH IRU WKH PDMRULW\
RI (XURSHDQ WUDQVLWLRQ FRXQWULHV DQG WKH %DOWLF 5HSXEOLFV� LW LV QR ORQJHU WKH FDVH
IRU PDQ\ VXFFHVVRU VWDWHV RI WKH IRUPHU 6RYLHW 8QLRQ� 'XH WR VKDUSO\ LQFUHDVHG
LQHTXDOLW\� 5XVVLD QRZ ZRUVHQV LWV UDQN� RQFH LQHTXDOLW\ LV FRQVLGHUHG� 7KH VDPH
LV WUXH IRU WKH 8NUDLQH� DQG WKH .\UJ\] 5HSXEOLF� ZKLOH VRPH RI WKH RWKHU H[�
6RYLHW 6WDWHV QRZ PHUHO\ PDLQWDLQ WKHLU UDQN RQFH LQHTXDOLW\ LV FRQVLGHUHG� 7KXV�
ZH ILQG WKDW D FRQVLGHUDWLRQ RI LQHTXDOLW\ FRQWLQXHV WR LPSURYH WKH LPSUHVVLRQ RI
UHODWLYH ZHOO�EHLQJ LQ PRVW WUDQVLWLRQ FRXQWULHV ZLWK WKH H[FHSWLRQ RI VHYHUDO RI WKH
IRUPHU 6RYLHW 6WDWHV� 0RUHRYHU� GXH WR ULVLQJ LQHTXDOLW\ YLUWXDOO\ HYHU\ZKHUH� WKH
LPSURYHPHQW LQ UDQN LV QRZ VPDOOHU WKDQ SUHYLRXVO\�

7KLUG� EHFDXVH RI IDOOLQJ LQFRPHV DQG ULVLQJ LQHTXDOLW\� WKH UDQN UHYHUVDOV
EHWZHHQ WUDQVLWLRQ FRXQWULHV DQG FRPSDUDEOH FRXQWULHV KDYH FKDQJHG
FRQVLGHUDEO\� :KLOH LQHTXDOLW\ LQ WUDQVLWLRQ FRXQWULHV LV VWLOO IDU EHORZ WKH OHYHOV RI
LQHTXDOLW\ LQ VRPH GHYHORSLQJ FRXQWULHV� QRWDEO\ WKRVH IURP /DWLQ $PHULFD� ULVLQJ
LQHTXDOLW\ HQVXUHV WKDW WKH GLIIHUHQFHV LQ UDQN DUH QR ORQJHU DV ODUJH DV EHIRUH�
,QVWHDG RI EHLQJ VHYHQ UDQNV DKHDG RI WKH .\UJ\] 5HSXEOLF LQ ���� LQ SHU FDSLWD
LQFRPHV� 3DQDPD LV QRZ �� UDQNV DKHDG� 2QFH LQHTXDOLW\ LV FRQVLGHUHG� 3DQDPD
QRZ UHPDLQV ILIWHHQ UDQNV� DQG VL[ UDQNV DKHDG LQ WKH 'DJXP DQG $WNLQVRQ �H ��
PHDVXUH� UHVSHFWLYHO\ �VHH DOVR )LJXUH ��� &KLQD DOVR PDQDJHV WR VXUSDVV D
QXPEHU RI WUDQVLWLRQ FRXQWULHV IRU WKH ILUVW WLPH LQ ����� LQGLFDWLQJ WKDW WKH
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WUDQVLWLRQ WKHUH DSSHDUV WR KDYH EHHQ TXLWH VXFFHVVIXO LQ LQFUHDVLQJ LQFRPHV DQG
LQ VWHPPLQJ WKH ULVH LQ LQHTXDOLW\� 6LPLODUO\� %UD]LO UHPDLQV IDU DKHDG RI 0ROGRYD�
HYHQ LI LQHTXDOLW\ LV FRQVLGHUHG� DQG WKH &]HFK 5HSXEOLF DQG 6ORYDNLD DUH QR
ORQJHU DEOH WR VXUSDVV 3RUWXJDO HYHQ LI LQHTXDOLW\ LV FRQVLGHUHG� 2QO\ 6ORYHQLD�
ZKLFK KDV H[SHULHQFHG D FRPSDUDWLYHO\ VPDOO LQFUHDVH LQ LQHTXDOLW\� LV DEOH WR
VXUSDVV 3RUWXJDO DQG RFFXS\ UDQN WZR LQ WKH 'DJXP DQG $WNLQVRQ �H ��
PHDVXUHV�

)RXUWK� WKH GLIIHUHQFH LQ WKH NLQG RI LQHTXDOLW\ EHWZHHQ VRPH WUDQVLWLRQ
FRXQWULHV DQG FRPSDUDEOH FRXQWULHV LV DOVR QRZ PXFK UHGXFHG� 7DEOH � VKRZV WKDW
D FRQVLGHUDEOH VKDUH RI WKH LQFUHDVH LQ LQHTXDOLW\ KDV DSSHDUHG LQ WKH IRUP RI
GHFOLQLQJ LQFRPH VKDUHV WR WKH SRRUHVW TXLQWLOH� ZKRVH LQFRPH VKDUHV LQ VHYHUDO
WUDQVLWLRQ FRXQWULHV DUH QRZ VLPLODU WR QRQ�WUDQVLWLRQ FRXQWULHV� $V D UHVXOW�
FRPSDULVRQV RI 7DEOHV � DQG � VKRZ WKDW WKH PDQ\ WUDQVLWLRQ FRXQWULHV ZLWK ULVLQJ
LQHTXDOLW\ DUH H[SHULHQFLQJ ODUJHU UHGXFWLRQV ZKHQ WKH $WNLQVRQ PHDVXUH LV XVHG
FRPSDUHG WR ZKHQ WKH *LQL�EDVHG PHDVXUHV DUH XVHG� )RU H[DPSOH� LQ WKH
8NUDLQH� XVLQJ WKH $WNLQVRQ PHDVXUH �H ��� WKH LQHTXDOLW\�DGMXVWHG VKDUH LV
UHGXFHG IURP ���� SHU FHQW WR ���� SHU FHQW EHWZHHQ ���� DQG ����� LQ WKH 'DJXP
PHDVXUH� WKH UHGXFWLRQ LV FRQVLGHUDEO\ VPDOOHU� IURP ���� SHU FHQW WR ���� SHU FHQW�
$V D UHVXOW� WKH GLIIHUHQFH EHWZHHQ WKH $WNLQVRQ �H �� DQG WKH 'DJXP PHDVXUH LV
QR ORQJHU LQYDULDEO\ PXFK ODUJHU LQ WUDQVLWLRQ FRXQWULHV WKDQ HOVHZKHUH� ,QGHHG�
WKHUH DUH D QXPEHU RI FRXQWULHV ZKHUH WKH GLIIHUHQFH LV QRZ VLPLODU WR QRQ�
WUDQVLWLRQ FRXQWULHV �VHH 7DEOH ��� $W WKH VDPH WLPH� WKH GLIIHUHQFHV UHPDLQ ODUJH LQ
WKH &HQWUDO (XURSHDQ FRXQWULHV ZKHUH WKHUH ZDV OLWWOH LQFUHDVH LQ LQHTXDOLW\ DQG
WKH LQFRPH VKDUHV RI WKH SRRUHVW TXLQWLOH UHPDLQHG DERYH �� SHU FHQW�

)LJXUH � QLFHO\ VXPPDUL]HV VRPH RI WKH ILQGLQJV IURP WKLV VHFWLRQ E\ PDNLQJ
VHYHUDO ELODWHUDO FRPSDULVRQV RI ZHOO�EHLQJ UDQNLQJV LQ ���� DQG ���� XVLQJ WKH
GLIIHUHQW PHDVXUHV� 7KH 8NUDLQH�,QGRQHVLD FRPSDULVRQ VKRZV KRZ SOXPPHWLQJ
LQFRPHV DQG ULVLQJ LQHTXDOLW\ FDQ ZRUVHQ WKH FRPSDULVRQ ZLWK D FRXQWU\ ZKLFK
KDG UDSLGO\ ULVLQJ LQFRPHV DQG VWDEOH LQHTXDOLW\� ,Q ����� WKH 8NUDLQH KDG KLJKHU
LQFRPH OHYHOV� FRQVLGHULQJ LQHTXDOLW\ LQFUHDVHG WKH GLVWDQFH WR ,QGRQHVLD IXUWKHU�
,Q ����� WKH 8NUDLQH KDV D PXFK ORZHU LQFRPH UDQN� DQG WKH GLIIHUHQFH EHFRPHV
HYHQ ODUJHU ZKHQ LQHTXDOLW\ LV FRQVLGHUHG��� 6LPLODU FKDQJHV RFFXU LQ WKH
FRPSDULVRQ EHWZHHQ 3DQDPD DQG WKH .\UJ\] 5HSXEOLF�

2Q WKH RWKHU KDQG� WKH FRPSDULVRQV EHWZHHQ 3RODQG DQG %UD]LO VKRZ WKDW
GHVSLWH IDOOLQJ LQFRPHV� 3RODQG PDQDJHV WR KDYH D KLJKHU UDQN LQ WKH LQHTXDOLW\�
DGMXVWHG PHDVXUHV LQ ���� VLQFH LWV LQHTXDOLW\ KDV ULVHQ E\ PXFK OHVV DQG UHPDLQV
IDU EHORZ WKDW RI %UD]LO� 7KH VDPH KROGV IRU 5RPDQLD DQG 7KDLODQG ZKHUH
5RPDQLD PDQDJHV WR VWD\ DKHDG RI 7KDLODQG GXH WR LWV VWLOO PXFK ORZHU
LQHTXDOLW\���

                                                     
�� 7KH LPSURYHPHQW LQ ,QGRQHVLD LQ WKH LQHTXDOLW\�DGMXVWHG PHDVXUHV LV QRW GXH WR IDOOLQJ LQHTXDOLW\ LQ
,QGRQHVLD� EXW GXH WR ULVLQJ LQHTXDOLW\ LQ DOO WKH WUDQVLWLRQ FRXQWULHV�
�� 5RPDQLD DQG 3RODQG ERWK LPSURYH LQ WKH UDQNLQJ EHWZHHQ ���� DQG ����� QR PDWWHU ZKLFK LQGLFDWRU LV
XVHG� 7KLV LV QRW GXH WR LPSURYLQJ ZHOO�EHLQJ WKHUH� EXW VPDOOHU GHFOLQHV LQ ZHOO�EHLQJ LQ WKHVH WZR
FRXQWULHV FRPSDUHG WR RWKHU WUDQVLWLRQ FRXQWULHV�



Figure 2. Bilateral comparisons of rankings: transition versus non-transition countries 
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���6HQVLWLYLW\�DQDO\VLV�

,Q WKH VHQVLWLYLW\ DQDO\VLV� ZH FRQVLGHU WR ZKDW H[WHQW RXU UHVXOWV DUH GULYHQ E\
LQFRQVLVWHQFLHV LQ WKH LQFRPH GHILQLWLRQ DQG WKH SDUWLFXODU GDWD VHULHV XVHG� 7R
GHDO ZLWK WKH ILUVW LVVXH� ZH UHJUHVV WKH UHSRUWHG *LQL FRHIILFLHQWV RQ WKH LQFRPH
GHILQLWLRQ �H[SHQGLWXUH� QHW LQFRPH� XQNQRZQ LQFRPH� RU JURVV LQFRPH� WKH
H[FOXGHG FDWHJRU\�� DQG WKH UHIHUHQFH XQLW FRQVLGHUHG �XQNQRZQ� KRXVHKROG� RU
SHUVRQ� WKH H[FOXGHG FDWHJRU\���� 7KH UHJUHVVLRQV �DYDLODEOH XSRQ UHTXHVW� VXJJHVW
WKDW WKH GDWD GHILQLWLRQ GRHV LQGHHG KDYH DQ HIIHFW RQ WKH *LQL FRHIILFLHQW DQG WKDW

WKH GLIIHUHQFH EHWZHHQ JURVV DQG QHW LQFRPH LV ODUJHO\ D SKHQRPHQRQ RI 2(&'
FRXQWULHV� DV RQH ZRXOG H[SHFW �$WNLQVRQ DQG %UDQGROLQL� ������ :H WKHQ DGMXVW
WKH *LQL FRHIILFLHQWV EDVHG RQ WKH FRHIILFLHQWV IURP WKHVH UHJUHVVLRQV DQG WKHUHE\
EDVH DOO WKHVH DGMXVWHG *LQLV RQ GLVSRVDEOH LQFRPH SHU SHUVRQ�

7KH UDQNLQJ RI FRXQWULHV LV QRW JUHDWO\ DIIHFWHG ZKHQ ZH XVH WKHVH UHYLVHG *LQL
FRHIILFLHQWV� 8VLQJ WKH 6HQ PHDVXUH� KDUGO\ DQ\ UDQNLQJV FKDQJH� 8VLQJ WKH
'DJXP PHDVXUH� WKHUH DUH PRUH VLJQLILFDQW YDULDWLRQV� +RZHYHU� WKHUH LV PRUH
SHUVLVWHQFH WKDQ FKDQJH� ,Q ����� WKH \HDU ZKHQ PRVW FKDQJHV RFFXU� �� FRXQWULHV·
UDQNLQJV UHPDLQ WKH VDPH� HLJKW FRXQWULHV FKDQJH E\ RQH UDQN� DQG IRXU FRXQWULHV
FKDQJH UDQNV E\ PRUH WKDQ RQH SRVLWLRQ���

6HFRQG� ZH FRPSDUHG RXU GDWD ZLWK LQFRPH LQHTXDOLW\ GDWD IURP RWKHU
VRXUFHV� $SSHQGL[ � SURYLGHV DQ RYHUYLHZ� )RU WKH VRFLDOLVW SHULRG� ZH FRPSDUH
WKH 0LODQRYLF ������ GDWD XVHG KHUH ZLWK GDWD SUHVHQWHG LQ $WNLQVRQ DQG
0LFNOHZULJKW ������ DQG )OHPPLQJ DQG 0LFNOHZULJKW ������� $FFRUGLQJ WR WKHVH
GDWD VRXUFHV� ZKLFK DUH EDVHG RQ VLPLODU LQFRPH GHILQLWLRQV� LQHTXDOLW\ KDV EHHQ
VOLJKWO\ KLJKHU LQ PRVW VRFLDOLVW FRXQWULHV� 7KH GLIIHUHQFHV WR WKH 0LODQRYLF GDWD
DUH WKH ODUJHVW IRU WKH %DOWLF 6WDWHV� 1HYHUWKHOHVV� WKH GLIIHUHQFHV UHPDLQ PRGHVW
DQG ERWK GDWDVHWV VXJJHVW WKDW LQFRPH LQHTXDOLW\ LQ VRFLDOLVW FRXQWULHV ZDV
FRQVLGHUDEO\ EHORZ WKH OHYHOV SUHYDLOLQJ LQ WKH FRXQWULHV ZH DUH FRPSDULQJ WKHP
ZLWK�

&RQVLGHULQJ WKH SRVW�WUDQVLWLRQ SHULRG ZH FDQ FRQWUDVW WKH GDWD ZH XVHG ZLWK
DQRWKHU H[SHQGLWXUH�EDVHG PHDVXUH DOVR WDNHQ IURP 0LODQRYLF ������ DQG WZR
RWKHU GDWD VRXUFHV �)OHPPLQJ DQG 0LFNOHZULJKW� ���� DQG *DUQHU� ������
UHVSHFWLYHO\� ,Q FRQWUDVW WR WKH SUH�WUDQVLWLRQ SHULRG� WKH GLIIHUHQFHV WR RXU GDWD
DUH JHQHUDOO\ VPDOO DQG JR LQ ERWK GLUHFWLRQV� 8VLQJ H[SHQGLWXUHV SHU FDSLWD� WKHUH
DUH RQO\ PLQRU GLIIHUHQFHV� H[FHSW IRU WKH .\UJ\] 5HSXEOLF� +HUH WKH *LQL
FRHIILFLHQW EDVHG RQ H[SHQGLWXUHV LV �� SHUFHQWDJH SRLQWV EHORZ WKDW XVLQJ LQFRPH
GDWD� $SSO\LQJ WKLV ORZHU LQHTXDOLW\ PHDVXUH ZRXOG VRPHZKDW LPSURYH WKH

                                                     
�� )RU WKH UHJUHVVLRQ ZH LQFOXGH DOO GDWD RQ LQFRPH GLVWULEXWLRQ DYDLODEOH E\ WKH WZR 'HLQLQJHU DQG 6TXLUH
GDWDVHWV DV ZHOO DV IURP 7KH :RUOG ,QFRPH ,QHTXDOLW\ 'DWDEDVH �:LGHU� ������ )ROORZLQJ VXJJHVWLRQV IURP
$WNLQVRQ DQG %UDQGROLQL ������� ZH GR QRW UHVWULFW WKH UHJUHVVLRQ WR WKH ¶DFFHSW· VHULHV LQ WKH 'HLQLQJHU DQG
6TXLUH GDWDVHW� 7KLV HQDEOHV XV WR JHW VHYHUDO REVHUYDWLRQV SHU FRXQWU\ DW WKH VDPH WLPH� ZKLFK VKRXOG
LPSURYH RXU DELOLW\ WR LGHQWLI\ WKH UHIHUHQFH XQLW DQG LQFRPH GHILQLWLRQ HIIHFWV� )RU GHWDLOV� SOHDVH UHIHU WR
*U�Q DQG .ODVHQ �������
�� 7KH PRVW VLJQLILFDQW FKDQJH LV D ZRUVHQLQJ RI IRXU UDQNV E\ 0H[LFR�
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UDQNLQJ RI WKH .\UJ\] 5HSXEOLF LQ RXU LQHTXDOLW\�DGMXVWHG PHDVXUHV� ,W ZRXOG QRW�
KRZHYHU� FKDQJH WKH UHVXOW RI D GUDPDWLF ZRUVHQLQJ LQ UDQN�

7KH IHZ GDWD SRLQWV SURYLGHG E\ )OHPPLQJ DQG 0LFNOHZULJKW ������ DUH LQ
JHQHUDO DOVR VLPLODU WR WKH RQHV ZH KDYH XVHG� 2QO\ IRU 5XVVLD� WKH *LQL FRHIILFLHQW
LV VLJQLILFDQWO\ ORZHU E\ �� SHUFHQWDJH SRLQWV� %XW WKLV ORZHU *LQL�FRHIILFLHQW LV
EDVHG RQ D SUREOHPDWLF GDWD VRXUFH� WKH ROG EXGJHW VXUYH\ WKDW VXIIHUHG IURP
PDQ\ GHILFLHQFLHV� :KHQ H[DPLQLQJ WKH GDWD VRXUFH PRVW XVHG IRU LQHTXDOLW\
DVVHVVPHQWV LQ SRVW�WUDQVLWLRQ 5XVVLD �WKH 5XVVLDQ /RQJLWXGLQDO 0RQLWRULQJ
6XUYH\�� WKLV *LQL YDULHV IURP ���� LQ ���� DQG ���� LQ ����� TXLWH VLPLODU WR WKH
ILJXUH ZH XVHG �ZKLFK LV EDVHG RQ WKDW VXUYH\� VHH 0LODQRYLF� ������ 0RUHRYHU�
GHVSLWH WKHVH GLIIHUHQFHV� ERWK GDWD VRXUFHV SRLQW WR D GUDPDWLF ZRUVHQLQJ RI
LQHTXDOLW\ LQ 5XVVLD LQ WKH HDUO\ ����V�

7KH GDWD IRU WKH &]HFK 5HSXEOLF DQG 6ORYDNLD DUH VRPHZKDW GLIIHUHQW WR WKH
RQHV ZH XVHG� ,Q SDUWLFXODU� WKH LQFUHDVH LQ LQHTXDOLW\ LQ WKH &]HFK 5HSXEOLF
DSSHDUV WR KDYH EHHQ PRUH JUDGXDO WKDQ VXJJHVWHG LQ RXU GDWD��� DQG WKH UHSRUWHG
GHFOLQH LQ LQHTXDOLW\ LQ 6ORYDNLD EHWZHHQ ���� DQG ���� LV QRW IRXQG LQ WKH
DOWHUQDWLYH GDWD ZH XVH� ZKLFK ILQGV D PRGHUDWH LQFUHDVH LQ LQHTXDOLW\ VLPLODU WR
WKH RQH REVHUYHG LQ WKH &]HFK 5HSXEOLF� %XW DOVR KHUH WKH UDQNLQJV GR QRW FKDQJH
DV D UHVXOW RI XVLQJ WKH UHYLVHG GDWD�

7KLV VHQVLWLYLW\ DQDO\VLV VXJJHVWV WKDW IHZ RI WKH EDVLF UHVXOWV RQ WKH ODUJH
DEVROXWH LPSDFW RI LQHTXDOLW\ DQG WKH FKDQJH LQ UDQNV DV D UHVXOW RI LW UHSRUWHG DUH
PHDQLQJIXOO\ DIIHFWHG E\ XVLQJ GLIIHUHQW GDWDVHWV��� ,Q SDUWLFXODU� LW UHPDLQV WKH
FDVH WKDW WKH FRPELQDWLRQ RI IDOOLQJ LQFRPHV DQG ULVLQJ LQHTXDOLW\ OHDGV WR D
GUDPDWLF ZRUVHQLQJ RI UDQN IRU PRVW WUDQVLWLRQ FRXQWULHV� SDUWLFXODUO\ DPRQJ WKH
VXFFHVVRU VWDWHV RI WKH 6RYLHW 8QLRQ�

���&RPSDULVRQV�DFURVV�WLPH�

7KH GLVFXVVLRQ LQ 6HFWLRQ � KDV DOUHDG\ VKRZQ WKDW LQ PDQ\ WUDQVLWLRQ FRXQWULHV�
LQHTXDOLW\ KDV FKDQJHG FRQVLGHUDEO\ IRU WKH ZRUVH� ,Q FRQWUDVW� DPRQJ QRQ�
WUDQVLWLRQ FRXQWULHV� LW DSSHDUV WKDW WKHUH LV DOVR D JUHDW GHDO RI VWDELOLW\ LQ
LQHTXDOLW\ PHDVXUHV��� 7KXV IRU PRVW QRQ�WUDQVLWLRQ FRXQWULHV� WKH JURZWK UDWHV LQ
WKH LQHTXDOLW\�DGMXVWHG PHDVXUHV RI ZHOO�EHLQJ ZLOO QRW GLIIHU JUHDWO\ IURP WKH
JURZWK UDWH LQ SHU�FDSLWD LQFRPHV�

,Q WUDQVLWLRQ FRXQWULHV� KRZHYHU� LQFRPH JURZWK VHULRXVO\ ELDVHV RXU YLHZ RI
FKDQJHV LQ ZHOO�EHLQJ� 3HU FDSLWD LQFRPH ORVVHV LQ WKH ILUVW IHZ \HDUV �IURP ���� WR
����� DOUHDG\ DPRXQW WR EHWZHHQ � SHU FHQW LQ 3RODQG WR VRPH �� SHU FHQW LQ

                                                     
�� 7KH OHYHO RI LQHTXDOLW\ UHSRUWHG LQ ���� LQ RXU GDWD DSSHDUV RQO\ WR KDYH EHHQ UHDFKHG LQ ���� DFFRUGLQJ
WR WKH PRUH UHOLDEOH PLFURFHQVXV HVWLPDWHV�
�� 7KHUH LV� KRZHYHU� VRPH VXSSRUW IRU 0LODQRYLF·V ������ FRQWHQWLRQ WKDW KLV GDWD VOLJKWO\ RYHUVWDWH WKH
LQFUHDVH LQ LQHTXDOLW\ LQ WUDQVLWLRQ FRXQWULHV�
�� 6HH 'HLQLQJHU DQG 6TXLUH �����E� DQG /XQGEHUJ DQG 6TXLUH �������
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8NUDLQH DQG 7XUNPHQLVWDQ� %XW ULVLQJ LQHTXDOLW\ HQVXUHV WKDW WKHVH ORVVHV DUH
GLVWULEXWHG YHU\ XQHYHQO\ DPRQJ WKH SRSXODWLRQ� )LJXUH � VKRZV GUDPDWLF
GLIIHUHQFHV LQ LQFRPH JURZWK E\ GHFLOH LQ VHOHFWHG FRXQWULHV� ,Q 5XVVLD� WKH
SRRUHVW GHFLOH VXIIHUHG D �� SHU FHQW GURS LQ UHDO LQFRPHV� ZKLOH WKH ULFKHVW GHFLOH
DFWXDOO\ JDLQHG QHDUO\ �� SHU FHQW� 6LPLODU GLIIHUHQFHV H[LVW LQ WKH 8NUDLQH
DOWKRXJK KHUH DOO GHFLOHV ORVH� EXW WKH ULFK PXFK OHVV WKDQ WKH SRRU� ,Q 3RODQG� D
FRXQWU\ ZLWK D ORZHU LQFRPH ORVV� WKH GLIIHUHQFHV LQ LQFRPH ORVVHV DPRQJ WKH
GHFLOHV DUH PXFK VPDOOHU DOWKRXJK WKH ULFK ORVH OHVV WKDQ WKH SRRU� LQ 6ORYHQLD� WKH
PRGHUDWH LQFRPH ORVVHV DUH VSUHDG RXW IDLUO\ HYHQO\ DPRQJ WKH GHFLOHV�

Figure 3. Growth of real income per decile (local currencies), 1988–95 

 

 

 

 

 

 

 

 

Source: Milanovic (1998) including country data sheets provided by 
Milanovic.  

8VLQJ RXU PHDVXUHV� WKLV ULVLQJ LQHTXDOLW\ IXUWKHU UHGXFHV ZHOO�EHLQJ EHWZHHQ
WKH SUH�DQG SRVW�WUDQVLWLRQ EHQFKPDUN \HDUV� LQ VRPH FRXQWULHV E\ FRQVLGHUDEOH
DPRXQWV� )LJXUH � VKRZV WKH FRPELQHG HIIHFW RI LQFRPH GURSV DQG ULVLQJ
LQHTXDOLW\ RQ RXU LQHTXDOLW\�DGMXVWHG ZHOO�EHLQJ PHDVXUHV� )RU H[DPSOH� WKH
DOUHDG\ VHYHUH LQFRPH ORVVHV LQ 5XVVLD RI VRPH �� SHU FHQW WUDQVODWH� FRPELQHG
ZLWK WKH ULVLQJ LQHTXDOLW\� WR ZHOO�EHLQJ ORVVHV RI ��²�� SHU FHQW� GHSHQGLQJ RQ WKH
PHDVXUH FKRVHQ� ,Q WKH 8NUDLQH� WKH LQFRPH ORVV RI �� SHU FHQW FRPELQHV ZLWK
ULVLQJ LQHTXDOLW\ WR D ZHOO�EHLQJ ORVV RI ��²�� SHU FHQW� 6LPLODU GUDPDWLF
GLIIHUHQFHV EHWZHHQ LQFRPH ORVVHV DQG ZHOO�EHLQJ ORVVHV H[LVW LQ 0ROGRYD�
(VWRQLD� /DWYLD DQG WKH .\UJ\] 5HSXEOLF� 2QFH DJDLQ� ZH VHH WKDW LQ &HQWUDO
(XURSH� WKLQJV DUH QRW QHDUO\ DV EDG� ,QFRPH ORVVHV DUH VPDOOHU� DQG WKH ULVH LQ
LQHTXDOLW\ ZDV PRUH PRGHVW� $V D UHVXOW� ZHOO�EHLQJ ORVVHV DUH QRW VR GLIIHUHQW
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IURP LQFRPH ORVVHV LQ +XQJDU\� 3RODQG RU 6ORYHQLD��� $V WKHVH FRXQWULHV
H[SHULHQFHG FRQVLGHUDEOH LQFRPH JURZWK EHWZHHQ RXU SRVW�WUDQVLWLRQ EHQFKPDUN
\HDUV �����²��� DQG ���� �VHH )LJXUH ��� WKH\ DUH WKH RQO\ WUDQVLWLRQ FRXQWULHV WKDW
KDYH SRVVLEO\ EHHQ DEOH WR VXUSDVV WKH OHYHO RI ZHOO�EHLQJ WKH\ HQMR\HG LQ �������

Figure 4. Well-being losses in transition countries, 1988–95 

 

 

 

Note: The Atkinson measures are calculated using decile shares. There are slightly 
different time periods used, depending on data availability in Milanovic (1998). See 
Appendix 2 for details. 

,Q IDFW� WKHUH DSSHDUV WR EH DQ LQWHUHVWLQJ FRUUHODWLRQ EHWZHHQ WKH SHU FDSLWD
LQFRPH ORVVHV DQG WKH FKDQJHV LQ LQHTXDOLW\� ,Q )LJXUH � LW DSSHDUV WKDW WKH
FRXQWULHV ZLWK WKH VPDOOHVW LQFRPH ORVVHV EHWZHHQ ���� DQG ���� DOVR H[SHULHQFHG
WKH VPDOOHVW LQFUHDVH LQ LQHTXDOLW\� FRQYHUVHO\� WKRVH ZLWK WKH ODUJHVW LQFRPH
ORVVHV H[SHULHQFHG WKH ODUJHVW LQFUHDVH LQ WKH *LQL FRHIILFLHQW� $V D UHVXOW� DQ
LQFRUSRUDWLRQ RI LQHTXDOLW\ PDJQLILHV WKH DOUHDG\ ODUJH GLIIHUHQFHV LQ SHU FDSLWD
JURZWK UDWHV EHWZHHQ FRXQWULHV�

                                                     
�� 6ORYDNLD LV WKH RQO\ FRXQWU\ ZKHUH RXU LPSUHVVLRQ RI FKDQJHV LQ ZHOO�EHLQJ FKDQJHV IRU WKH EHWWHU RQFH
WKH �VOLJKWO\� GHFOLQLQJ LQHTXDOLW\ LV LQFOXGHG� %XW DV VKRZQ DERYH� WKLV VOLJKW GHFOLQH LV OLNHO\ WR EH GXH WR
LQFRQVLVWHQW GDWD� 2WKHU GDWD SRLQW WR D VOLJKW LQFUHDVH RYHU WKH VDPH WLPH SHULRG�
�� 6LQFH ZH GR QRW KDYH PRUH UHFHQW GDWD RQ LQHTXDOLW\ ZH FDQQRW WHOO ZKHWKHU WKLV LQFRPH JURZWK ZDV
DFFRPSDQLHG E\ IXUWKHU LQFUHDVHV LQ LQHTXDOLW\� $VVXPLQJ WKDW LQHTXDOLW\ KDV QRW FKDQJHG EHWZHHQ WKH
EHQFKPDUN \HDUV DQG ����� 3RODQG DQG +XQJDU\ KDYH VXUSDVVHG WKH OHYHO RI ZHOO�EHLQJ HQMR\HG LQ WKH ODWH
����V� UHJDUGOHVV RI WKH LQGLFDWRU XVHG� 8VLQJ PRUH UHFHQW LQGLFDWRUV RI LQHTXDOLW\ LQ 6ORYDNLD VXJJHVWV WKDW
WKH\ KDYH QRW EHHQ DEOH WR UHDFK WKH OHYHO RI SUH�WUDQVLWLRQ ZHOO�EHLQJ� VLQFH WKH SUH�WUDQVLWLRQ LQFRPH GDWD
IRU 6ORYHQLD DUH IURP ����� LW LV GLIILFXOW WR WHOO ZKHWKHU WKH\ KDYH VXUSDVVHG WKH OHYHO RI ZHOO�EHLQJ WKH\
HQMR\HG LQ �����
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Figure 5. Income loss and inequality change, 1988–95 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Notes: In this figure, we rely on the Milanovic (1998) data used throughout this 
paper. Replacing the problematic inequality data for Slovakia for the post-transition 
period with the data presented in Appendix 2, moves the Slovakia observation to 
the right as it realises a 30 per cent increase in the Gini coefficient (rather than the 
alleged fall). However, the correlation coefficients between income loss and change 
in Gini coefficient are very large and significant (and similar at around –0.61) 
regardless of which data point we use for Slovakia.  

7KLV FRUUHODWLRQ PD\ EH UHODWHG WR SURJUHVV LQ WUDQVLWLRQ LWVHOI� 7KH (%5'·V
WUDQVLWLRQ LQGH[ �(%5'� ����� VXJJHVWV WKDW LQ WKH FRXQWULHV ZKHUH WUDQVLWLRQ KDV
EHHQ IDVWHVW� LQFRPH ORVVHV KDYH EHHQ OHDVW �VHH 7DEOH ��� $ IRUWLRUL� WKLV ZRXOG DOVR
PHDQ WKDW LQ WKH FRXQWULHV ZKHUH WUDQVLWLRQ KDV EHHQ IDVWHVW� WKH ULVH LQ LQHTXDOLW\
KDV EHHQ WKH VPDOOHVW� 7KHUH FRXOG EH FDXVDO OLQNDJHV KHUH� ,Q SDUWLFXODU� VORZ
WUDQVLWLRQ PLJKW PHDQ WKDW WKH WUDQVLWLRQ SURFHVV KDV EHHQ FDSWXUHG DQG GHOD\HG
E\ ROG HOLWHV ZKR DUH DEOH WR VORZ WKH PRYH WRZDUGV D FRPSHWLWLYH PDUNHW
HFRQRP\ DQG HQULFK WKHPVHOYHV LQ WKH SURFHVV� ,Q FRQWUDVW� WKH SRRU ORVH RXW DV
WKH\ GHSHQG RQ VWDWH UHVRXUFHV �SHQVLRQV� VRFLDO EHQHILWV� HWF� WKDW DUH IDOOLQJ DQG
EHFRPLQJ PRUH XQHTXDO LQ FRXQWULHV ZKHUH WUDQVLWLRQ LV VORZ DQG WKH UHVXOWLQJ
DELOLW\ RI WKH VWDWH WR JHW D VHFXUH UHYHQXH EDVH IURP WD[DWLRQ LV ORZ �VHH )OHPPLQJ
DQG 0LFNOHZULJKW� ����� 0LODQRYLF� ��������

                                                     
�� )RU H[DPSOH� LQVLGHU SULYDWL]DWLRQ� OLWWOH SURJUHVV LQ UHVWUXFWXULQJ DQG FRPSHWLWLRQ� FRPELQHG ZLWK WKH
LQDELOLW\ RI WKH VWDWH WR UDLVH VXIILFLHQW UHYHQXH WR SD\ IRU SHQVLRQV DQG RWKHU VRFLDO FRPPLWPHQWV DSSHDU WR
KDYH OHDG WR D FRPELQDWLRQ RI SRRU SURJUHVV LQ WUDQVLWLRQ� ODUJH LQFRPH ORVVHV� DQG ODUJH LQFUHDVHV LQ
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%XW WKLV FRUUHODWLRQ LV IDU IURP SHUIHFW� )RU H[DPSOH� LQ WKH %DOWLF 5HSXEOLFV� WKH
WUDQVLWLRQ LQGH[ VXJJHVWV JRRG SURJUHVV� ZKLOH LQFRPH ORVVHV KDYH EHHQ YHU\
VHYHUH DQG WKH ULVH LQ LQHTXDOLW\ KDV DOVR EHHQ ODUJH� 6LPLODUO\� %HODUXV DQG WKH
&HQWUDO $VLDQ 5HSXEOLFV VKRZ WKH OHDVW SURJUHVV LQ WUDQVLWLRQ� EXW WKH\ GR QRW
KDYH WKH ODUJHVW LQFRPH ORVVHV QRU� RQ DYHUDJH� WKH IDVWHVW LQFUHDVHV LQ LQHTXDOLW\���

,W LV EH\RQG WKH VFRSH RI WKLV SDSHU WR LQYHVWLJDWH WKHVH LVVXHV LQ GHWDLO��� 7KH ODUJH
GLIIHUHQFHV LQ WKH H[SHULHQFHV RI WUDQVLWLRQ FRXQWULHV VXJJHVW� KRZHYHU� WKDW ODUJH
LQFRPH ORVVHV DQG ODUJH LQFUHDVHV LQ LQHTXDOLW\ DUH QRW WKH LQHYLWDEOH IDWH RI
WUDQVLWLRQ HFRQRPLHV� $SSDUHQWO\� WKHUH LV FRQVLGHUDEOH VFRSH IRU HFRQRPLF SROLF\
WR LQIOXHQFH ERWK GHYHORSPHQWV� DQ LVVXH WKDW GHVHUYHV IXUWKHU LQYHVWLJDWLRQ� ,Q
SDUWLFXODU� WKH DSSDUHQW OLQNDJH EHWZHHQ LQFRPH ORVV DQG LQHTXDOLW\ LQFUHDVHV
GHVHUYHV VFUXWLQ\ DV WKLV KDV D FRPSRXQG HIIHFW RQ ZHOO�EHLQJ�

7DEOH � DOVR VKRZV WKDW QRQ�HFRQRPLF VRFLDO LQGLFDWRUV RI ZHOO�EHLQJ VXSSRUW
WKLV LPSUHVVLRQ RI D JHQHUDO GHWHULRUDWLRQ LQ ZHOO�EHLQJ �VHH DOVR .ODVHQ� ����D�
81,&()� ����� 81'3� ������ &RPSDUHG WR D ULVLQJ WUHQG HOVHZKHUH LQ WKH ZRUOG
DQG LQ FRPSDUDEOH PLGGOH�LQFRPH FRXQWULHV� 7DEOH � VKRZV WKDW OLIH H[SHFWDQF\
GURSSHG IRU ERWK PDOHV DQG IHPDOHV LQ .D]DNKVWDQ� 5XVVLD DQG 8NUDLQH� ZKLOH LW
IHOO RQO\ IRU PDOHV LQ WKH %DOWLF 5HSXEOLFV� %XW WKH GHWHULRUDWLRQV DSSHDU VPDOOHU
WKDQ RQH PLJKW H[SHFW JLYHQ WKH GLVDVWURXV GURSV LQ RXU HFRQRPLF ZHOO�EHLQJ
LQGLFDWRUV� $OVR� WKH\ GR QRW H[WHQG WR DOO FRXQWULHV� LQ PRVW &HQWUDO (XURSHDQ
FRXQWULHV� OLIH H[SHFWDQF\ FRQWLQXHG WR ULVH� DOEHLW DW D VORZHU SDFH WKDQ
SUHYLRXVO\��� 7KH IDFW WKDW WKH VRFLDO LQGLFDWRUV KDYH GHWHULRUDWHG OHVV WKDQ

LQFRPH LQHTXDOLW\ LQ 5XVVLD� $V D UHVXOW RI WKHVH GHYHORSPHQWV� WKH ZDJH GLVWULEXWLRQ EHFDPH D ORW PRUH
XQHTXDO DQG KLJKO\ GHSHQGHQW RQ WKH VHFWRU RI WKH HFRQRP\� QRQ�ZDJH SULYDWH LQFRPH PDGH XS D VKDUSO\
LQFUHDVLQJ VKDUH RI WRWDO LQFRPH� DQG VRFLDO WUDQVIHUV EHFDPH PXFK PRUH XQHTXDO� )RU D GLVFXVVLRQ� VHH
0LODQRYLF ������ DQG )OHPPLQJ DQG 0LFNOHZULJKW �������
�� 0LODQRYLF ������ FODVVLILHV FRXQWULHV E\ WKH DPRXQW RI FRPSHQVDWLRQ WKH\ SURYLGH WR SHRSOH QHJDWLYHO\
DIIHFWHG E\ WKH WUDQVLWLRQ SURFHVV� +H GHILQHV ¶QRQ�FRPSHQVDWRUV· DV FRXQWULHV ZKHUH ORVVHV LQ WKH VKDUH RI
ZDJH LQFRPH DUH QRW RIIVHW E\ LQFUHDVHV LQ VRFLDO WUDQVIHUV� ¶FRPSHQVDWRUV· ZKHUH D IDLU DPRXQW RI ¶RIIVHW·
KDV WDNHQ SODFH� DQG ¶SRSXOLVWV· ZKHUH DOO VRXUFHV RI SRSXODWLRQ LQFRPH LQFUHDVHG DV D VKDUH RI *'3� 7KH
ILUVW JURXS LQFOXGHV WKH &]HFK 5HSXEOLF� (VWRQLD� 0ROGRYD� 5RPDQLD� 5XVVLD� 6ORYDNLD DQG 8NUDLQH� WKH
VHFRQG JURXS LQFOXGHV %HODUXV� %XOJDULD� /DWYLD DQG /LWKXDQLD� DQG WKH WKLUG JURXS LV FRPSULVHG RI
+XQJDU\� 3RODQG DQG 6ORYHQLD� +H ILQGV WKDW WKH LQFUHDVH LQ *LQL ZDV ODUJHVW DPRQJ WKH QRQ�FRPSHQVDWRUV
EXW WKLV LV HQWLUHO\ GHSHQGHQW RQ WKH LQFOXVLRQ RI 5XVVLD DQG 8NUDLQH �0LODQRYLF� ������ ,W DSSHDUV WKDW KLV
FODVVLILFDWLRQ LV PXFK PRUH KHWHURJHQHRXV WKDQ WKH FRUUHODWLRQ EHWZHHQ LQFRPH JURZWK DQG LQHTXDOLW\
LQFUHDVHV SUHVHQWHG LQ )LJXUH ��
�� 2QH SDWWHUQ DSSHDULQJ LQ WKH GDWD LV WKDW WKHUH PLJKW EH DQ LQYHUVH 8�VKDSH LQ WKH UHODWLRQVKLS EHWZHHQ
WUDQVLWLRQ DQG LQHTXDOLW\� 7KRVH FRXQWULHV ZKLFK KDYH KDUGO\ EHJXQ D WUDQVLWLRQ� VXFK DV %HODUXV DQG VRPH
RI WKH &HQWUDO $VLDQ 5HSXEOLFV� KDYH� E\ PDLQWDLQLQJ WKH VWDWXV TXR� EHHQ DEOH WR DYRLG WKH LQFUHDVH LQ
LQHTXDOLW\� LQ VRPH FRXQWULHV� WKLV DSSDUHQWO\ FDPH DW WKH H[SHQVH RI ODUJH GURSV LQ LQFRPH� 7KRVH WKDW
KDYH XQGHUWDNHQ D VORZ DQG LQFRPSOHWH WUDQVLWLRQ �H�J�� 5XVVLD� 8NUDLQH� KDYH VXIIHUHG WKH ODUJHVW LQFRPH
ORVVHV DQG WKH ELJJHVW LQFUHDVHV LQ LQHTXDOLW\� ZKLOH WKRVH WKDW KDYH XQGHUWDNHQ D UDSLG WUDQVLWLRQ �H�J��
3RODQG� +XQJDU\� &]HFK 5HSXEOLF� KDYH PDQDJHG WR NHHS LQFRPH ORVVHV DQG LQFUHDVHV LQ LQHTXDOLW\ IDLUO\
ORZ� 7KLV SDWWHUQ PHULWV IXUWKHU DQDO\VLV�
�� :LWK UHJDUG WR XQGHU ILYH PRUWDOLW\� WKH SLFWXUH ORRNV EULJKWHU ZKLFK VXJJHVWV WKDW PXFK RI WKH
GHWHULRUDWLRQ LQ OLIH H[SHFWDQF\ KDV WR GR ZLWK LQFUHDVHV LQ DGXOW PRUWDOLW\� 6HH &RUQLD DQG 3DQLFLFFLD ������
IRU D GLVFXVVLRQ�
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LQFRPHV DQG LQHTXDOLW\ PLJKW SRLQW WR WKH VXFFHVV RI HIIRUWV WR SURWHFW VRFLDO
VHUYLFHV LQ PRVW FRXQWULHV� DV ZHOO DV WR QRQ�OLQHDULWLHV LQ WKH UHODWLRQVKLS EHWZHHQ
HFRQRPLF ZHOO�EHLQJ DQG VRFLDO PHDVXUHV RI ZHOO�EHLQJ���

:KHQ LW FRPHV WR LQGLFDWRUV RI SROLWLFDO DQG FLYLO OLEHUWLHV� KRZHYHU� WKH SLFWXUH
ORRNV YHU\ GLIIHUHQW� 1RZ PRVW WUDQVLWLRQ FRXQWULHV VKRZ ODUJH LPSURYHPHQWV�
ZKLFK UXQ FRXQWHU WR WKH LQFRPH� LQHTXDOLW\ DQG KXPDQ GHYHORSPHQW LQGLFDWRUV�
:KLOH IRXU WUDQVLWLRQ FRXQWULHV �%HODUXV DQG VHYHUDO &HQWUDO $VLDQ VWDWHV� UHPDLQ
XQIUHH� WHQ DUH QRZ FRQVLGHUHG IUHH� DQG DQRWKHU IRXU SDUWO\ IUHH� WKLV LV D YDVW
LPSURYHPHQW RYHU WKH VLWXDWLRQ LQ WKH ODWH ����·V �VHH DOVR 6HQ� ������

���&RQFOXVLRQ�

,Q WKLV SDSHU� ZH KDYH LQYHVWLJDWHG KRZ LQHTXDOLW\�DGMXVWHG LQGLFDWRUV RI ZHOO�
EHLQJ ZRXOG FKDQJH RXU LPSUHVVLRQ RI ZHOO�EHLQJ LQ WUDQVLWLRQ FRXQWULHV EHIRUH
DQG GXULQJ WKH WUDQVLWLRQ SURFHVV� :H GLG WKLV E\ FRPSDULQJ WUDQVLWLRQ FRXQWULHV
ZLWK FRPSDUDEOH QRQ�WUDQVLWLRQ FRXQWULHV DQG LQYHVWLJDWLQJ LQWHUWHPSRUDO
FKDQJHV LQ ZHOO�EHLQJ LQ WUDQVLWLRQ FRXQWULHV� %HIRUH VXPPDUL]LQJ RXU PDLQ
UHVXOWV� RQH VKRXOG SRLQW RXW WKDW WKH ILQGLQJV VKRXOG EH WUHDWHG ZLWK VRPH
FDXWLRQ� :KLOH RXU ZHOO�EHLQJ PHDVXUHV DUH OLNHO\ WR EH DQ LPSURYHPHQW RYHU WKH
H[FOXVLYH UHOLDQFH RQ SHU FDSLWD LQFRPHV� WKH\ DUH IDU IURP SHUIHFW PHDVXUHV RI
ZHOO�EHLQJ LQ JHQHUDO� RU HYHQ HFRQRPLF ZHOO�EHLQJ� 2XU PHDVXUHV VWLOO VXIIHU IURP
PRVW RI WKH GUDZEDFNV RI *13 SHU FDSLWD DV D ZHOIDUH PHDVXUH DQG RQO\ FRUUHFW
IRU WKH ZHOO�EHLQJ LPSDFW RI RQH RI LWV FHQWUDO VKRUWFRPLQJV� WKH QHJOHFW RI LQFRPH
GLVWULEXWLRQ��� 7KH GLIIHUHQFHV EHWZHHQ WKH IRXU PHDVXUHV VKRZ WKDW WKH
LQFRUSRUDWLRQ RI LQHTXDOLW\ FDQ \LHOG D UDQJH RI HVWLPDWHV WKDW DUH IDU IURP
LGHQWLFDO� )LQDOO\� ZH KDYH WR FRQWHQG ZLWK LPSHUIHFW GDWD DQG LVVXHV RI
FRPSDWLELOLW\ DFURVV FRXQWULHV DQG DFURVV WLPH ZKLFK DUH D SDUWLFXODU FRQFHUQ IRU
FRPSDULVRQV DFURVV WKH WUDQVLWLRQ SURFHVV�

%HDULQJ WKHVH UHVHUYDWLRQV LQ PLQG� RXU PDLQ UHVXOWV DUH WKH IROORZLQJ� )LUVW� LW
LV WKHRUHWLFDOO\ MXVWLILHG DQG HPSLULFDOO\ LPSRUWDQW WR DGMXVW LQFRPHV E\ WKH
DPRXQW RI LQHTXDOLW\ WR DUULYH DW PRUH PHDQLQJIXO PHDVXUHV RI HFRQRPLF ZHOO�
EHLQJ� $SSO\LQJ WKHVH PHDVXUHV LQGLFDWHV WKDW LQHTXDOLW\ FDQ KDYH D VL]HDEOH
LPSDFW RQ ZHOO�EHLQJ�

6HFRQG� FRPELQHG ZLWK WKHLU PRGHUDWH LQFRPH OHYHOV� WKH FRPSDUDWLYHO\ ORZ
LQHTXDOLW\ LQ VRFLDOLVW FRXQWULHV HQVXUHG IDLUO\ KLJK OHYHOV RI ZHOO�EHLQJ� ,Q WKH
WUDQVLWLRQ SURFHVV� ZHOO�EHLQJ KDV EHHQ HURGHG E\ IDOOLQJ LQFRPHV DQG E\ ULVLQJ
LQHTXDOLW\� 7KLV KDV ZRUVHQHG WKH FRPSDUDWLYH SRVLWLRQ RI WUDQVLWLRQ FRXQWULHV�

                                                     
�� )RU H[DPSOH� WKHUH DSSHDUV WR EH D ORJDULWKPLF UHODWLRQVKLS EHWZHHQ SHU FDSLWD LQFRPHV DQG OLIH
H[SHFWDQF\ ZKLFK ZRXOG VXJJHVW WKDW DW IDLUO\ KLJK OHYHOV RI SHU FDSLWD LQFRPHV� HYHQ D VKDUS UHGXFWLRQ LQ
LQFRPH ZLOO RQO\ UHGXFH OLIH H[SHFWDQF\ E\ D IHZ \HDUV� 6HH .ODVHQ �����E��
�� 6HH 2VEHUJ DQG 6KDUSH ������ IRU D PRUH DPELWLRXV DSSURDFK WR WKH PHDVXUHPHQW RI HFRQRPLF ZHOO�
EHLQJ LQ 2(&' FRXQWULHV�
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7KLUG� ORZ LQHTXDOLW\ LQ VRFLDOLVW FRXQWULHV ZDV FKDUDFWHUL]HG E\ SDUWLFXODUO\
KLJK LQFRPH VKDUHV RI WKH SRRUHVW TXLQWLOH� 7KH WUDQVLWLRQ KDV EURXJKW
GLVSURSRUWLRQDWH ORVVHV WR WKLV JURXS LQ PRVW FRXQWULHV VR WKDW WKH QDWXUH RI
LQHTXDOLW\ LQ PDQ\ WUDQVLWLRQ FRXQWULHV LV QRZ VLPLODU WR QRQ�WUDQVLWLRQ VWDWHV�

)RXUWK� WKHUH DUH JUHDW GLIIHUHQFHV LQ WKH SHUIRUPDQFH RI WUDQVLWLRQ FRXQWULHV�
,Q SDUWLFXODU� WKHUH DSSHDUV WR EH D FORVH FRUUHODWLRQ EHWZHHQ LQFRPH ORVVHV DQG
LQFUHDVHV LQ LQHTXDOLW\� $V D UHVXOW� DQ LQFOXVLRQ RI LQHTXDOLW\ DFFHQWXDWHV WKH
GLIIHUHQFHV LQ ZHOO�EHLQJ EHWZHHQ WKH FRXQWULHV ZLWK FRPSDUDWLYHO\ VPDOO LQFRPH
ORVVHV DQG WKRVH ZLWK ODUJH RQHV� 7KLV VXJJHVWV WKDW QHLWKHU WKH ODUJH LQFRPH ORVVHV
QRU WKH KXJH LQFUHDVH LQ LQHTXDOLW\ H[SHULHQFHG LQ VRPH FRXQWULHV ZHUH LQHYLWDEOH
IHDWXUHV RI WKH WUDQVLWLRQ SURFHVV� 6RPH FRXQWULHV PDQDJHG WR WUDQVIRUP
WKHPVHOYHV ZLWK PLQRU LQFRPH ORVVHV DQG OLWWOH LQFUHDVH LQ LQHTXDOLW\� 7KH UHDVRQV
IRU WKLV GLIIHUHQW SHUIRUPDQFH VKRXOG EH LQYHVWLJDWHG IXUWKHU� JLYHQ LWV KXJH
LPSOLFDWLRQ IRU ZHOO�EHLQJ�

)LQDOO\� LW UHPDLQV WKH FDVH WKDW WKH SROLWLFDO WUDQVIRUPDWLRQ LQ PRVW RI WKH
IRUPHU VRFLDOLVW FRXQWULHV KDV EHHQ D JUHDW VXFFHVV� %HIRUH WKH WUDQVIRUPDWLRQ�
SROLWLFDO DQG FLYLO OLEHUWLHV ZHUH ORZ DQG WKH\ KDYH LPSURYHG KXJHO\ LQ WKH ODVW
WHQ \HDUV� ,Q FRQWUDVW� LQ WHUPV RI RXU LQGLFDWRUV RI PHDVXUHG HFRQRPLF ZHOO�EHLQJ�
WKH WUDQVLWLRQ KDV WR GDWH QRW EHHQ D VXFFHVV� :LWK WKH H[FHSWLRQ RI +XQJDU\ DQG
3RODQG� WHQ \HDUV RI HFRQRPLF WUDQVIRUPDWLRQ KDYH QRW EHHQ DEOH WR UHVWRUH
HFRQRPLF ZHOO�EHLQJ� DV PHDVXUHG E\ RXU LQGLFDWRUV� WR WKH OHYHOV HQMR\HG DW WKH
HQG RI WKH VRFLDOLVW SHULRG�

5HIHUHQFHV�

$OHVLQD� $� DQG '� 5RGULN ������� ¶'LVWULEXWLYH 3ROLWLFV DQG (FRQRPLF *URZWK·�
4XDUWHUO\ -RXUQDO RI (FRQRPLFV� ���� SS� ���²���

$UURZ� .� ������� 6RFLDO &KRLFH DQG ,QGLYLGXDO 9DOXHV� 1HZ +DYHQ� <DOH 8QLYHUVLW\ 3UHVV�
$WNLQVRQ� $� %� ������� ¶2Q WKH 0HDVXUHPHQW RI ,QHTXDOLW\·� -RXUQDO RI (FRQRPLF 7KHRU\�

�� SS� ���²���

$WNLQVRQ� $� %� DQG $� %UDQGROLQL ������� 3URPLVH DQG 3LWIDOOV LQ WKH 8VH RI 6HFRQGDU\
'DWD 6HWV� ,QFRPH ,QHTXDOLW\ LQ 2(&' &RXQWULHV� 0LPHRJUDSKHG�

$WNLQVRQ� $� %� DQG -� 0LFNOHZULJKW ������� (FRQRPLF 7UDQVIRUPDWLRQ LQ (DVWHUQ (XURSH
DQG WKH 'LVWULEXWLRQ RI ,QFRPH� &DPEULGJH� 0$� &DPEULGJH 8QLYHUVLW\ 3UHVV�

%ODFNRUE\� &� DQG '� 'RQDOGVRQ ������� ¶0HDVXUHV RI 5HODWLYH (TXDOLW\ DQG 7KHLU
0HDQLQJ LQ 7HUPV RI 6RFLDO :HOIDUH·� -RXUQDO RI (FRQRPLF 7KHRU\� ��� SS� ��²���

&ODUNH� *� 5� *� ������� ¶0RUH (YLGHQFH RQ ,QFRPH 'LVWULEXWLRQ DQG *URZWK·� -RXUQDO RI
'HYHORSPHQW (FRQRPLFV� ������ SS� ���²���

&RUQLD� *� $� DQG 5� 3DQLFFLD �HGV�� ������� 7KH 0RUWDOLW\ &ULVLV LQ 7UDQVLWLRQDO (FRQRPLHV�
2[IRUG� 2[IRUG 8QLYHUVLW\ 3UHVV�

'DJXP� &� ������� ¶2Q WKH 5HODWLRQVKLS EHWZHHQ ,QFRPH ,QHTXDOLW\ 0HDVXUHV DQG
6RFLDO :HOIDUH )XQFWLRQV·� -RXUQDO RI (FRQRPHWULFV� ��� SS� ��²����

'HLQLQJHU� .� DQG /� 6TXLUH ������� ¶$ 1HZ 'DWD 6HW 0HDVXULQJ ,QFRPH ,QHTXDOLW\·� 7KH
:RUOG %DQN (FRQRPLF 5HYLHZ� ������ SS� ���²���
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'HLQLQJHU� .� DQG /� 6TXLUH �����D�� ¶1HZ :D\V RI /RRNLQJ DW 2OG ,VVXHV� ,QHTXDOLW\
DQG *URZWK·� -RXUQDO RI 'HYHORSPHQW (FRQRPLFV� ������ SS� ���²���

'HLQLQJHU� .� DQG /� 6TXLUH �����E�� 6HFRQG 9HUVLRQ RI WKH 'HLQLQJHU DQG 6TXLUH 'DWDVHW�
:DVKLQJWRQ� '&� 7KH :RUOG %DQN�

(DVWHUOLQ� 5� ������� ¶:LOO 5DLVLQJ WKH ,QFRPHV RI $OO ,QFUHDVH WKH +DSSLQHVV RI $OO"·
-RXUQDO RI (FRQRPLF %HKDYLRU DQG 2UJDQL]DWLRQ� ��� SS� ��²���

(%5' ������� (XURSHDQ %DQN IRU 5HFRQVWUXFWLRQ DQG 'HYHORSPHQW� 7UDQVLWLRQ 5HSRUW�
/RQGRQ� (%5'�

)OHPPLQJ� -� DQG -� 0LFNOHZULJKW ������� ¶,QFRPH 'LVWULEXWLRQ� (FRQRPLF 6\VWHPV DQG
7UDQVLWLRQ·� LQ $WNLQVRQ� $� DQG )� %RXUJXLJQRQ �HGV��� +DQGERRN RI ,QFRPH
'LVWULEXWLRQ� 9RO� �� $PVWHUGDP� 1RUWK�+ROODQG�

)RUEHV� .� ������� ¶$ 5HDVVHVVPHQW RI WKH 5HODWLRQVKLS EHWZHHQ ,QHTXDOLW\ DQG
*URZWK·� $PHULFDQ (FRQRPLF 5HYLHZ� ������ SS� ���²���

*DUQHU� 7� ,� DQG .� 7HUUHOO ������� ¶$ *LQL 'HFRPSRVLWLRQ $QDO\VLV RI ,QHTXDOLW\ LQ WKH
&]HFK DQG 6ORYDN 5HSXEOLFV GXULQJ WKH 7UDQVLWLRQ·� (FRQRPLFV RI 7UDQVLWLRQ� �����
SS� ��²���

*DUQHU� 7� ,� ������� 8QSXEOLVKHG UHVXOWV IRU XSFRPLQJ :RUOG %DQN 6WXG\ �ZLWK .�
7HUUHOO�� 86 'HSDUWPHQW RI /DERU� %XUHDX RI /DERU 6WDWLVWLFV� :DVKLQJWRQ� '&�

*UDDI� -� GH 9� ������� 7KHRUHWLFDO :HOIDUH (FRQRPLFV� /RQGRQ� &DPEULGJH 8QLYHUVLW\
3UHVV�

*U�Q� &� DQG 6� .ODVHQ ������� *URZWK� ,QFRPH 'LVWULEXWLRQ� DQG :HOO�%HLQJ�
&RPSDULVRQV DFURVV 6SDFH DQG 7LPH� 0LPHRJUDSKHG� 0XQLFK�

-HQNLQV� 6� 3� ������� ¶7UHQGV LQ 5HDO ,QFRPH LQ %ULWDLQ� $ 0LFURHFRQRPLF $QDO\VLV·�
(PSLULFDO (FRQRPLFV� ��� SS� ���²����

.ODVHQ� 6� �����D�� ¶+XPDQ 'HYHORSPHQW DQG :RPHQ·V /LYHV LQ D 5HVWUXFWXUHG (DVWHUQ
%ORF� /HVVRQV IURP WKH 'HYHORSLQJ :RUOG·� LQ 6FKLSNH� $� DQG $� 7D\ORU �HGV��� 7KH
(FRQRPLFV RI 7UDQVLWLRQ� %HUOLQ� 6SULQJHU�9HUODJ�

.ODVHQ� 6� �����E�� ¶*URZWK DQG :HOO�%HLQJ� ,QWURGXFLQJ 'LVWULEXWLRQ�:HLJKWHG
*URZWK 5DWHV WR 5HHYDOXDWH 86 3RVW�:DU (FRQRPLF 3HUIRUPDQFH·� 5HYLHZ RQ ,QFRPH

DQG :HDOWK� ������ SS� ���²���
.ODVHQ� 6� ������� 'RHV *HQGHU ,QHTXDOLW\ 5HGXFH *URZWK DQG 'HYHORSPHQW" 3ROLF\

5HVHDUFK 5HSRUW :RUNLQJ 3DSHU 6HULHV 1R� �� :DVKLQJWRQ� '&� 7KH :RUOG %DQN�
/XQGEHUJ� 0� DQG /� 6TXLUH ������� 7KH 6LPXOWDQHRXV (YROXWLRQ RI *URZWK DQG ,QHTXDOLW\�

0LPHRJUDSKHG� :DVKLQJWRQ� '&� 7KH :RUOG %DQN�
0LODQRYLF� %� ������� ,QFRPH� ,QHTXDOLW\� DQG 3RYHUW\ GXULQJ WKH 7UDQVLWLRQ IURP 3ODQQHG WR

0DUNHW (FRQRP\� :DVKLQJWRQ� '&� 7KH :RUOG %DQN�
1%(5 ������� 1DWLRQDO %XUHDX RI (FRQRPLF 5HVHDUFK� 9HUVLRQ ��� RI WKH 3HQQ :RUOG

7DEOHV� &DPEULGJH� 0$� 1%(5�
2VEHUJ� /� DQG $� 6KDUSH ������� (VWLPDWHV RI DQ ,QGH[ RI (FRQRPLF :HOO�%HLQJ IRU 2(&'

&RXQWULHV� SDSHU SUHSDUHG IRU WKH ��WK *HQHUDO &RQIHUHQFH RI WKH ,QWHUQDWLRQDO

$VVRFLDWLRQ IRU 5HVHDUFK LQ ,QFRPH DQG :HDOWK�

3HUVVRQ� 7� DQG *� 7DEHOOLQL ������� ¶,V ,QHTXDOLW\ +DUPIXO IRU *URZWK"· $PHULFDQ
(FRQRPLF 5HYLHZ� /;;;,9� SS� ���²���

5DZOV� -� ������� $ 7KHRU\ RI -XVWLFH� &DPEULGJH� 0$� +DUYDUG 8QLYHUVLW\ 3UHVV�
6DPXHOVRQ� 3� $� ������� )RXQGDWLRQV RI (FRQRPLF $QDO\VLV� &DPEULGJH� 0$� +DUYDUG

8QLYHUVLW\ 3UHVV�
6HQ� $� ������� ¶5HDO 1DWLRQDO ,QFRPH·� LQ 6HQ� $� �HG��� &KRLFH� :HOIDUH DQG 0HDVXUHPHQW�

2[IRUG� %DVLO %ODFNZHOO�



GRÜN AND KLASEN ���

6HQ� $� ������� ¶7KH :HOIDUH %DVLV RI 5HDO ,QFRPH &RPSDULVRQV·� LQ 6HQ� $� �HG���
5HVRXUFHV� 9DOXHV� DQG 'HYHORSPHQW� &DPEULGJH� 0$� +DUYDUG 8QLYHUVLW\ 3UHVV�

6HQ� $� ������� ¶:KDW 'LG <RX /HDUQ LQ WKH :RUOG 7RGD\"· $PHULFDQ %HKDYLRUDO 6FLHQWLVW�
��� SS� ���²���

6HQ� $� ������� 2Q (FRQRPLF ,QHTXDOLW\� 2[IRUG� &ODUHQGRQ 3UHVV�
6XPPHUV� 5� DQG $� +HVWRQ ������� ¶7KH 3HQQ :RUOG 7DEOH �0DUN ��� $Q ([SDQGHG 6HW

RI ,QWHUQDWLRQDO &RPSDULVRQV� ����²����·� 4XDUWHUO\ -RXUQDO RI (FRQRPLFV� �������
SS� ���²���

81'3 ������� +XPDQ 'HYHORSPHQW 5HSRUW ����� 2[IRUG� 2[IRUG 8QLYHUVLW\ 3UHVV�
81'3 ������� +XPDQ 'HYHORSPHQW 5HSRUW� ����� 2[IRUG� 2[IRUG 8QLYHUVLW\ 3UHVV�
81,&() ������� 3XEOLF 3ROLF\ DQG 6RFLDO &RQGLWLRQV� )ORUHQFH� 81,&()�
9HFHUQLN� -� ������� 0DUNHWV DQG 3HRSOH� 7KH &]HFK 5HIRUP ([SHULHQFH LQ D &RPSDUDWLYH

3HUVSHFWLYH� $OGHUVKRW� $YHEXU\ 3XOLVKHUV�
:LGHU ������� :RUOG ,QFRPH ,QHTXDOLW\ 'DWDEDVH� %HWD �� :RUOG ,QVWLWXWH IRU 'HYHORSPHQW

(FRQRPLFV 5HVHDUFK�
:RUOG %DQN ������� :RUOG 'HYHORSPHQW ,QGLFDWRUV� :DVKLQJWRQ� '&� 7KH :RUOG %DQN�
:RUOG %DQN ������� :RUOG 'HYHORSPHQW 5HSRUW ���������� 2[IRUG� 2[IRUG 8QLYHUVLW\

3UHVV�



Tables 

Table 1. Welfare measures, 1988 

5DQN
*13�FDSD

�H[FKDQJH UDWH�

*13�FDSE

�333�

$WNLQVRQ �HH ��F

�� RI *13�FDS�
333�

6HQF

�� RI *13�FDS�
333�

$WNLQVRQ �HH �� F

�� RI *13�FDS�
333�

'DJXPF

�� RI *13�FDS�
333�

�� ��� &+1 ���� &+1 ���� &+1 ���� &+1 ���� &+1 ���� &+1

�� ��� ,'1 ���� ,'1 ���� ,'1 ���� ,'1 ���� ,'1 ���� ,'1

�� ���� 3+/ ���� -$0 ���� -$0 ���� -$0 ���� 3$1 ���� -$0

�� ���� 8=% ���� 0'$G ���� 3+/ ���� 3+/ ���� -$0 ���� 3+/

�� ���� -$0 ���� 3+/ ���� 7+$ ���� 7+$ ���� 3+/ ���� 7+$

�� ���� .*= ���� 8=% ���� 0'$ ���� 3(5 ���� 7+$ ���� 3$1

�� ���� 0'$G ���� .*= ���� 8=% ���� 3$1 ���� %5$ ���� 3(5

�� ���� 7+$ ���� 7+$ ���� 3$1 ���� 0'$ ���� 0<6 ���� 0<6

�� ���� &2/ ���� 3(5 ���� 3(5 ���� 0<6 ���� 3(5 ���� %5$

�� ���� 520 ���� 0<6 ���� 0<6 ���� 8=% ���� &2/ ���� &2/

�� ���� %*5 ���� 7.0 ���� .*= ���� &2/ ���� 0'$ ���� 8=%

�� ���� &5, ���� 8.5 ���� %5$ ���� %5$ ���� 8=% ���� 0'$

�� ���� 7.0 ���� &5, ���� &2/ ���� .*= ���� &5, ���� 0(;

�� ���� .$= ���� 3$1 ���� &5, ���� &5, ���� 0(; ���� &5,

�� ���� 3(5 ���� 520 ���� 7.0 ���� 0(; ���� .*= ���� .*=



Table 1 (continued). Welfare measures 1988 

5DQN
*13�FDSD

�H[FKDQJH UDWH�

*13�FDSE

�333�

$WNLQVRQ �HH ��F

�� RI *13�FDS�
333�

6HQF

�� RI *13�FDS�
333�

$WNLQVRQ �HH �� F

�� RI *13�FDS�
333�

'DJXPF

�� RI *13�FDS�
333�

�� ���� 3$1 ���� &2/ ���� 0(; ���� 7.0 ���� 7.0 ���� 7.0

�� ���� %/5 ���� %*5 ���� 8.5 ���� 8.5 ���� 8.5 ���� 8.5

�� ���� 0<6 ���� 32/ ���� 520 ���� 520 ���� 520 ���� 9(1

�� ���� /78 ���� /78 ���� 32/ ���� 32/ ���� 32/ ���� 32/

�� ���� 0(; ���� %/5 ���� %*5 ���� %*5 ���� 9(1 ���� 520

�� ���� 32/ ���� .$= ���� /78 ���� .$= ���� %*5 ���� %*5

�� ���� 8.5 ���� %5$ ���� .$= ���� /78 ���� .$= ���� .$=

�� ���� 9(1 ���� /9$ ���� %/5 ���� %/5 ���� /78 ���� /78

�� ���� 69. ���� (67 ���� /9$ ���� 9(1 ���� %/5 ���� %/5

� ���� 586G ���� 0(; ���� (67 ���� /9$ ���� /9$ ���� /9$

� ���� %5$ ���� 586G ���� 9(1 ���� (67 ���� (67 ���� (67

� ���� /9$ ���� +81 ���� 586 ���� 586 ���� 586 ���� 586

� ���� (67 ���� 69. ���� +81 ���� +81 ���� +81 ���� +81

� ���� +81 ���� 9(1 ���� 69. ���� 69. ���� 357 ���� 357

� ���� &=( ����� 691G ���� 357 ���� 357 ���� 69. ���� 69.

� ���� 691G ����� 357 ���� 691 ���� 691 ���� 691 ���� 691

� ���� 357 ����� &=( ���� &=( ���� &=( ���� &=( ���� &=(

� ����� (63 ����� (63 ���� (63 ���� (63 ���� (63 ���� (63

Notes: a): Data taken from World Bank (1999), measuring GNP/cap, constant 1995 US-Dollars. 
b): Data taken from World Bank (1999), measuring GNP/cap, PPP adjusted, constant 1995 US-Dollars. The rankings are based on the absolute values of 
the well-being indicator (the ratio reported in columns 3-6 multiplied with the PPP income in column 2). 
c): The Atkinson (H=1, H=2), Sen and Dagum measures are presented as the ratio of respective adjusted income to unadjusted PPP income (column two).  
d): Income data of Moldova (MDA) from 1986, Russia (RUS) from 1990, and Slovenia (SVN) from 1992. 



Table 2. Welfare measures, 1995 

5DQN
*13�FDSD

�H[FKDQJH UDWH�

*13�FDSE

�333�

$WNLQVRQ �HH ��F

�� RI *13�FDS�
333�

6HQF

�� RI *13�FDS�
333�

$WNLQVRQ �HH ��F

�� RI *13�FDS�
333�

'DJXPF

�� RI *13�FDS�
333�

�� ��� &+1 ���� 0'$ ���� .*= ���� .*= ���� .*= ���� .*=

�� ��� 0'$ ���� .*= ���� 0'$ ���� 0'$ ���� 0'$ ���� 0'$

�� ��� .*= ���� 7.0 ���� 8.5 ���� 8.5 ���� 8.5 ���� 8.5

�� ��� 7.0 ���� 8.5 ���� 7.0 ���� 7.0 ���� 7.0 ���� 7.0

�� ��� 8=% ���� 8=% ���� 8=% ���� &+1 ���� &+1 ���� &+1

�� ��� ,'1 ���� &+1 ���� &+1 ���� 8=% ���� 8=% ���� 8=%

�� ���� 3+/ ���� ,'1 ���� 3+/ ���� 3+/ ���� 3$1 ���� 3+/

�� ���� .$= ���� -$0 ���� ,'1 ���� ,'1 ���� 3+/ ���� ,'1

�� ���� 520 ���� .$= ���� -$0 ���� -$0 ���� %5$ ���� -$0

�� ���� %*5 ���� 3+/ ���� .$= ���� .$= ���� ,'1 ���� %5$

�� ���� -$0 ���� /9$ ���� /9$ ���� 586 ���� -$0 ���� 586

�� ���� 8.5 ���� /78 ���� /78 ���� 3(5 ���� 3(5 ���� 3(5

�� ���� %/5 ���� %/5 ���� 3(5 ���� /78 ���� 586 ���� .$=

�� ���� /78 ���� 3(5 ���� 586 ���� /9$ ���� .$= ���� /78

�� ���� &2/ ���� 520 ���� %5$ ���� %5$ ���� /78 ���� &2/



Table 2 (continued). Welfare measures, 1995 

5DQN
*13�FDSD

�H[FKDQJH UDWH�

*13�FDSE

�333�

$WNLQVRQ �HH ��F

�� RI *13�FDS�
333�

6HQF

�� RI *13�FDS�
333�

$WNLQVRQ �HH ��F

�� RI *13�FDS�
333�

'DJXPF

�� RI *13�FDS�
333�

�� ���� 586 ���� 586 ���� (67 ���� &2/ ���� &2/ ���� 3$1

�� ���� 3(5 ���� (67 ���� 3$1 ���� 3$1 ���� /9$ ���� /9$

�� ���� /9$ ���� %*5 ���� %/5 ���� (67 ���� 7+$ ���� 7+$

�� ���� &5, ���� 32/ ���� %*5 ���� %/5 ���� (67 ���� (67

�� ���� 7+$ ���� %5$ ���� 520 ���� %*5 ���� &5, ���� %*5

�� ���� 3$1 ���� 7+$ ���� &2/ ���� 7+$ ���� %*5 ���� %/5

�� ���� 0(; ���� +81 ���� 7+$ ���� 520 ���� %/5 ���� &5,

�� ���� 32/ ���� &5, ���� &5, ���� &5, ���� 520 ���� 0<6

�� ���� (67 ���� &2/ ���� 0<6 ���� 0<6 ���� 0(; ���� 0(;

� ���� 69. ���� 3$1 ���� 0(; ���� 0(; ���� 0<6 ���� 520

� ���� 9(1 ���� 0<6 ���� 32/ ���� 32/ ���� 9(1 ���� 9(1

� ���� 0<6 ���� 69. ���� +81 ���� 9(1 ���� 32/ ���� 32/

� ���� +81 ���� 0(; ���� 9(1 ���� +81 ���� +81 ���� +81

� ���� %5$ ���� 9(1 ���� 69. ���� 69. ���� 69. ���� 69.

� ���� &=( ���� &=( ���� &=( ���� &=( ���� &=( ���� &=(

� ���� 691 ����� 691 ���� 691 ���� 691 ���� 357 ���� 357

� ����� 357 ����� 357 ���� 357 ���� 357 ���� 691 ���� 691

� ����� (63 ����� (63 ���� (63 ���� (63 ���� (63 ���� (63

Notes: For definition of columns, see notes a–c in Table 1. 
 



Table 3. The nature of inequality in transition and non-transition countries 1988, 1995 

���� ����

&RXQWU\
*LQL FRHIILFLHQW

,QFRPH VKDUH
RI SRRUHVW
TXLQWLOH ���

$WNLQVRQ �HH ��
² 'DJXP ���

*LQL FRHIILFLHQW
,QFRPH VKDUH
RI SRRUHVW
TXLQWLOH ���

$WNLQVRQ �HH ��
² 'DJXP ���

%XOJDULD ����F ����� ���� ����F ���� ����

%HODUXV ����F ����� ���� ����F ���� ����

%UD]LO ����D ���� ��� ����E ���� ���

&KLQD ����D ���� ���� ����D ���� ����

&RORPELD ����D ���� ���� ����E ���� ����

&RVWD 5LFD ����D ���� ���� ����E ���� ����

&]HFK 5HSXEOLF ����F ����� ���� ����F ����� ����

6SDLQ ����D ���� ���� ����E ���� ����

(VWRQLD ����F ���� ���� ����F ���� ����

+XQJDU\ ����F ����� ���� ����F ����� ����

,QGRQHVLD ����D ���� ���� ����E ���� ����

-DPDLFD ����D ���� ���� ����D ���� ����

.D]DNKVWDQ ����F ���� ���� ����F ���� ����

.\UJ\] 5HSXEOLF ����F ����� ���� ����F ���� ���

/LWKXDQLD ����F ����� ���� ����F ���� ����

/DWYLD ����F ����� ���� ����F ���� ����

0ROGRYD ����F ���� ���� ����F ���� ����

 



Table 3 (continued). The nature of inequality in transition and non-transition countries 1988, 1995 

���� ����

&RXQWU\
*LQL FRHIILFLHQW

,QFRPH VKDUH
RI SRRUHVW
TXLQWLOH ���

$WNLQVRQ �HH ��
² 'DJXP ���

*LQL FRHIILFLHQW
,QFRPH VKDUH
RI SRRUHVW
TXLQWLOH ���

$WNLQVRQ �HH ��
² 'DJXP ���

0H[LFR ����D ���� ���� ����D ���� ����

0DOD\VLD ����D ���� ���� ����E ���� ����

3DQDPD ����D ���� ��� ����E ���� ���

3HUX ����D ���� ���� ����D ���� ����

3KLOLSSLQHV ����D ���� ���� ����E ���� ����

3RODQG ����F ���� ���� ����F ���� ����

3RUWXJDO ����D ���� ���� ����D ���� ����

5RPDQLD ����F ���� ���� ����F ���� ����

5XVVLD ����F ���� ���� ����F ���� ����

6ORYDNLD ����F ����� ���� ����F ����� ����

6ORYHQLD ����F ����� ���� ����F ����� ����

7KDLODQG ����D ���� ���� ����D ���� ����

7XUNPHQLVWDQ ����F ����� ���� ����F ���� ����

8NUDLQH ����F ����� ���� ����F ���� ����

8]EHNLVWDQ ����F ���� ���� ����F ���� ����

9HQH]XHOD ����D ���� ���� ����E ���� ����

Notes: Columns three and six indicate the absolute difference in percentage points of PPP per capita income between the Atkinson (H=2) 
and the Dagum measure expressed in percentages (column 5 minus column 6 in Table 1 and Table 2, respectively). 
a): Gini coefficient from Deininger-Squire dataset (1996). Income concept is mostly gross income per person. 
b): Gini coefficient from updated Deininger-Squire dataset (1998b). Income concept is mostly gross income per person. 
c): Gini coefficient from Milanovic (1998). Income concept for the year 1988 is mostly gross per capita income: for 1995 it is disposable 
income per capita. 

 



Table 4. Changes in social indicators in transition countries 

/LIH H[SHFWDQF\ LQ \HDUV 0RUWDOLW\ UDWHD
6FKRRO

HQUROPHQWE
7UDQVLWLRQ LQGH[F )UHHGRP +RXVH

,QGH[G

���� ����
&RXQWU\

)HPDOH 0DOH )HPDOH 0DOH
���� ���� ���� ���� ���� ���� ����²�� ����²��

%XOJDULD ��H ��H �� �� �� �� �� �� ��� ��� �� � 1) �� � )

%HODUXV �� �� �� �� �� �� �� �� ��� ��� �� � 1)K �� � 1)

&]HFK 5HSXEOLF �� �� �� �� �� � �� �� ��� ��� �� � 1)L �� � )

(VWRQLD �� �� �� �� �� �� ��� �� ��� ��� �� � 1)K �� � )

+XQJDU\ �� �� �� �� �� �� �� �� ��� ��� �� � 3) �� � )

.D]DNKVWDQ �� �� �� �� ² �� ��� �� ��� ��� �� � 1)K �� � 1)

.\UJ\] 5HSXEOLF ��H ��H �� �� �� �� ��� �� ��� ��� �� � 1)K �� � 3)

/LWKXDQLD �� �� �� �� �� �� �� �� ��� ��� �� � 1)K �� � )

/DWYLD �� �� �� �� �� �� �� �� ��� ��� �� � 1)K �� � )

0ROGRYD �� �� �� �� ² �� �� �� ��� ��� �� � 1)K �� � 3)

3RODQG �� �� �� �� �� �� �� �� ��� ��� �� � 3) �� � )

5RPDQLD �� �� �� �� �� �� ��� �� ��� ��� �� � 1) �� � )

5XVVLD �� �� �� �� �� �� �� �� ��� ��� �� � 1)K �� � 3)

6ORYDNLD �� �� �� �� �� �� ² �� ��� ��� �� � 1)L �� � )



Table 4 (continued). Changes in social indicators in transition countries 

/LIH H[SHFWDQF\ LQ \HDUV 0RUWDOLW\ UDWHD
6FKRRO

HQUROPHQWE
7UDQVLWLRQ LQGH[F )UHHGRP +RXVH

,QGH[G

���� ����
&RXQWU\

)HPDOH 0DOH )HPDOH 0DOH
���� ���� ���� ���� ���� ���� ����²�� ����²��

6ORYHQLD ��H ��H �� �� �� � �� �� ��� ��� �� � )J �� � )

7XUNPHQLVWDQ �� �� �� �� ² �� ² ² ��� ��� �� � 1)K �� � 1)

8NUDLQH �� �� �� �� ² �� �� �� ��� ��� �� � 1)K �� � 3)

8]EHNLVWDQ �� �� �� �� ² �� ��� �� ��� ��� �� � 1)K �� � 1)

:RUOG ��H ��H �� �� ² �� �� �� ² ² ² ²

/DWLQ�$PHULFD 	
&DULEEHDQ

��H ��H �� �� ² �� �� �� ² ² ² ²

+LJK ,QFRPH ��H ��H �� �� ² � �� ��� ² ² ² ²

0LGGOH ,QFRPH ��H ��H �� �� ��I �� �� �� ² ² ² ²

Notes: All data are taken from World Bank 1999, except for life expectancy data and mortality rates of 1998. Those are from World Bank 2000. Data on 
Transition Index and Freedom House Index are available on http://www.ebrd.org and http://www.freedomhouse.org, respectively. 
a): Measures the under five mortality rate per 1000 live births in per cent. 
b): Measures gross secondary enrolment rate in per cent. 
c): Composite index considering various dimensions of transition, including price liberalization, privatization, restructuring, competition policy, and 
reform of financial institutions. 
d): The characters representing scores are, from left to right, political rights, civil liberties, and freedom status. Each of the first two is measured on a 
one-to-seven scale, with one representing the highest degree of freedom and seven the lowest. 'F', 'PF', and 'NF' respectively stand for 'free', 'partly 
free', and 'not free'. 
e): 1987. 
f): 1990. 
g): 1991–92. 
h): This rating is for the Soviet Union. 
i): This rating is for Czechoslovakia. 



GROWTH, INCOME DISTRIBUTION, AND WELL-BEING IN TRANSITION COUNTRIES ���

$SSHQGL[�,�

Country acronyms 

BGR Bulgaria MYS Malaysia 
BLR Belarus PAN Panama 
BRA Brazil PER Peru 
CHN China PHL Philippines 
COL Colombia POL Poland 
CRI Costa Rica PRT Portugal 
CZE Czech Republic ROM Romania 
ESP Spain RUS Russian Federation 
EST Estonia SVK Slovak Republic 
HUN Hungary SVN Slovenia 
JAM Jamaica THA Thailand 
KAZ Kazakhstan TKM Turkmenistan 
KGZ Kyrgyz Republic UKR Ukraine 
LTU Lithuania UZB Uzbekistan 
MDA Moldova VEN Venezuela 
MEX Mexico   

�



GRÜN AND KLASEN ���

$SSHQGL[���

Comparing Gini coefficients from different data sources  

Country Pre-transition perioda Post-transition periodb 

Bulgaria 1989 (23.3) - - 1993 (34.3) - - 

Belarus 1988 (22.8) 1989 (23.8) 1989 (23) 1995 (28.4) 1995 (30) - 

Czech Republic 1988 (19.4) - 1989 (20) 1993 (26.6) - 1996 (25.8)c 

Estonia 1988 (23.0) 1989 (29.9) 1989 (28) 1995 (35.4) 1995 (31) - 

Hungary 1987 (21.0) 1987 (24.4) - 1993 (22.6) 1993 (27) 1995 (24.2) 

Kazakhstan 1988 (25.7) 1989 (28.9) - 1993 (32.7) - - 

Kyrgyz Republic 1988 (26.0) 1989 (28.7) 1989 (27) 1993 (55.3) 1993 (43) - 

Lithuania 1988 (22.5) 1989 (27.8) 1989 (26) 1994 (37.3) - - 

Latvia 1988 (22.5) 1989 (27.4) 1989 (26) 1995 (31.0) - - 

Moldova 1988 (24.1) 1989 (25.8) 1989 (25) 1993 (36.5) - - 

Poland 1987 (25.6) 1989 (26.8) - 1993 (28.4) 1993 (31) 1995 (32.1) 

Romania 1989 (23.3) - - 1994 (28.6) 1994 (33) - 

Russia 1988 (23.8) 1989 (27.8) 1989 (27) 1993 (48.0) 1993 (50) 1995 (38.1)c 

Slovakia 1988 (19.5) - - 1993 (18.3) - 1996 (26.2)d 

Slovenia 1987 (21.5) - - 1993 (25.1) - - 

Turkmenistan 1988 (26.4) 1989 (30.7) 1989 (28) 1993 (35.8) - - 

Ukraine 1988 (23.3) 1989 (23.5) 1989 (23) 1995 (47.4) 1995 (44) - 

Uzbekistan 1989 (28.2) 1989 (30.4) 1989 (28) 1993 (33.3) - - 

Notes: Gini coefficients are in parentheses. Columns one and four show the data and years used 
throughout the analysis for the pre- and post-transition period, respectively. The other columns show data 
from alternative sources. 
a): Gini coefficients in column one are from Milanovic (1998) (mostly gross per capita income), column two 
from Atkinson, Micklewright (1992) (individual distribution of household per capita income), column three 
from Flemming, Micklewright (2000) (individual distribution of per capita household income). Flemming 
and Micklewright (2000) use the data from Atkinson and Micklewright (1992), but apply a slightly different 
procedure for calculating the Ginis. 
b): Gini coefficients in columns one and two are from Milanovic (1998) (disposable income and 
expenditures per capita, respectively), column three from Flemming, Micklewright (2000) (distribution of 
individuals per capita income) with one exception (see note d). 
c): There are other data sources available as well. In the case of the Czech Republic, Flemming and 
Micklewright provide data from the microcensus and the budget survey, respectively. Microcensus data 
are shown here. These Gini coefficients are higher for the period covered (1988–1997) in Flemming, 
Micklewright (2000). Ginis derived from the budget survey are not continuously available, but jump in 
1993. In the case of Russia, the Gini computed from the Family Budget Survey is shown here, but data from 
the Russia Longitudinal Monitoring Survey are also presented in Flemming, Micklewright (2000). Milanovic 
also use this data source, and according to that survey, Gini coefficients in Russia are significantly higher. 
d): Garner (2001) produced Gini coefficients using net monetary income and three different equivalence 
scales for Slovakia for the year 1996. These Ginis are based on 1996 Household Microcensus data and are 
considerably higher compared to the data used by Milanovic. The result shown here is in per capita terms. 


