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CHAPTER TWO s

THE IMPACT OF TRANSITION ON WELL-BEING

This chapter re-evaluates the impact that
the transition process has had on well-being,
finding that residents of post-communist
countries are no longer less satisfied

with their lives than their counterparts

in comparator countries that have not
experienced transition from a planned to

a market economy. Nevertheless, there

is also clear evidence of the high social

cost of early transition reforms: cohorts

born during transition are shorter than their
older and younger peers, pointing to major
deprivation in the early years of the reform
process. However, those cohorts are also
better educated and happier with their lives
today than their peers. These results
suggest that the transition process has

been a dramatic experience, but its negative
impact on well-being has, on the whole,
finally been overcome. While this optimistic
message holds for an average resident

of post-communist countries, this chapter
also identifies certain vulnerable groups who
are still suffering the ill-effects of the initial
transition shock.

Introduction

The transition from a planned to a market economy that has been
undertaken by the post-communist countries in the EBRD region
represents a unique political, social and economic transformation
that has taken place in a relatively short period of time. In the

last 25 years, the people of those countries have lived through

a complete overhaul of their public and social institutions, the
emergence of a new private sector, and their reintegration into
the global economy. All of those countries suffered an economic
recession in the early years of the transition process. In some
countries the recession was short-lived, but in others it was deep
and lasted many years.

On the whole, that economic transformation has been a
success.! However, as the previous chapter showed, the benefits
of transition have not been distributed equally. In many countries,
this has resulted in declining support for the market economy
and democracy. In some cases, major policy reversals — both
economic and political — have taken place.?

While transition trajectories have varied significantly from
country to country (particularly when comparing countries
in central and eastern Europe with former Soviet republics),
academic research has identified one important common
characteristic shared by all of those countries: a “transition
happiness gap”. Residents of all post-communist countries have,
in the past, reported significantly lower levels of life satisfaction
than their counterparts in countries with similar income levels
that have not undergone transition from a planned to a market
economy. Indeed, satisfaction levels in those countries initially
fell as incomes declined in the early years of the transition
process, but they then picked up again as economic growth
strengthened.® Until very recently, however, satisfaction levels
in those countries have not been on a par with those seen in
comparator countries with similar per capita incomes,* defying
academics’ predictions that the transition happiness gap would
eventually disappear as the quality of public services improved
and newly educated cohorts entered the labour market.

Why did residents of post-communist countries report lower
levels of life satisfaction? Leo Tolstoy’s Anna Karenina opens
with the conjecture that “every unhappy family is unhappy in
its own way”. However, economists have been able to identify
a number of common factors contributing to the transition
happiness gap in post-communist countries. In eastern Europe,
people’s satisfaction levels may be explained, in part, by their
dissatisfaction with their governments.® The transition happiness
gap has also been linked to the traumatic macroeconomic
instability experienced at the start of the transition process,
the deterioration in public goods and the increase in income
inequality during transition.® The depreciation of human capital
accumulated under central planning has also had a considerable
impact, with skills acquired prior to the transition process
declining in value in the market economy.

This chapter re-examines the impact that the transition
process has had on levels of life satisfaction and on other
measures of well-being using newly available data from the

! See Djankov (2016).

2 See EBRD (2013).

3 See Easterlin (2014).

4 This finding has been documented in all major international sources of data on life satisfaction.
Sanfey and Teksoz (2007), Guriev and Zhuravskaya (2009) and Easterlin (2014) all identify a transition
happiness gap using the World Values Survey (see the first five rounds, which cover the period up to

2008); Deaton (2008) identifies one using the first round of the Gallup World Poll, which was conducted
in 2006; and Djankov et al. (2016) identify one using the first and second rounds of the Life in Transition
Survey (2006 and 2010 respectively), the Pew Global Attitudes Survey, Eurobarometer and the European
Values Survey.

° See Djankov et al. (2016).

© See Guriev and Zhuravskaya (2009).
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third round of the Life in Transition Survey (LiTS lll). LiTS lll was
conducted by the EBRD and the World Bank in late 2015 and

the first half of 2016 and spans more than 51,000 households

in 29 post-communist countries (but not Turkmenistan) and

five comparator countries (Cyprus, Germany, Greece, Italy and
Turkey). The survey includes questions on economic well-being,
life satisfaction, beliefs and attitudes, as well as questions on
anthropometric variables such as respondents’ weight and height
(which allow an assessment of the quality of life in the early years
of the transition process).

As literature on development economics shows, socio-
economic deprivation in the first two years of a child’s life can
result in a reduced height as an adult (when other genetic and
non-genetic determinants of height are controlled for).” Thus,
comparing cohorts born at the beginning of the transition process
with older and younger peers allows claims that transition
has been accompanied by major hardship to be subjected to
rigorous evaluation. This is an important issue, as the traumatic
experiences of the early years of the transition process — whether
caused by reforms or the bankruptcy of the previous regime — are
often cited as the key factor explaining subsequent declines in
the popularity of the market economy and democracy and the
resulting policy reversals.

Given that the transition process (as defined in Box 2.1) took
place in the early 1990s, LiTS Ill represents the first opportunity
to carry out this exercise. Just a few years ago, the cohorts who
were born during the transition process were still growing up. Only
now can their adult height and life satisfaction be compared with
those of their counterparts in other countries.

The main results are as follows. First of all, the transition
happiness gap has finally closed. When income is controlled for,
satisfaction levels among residents of post-communist countries
are now similar to those of their western European peers — and
even higher than those of people in Cyprus, Greece and Turkey.®

Second, analysis of the height of cohorts born around the
time of transition shows that the early years of that process
were indeed accompanied by major socio-economic deprivation,
with those people ending up shorter than their peers. It also
shows that the impact on those people’s height cannot be fully
explained by the decline in GDP alone. The early years of the
transition process were more than just an economic recession.
They involved dramatic changes to the functioning of the state,
affecting the provision of basic public services (such as education
and health care) and the functioning of the labour market, and
had a significant impact on households’ expectations regarding
their future prosperity. However, the results show that transition
has not had negative long-term implications for the perceived
well-being of cohorts born around the time of that process. If
anything, people born during transition report higher levels of
satisfaction than their peers. In this sense, while the negative
effects of being born at that time are still tangible, they no longer
seem to affect people’s well-being, perceptions and preferences.

This optimistic message holds on average, but (as discussed
in Chapter 1) the impact of the transition process has been highly
heterogeneous. The resulting shock has been especially severe

CHART 2.1. Percentage of respondents who are satisfied with life
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Source: LiTS Ill and authors’ calculations.

Note: The chart shows the percentage of respondents who agree or strongly agree with the statement “All
things considered, | am satisfied with my life now”. The blue bars indicate simple regional averages. The red
bars indicate the level of satisfaction when adjusted for individual and household-level characteristics (see
Table 2.1). The average for the SEE region does not include Cyprus or Greece, which are shown separately
with Turkey.

CHART 2.2. Life satisfaction and GDP per capita in post-communist and
comparator countries
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Source: LiTS Il and IIl, World Development Indicators and authors’ calculations.

Note: The vertical axis shows the percentage of respondents who agree or strongly agree with the statement
“All things considered, | am satisfied with my life now”. The horizontal axis shows GDP per capita in
purchasing power parity (PPP) terms (based on 2011 US dollars). Arrows show changes in GDP per capita
between 2010 and 2015 and changes in the percentage of respondents expressing satisfaction with their
life between 2010 and 2015-16. A green arrow indicates that the country is now better off on both counts,
ared arrow indicates that it is worse off on both counts, and a yellow arrow indicates that the country has
seen positive income growth but registered a decline in satisfaction levels. The light blue diamonds show
GDP per capita in 2010 and the percentage of respondents expressing satisfaction with their life in 2010
forthose countries that were surveyed as part of LiTS Il only. The blue squares show GDP per capita in
2015 and the percentage of respondents expressing satisfaction with their life in 2015-16 for those
countries that were surveyed as part of LiTS Il only. The dotted lines show the linear relationships for post-
communist countries (excluding the three outliers: the Kyrgyz Republic, Tajikistan and Uzbekistan) in 2010
and 2015-16.

7 See Case and Paxson (2010) for a review. Duflo (2003) and Case (2004) show that, in South Africa,
positive income shocks resulting from the introduction of a generous new pension system have led to
height gains (especially among girls). Conversely, extreme adversity, such as an infectious environment,
food shortages or a mother smoking in a child’s early years (or even while the child is in the womb), can
lead to stunted growth (see Almond (2006), Li et al. (2004) and Saenger et al. (2007)).

£ The findings of this chapter are in line with those of Nikolova (2016), who uses the latest round of the
World Values Survey (2010-13). That dataset, however, includes only a few post-communist countries.
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for those born during transition to disadvantaged families; these
people report lower levels of satisfaction than peers of the same
age from more privileged backgrounds.

This chapter also looks at whether cohorts whose formative
years coincided with the transition process differ from other
people in terms of their attitudes and beliefs.® Analysis of those
cohorts’ current attitudes provides evidence regarding the
attitudes and expectations that prevailed in those societies
at the start of the transition process. In fact, there is no sign
that the transition process has had a significant impact on
those individuals’ satisfaction levels, trust in other people or
preferences regarding redistribution. However, the positive
sentiment surrounding the reform process does seem to have
had an impact on some of their beliefs, with those cohorts
expressing more support for the market economy and democracy
than their peers. This finding is remarkable, given that the
onset of the transition process had a dramatic impact on those
individuals’ career prospects. They had just finished their
education under the old system when the transition process
began, and their human capital could have become less valuable
in the new environment.

Closing the transition happiness gap

LiTS lll data show that there is no longer a gap between
post-communist countries and comparators in terms of life
satisfaction. Chart 2.1 reports average satisfaction levels for
various groups of countries. Countries in Central Asia report
very high levels of satisfaction, while central Europe and the
Baltic states (CEB) are roughly on a par with Germany and Italy.
South-eastern Europe (SEE), eastern Europe and the Caucasus
(EEC) and Russia have satisfaction levels similar to those seen in
Cyprus, Greece and Turkey.

The average level of satisfaction in post-communist countries
is 51 per cent — well below the 57 per cent seen in Germany
and Italy. However, this difference is fully explained by the fact
that post-communist countries have lower levels of income
per capita. Chart 2.2 shows changes in both the percentage of
residents expressing satisfaction with their life and countries’
GDP per capita between 2010 and 2015-16. With the exception
of three outliers (the Kyrgyz Republic, Tajikistan and Uzbekistan),
there is a strong positive correlation between a country’s level
of development and life satisfaction. Even without the Kyrgyz
Republic, Tajikistan and Uzbekistan — which report unusually high
levels of satisfaction given their income per capita — satisfaction
levels in post-communist countries are no lower than those
seen in comparator countries with similar income levels. Indeed,
when income per capita is controlled for, there is no significant
difference between post-communist and other countries. This
result is not driven by any particular country.

Chart 2.2 also shows that this “happiness convergence” is
the result of both substantial increases in satisfaction in most
post-communist countries and decreases in satisfaction in
comparator countries between 2010 and 2015-16. In Germany
and Turkey, satisfaction declined despite income growth. In Italy,

meanwhile, satisfaction declined in parallel with a fall in GDP per
capita, but the decline in satisfaction was more pronounced than
the fall in GDP would have predicted. Cyprus and Greece were not
covered by LiTS Il, which was conducted in 2010, but their current
satisfaction levels are lower than their per capita incomes would
predict. This is in stark contrast with the picture in 2010, when
satisfaction levels in all Western countries were significantly
higher than their per capita incomes would have suggested.

Thus, the transition happiness gap was still present in 2010.

A number of academics predicted that it would disappear

by 2010, and that might well have happened, had the global
financial and economic crisis not had a disproportionate impact
on the post-communist countries, resulting in a pronounced
negative effect on satisfaction levels. Since 2010, satisfaction
levels in those countries have recovered strongly, while the
comparator countries have suffered a prolonged stagnation,
resulting in satisfaction levels falling and converging toward those
of their post-communist counterparts.

The absence of a transition happiness gap in Chart 2.2 is
confirmed by econometric testing. These tests (the results of
which are reported in Table 2.1) are based on a conventional
model of life satisfaction — that is to say, satisfaction is regressed
on various individual and household-level characteristics, such
as education, age, gender, marital status, the number of children
in the household, religion, being a member of an ethnic minority,
whether the respondent’s place of birth is urban (rather than
rural) and employment status. Several proxies for income are also
included: self-reported household income, as well as answers to
questions on whether the household can afford (i) holidays and
meat, chicken or fish and (ii) unexpected expenses. Using self-
reported income significantly reduces the size of the sample, as
only a third of households report their income, whereas answers
to the questions on what households can afford are available for
almost all households.

In order to simplify the interpretation of the results, Table 2.1
reports only results for the binary measure of life satisfaction
(that is to say, whether the respondent is satisfied with life or
not); the results for the five-point measure of satisfaction are
very similar.

The effects of the variables above are intuitive and
consistent with what has been found in previous literature
on life satisfaction. Each additional level of education (that is
to say, moving from no education to primary education, from
primary to secondary education, and from secondary to tertiary
education) increases the probability of being satisfied with life

D (%

OF RESPONDENTS LIVING
IN GERMANY AND ITALY
WERE SATISFIED WITH LIFE

9 Events experienced during an individual's impressionable formative years (defined as the period between
the ages of 18 and 25) have a lasting effect on his/her personality. Giuliano and Spilimbergo (2014)
analyse cross-country data from the World Values Survey, as well as data on the United States of America
from the General Social Survey and the National Longitudinal Survey, showing that people who face a
macroeconomic recession in their formative years tend to go on to favour redistribution, vote for left-wing
parties and believe that success is driven by luck rather than effort.
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TABLE 2.1. Cross-sectional analysis of life satisfaction using LiTS Ill data

Satisfied with life (0/1)

-0.038 0.012 -0.004 0.008 -0.009 0.065 0.039
Post-communist country
(0.108) (0.108) (0.093) (0.105) (0.093) (0.057) (0.057)
Income 0.041%** 0.040%*** 0.041%**
(0.007) (0.007) (0.007)
0.198*** 0.188*** 0.190%***
Can afford holidays and meat
(0.016) (0.016) (0.014)
0.128*** 0.121%** 0.117***
Can afford unexpected expenses
(0.013) (0.013) (0.011)
0.105%** 0.046 0.107*** 0.019 0.095***
Primary education
(0.034) (0.130) (0.034) (0.121) (0.027)
0.211%** 0.191 0.169*** 0.160 0.157***
Secondary education
(0.037) (0.132) (0.036) (0.124) (0.034)
0.314*** 0.297** 0.218*** 0.262** 0.205%**
Tertiary education
(0.040) (0.137) (0.037) (0.128) (0.035)
0.026%** 0.052%** 0.031%** 0.042%** 0.033*** 0.041%** 0.030%***
Female
(0.006) (0.009) (0.006) (0.009) (0.006) (0.009) (0.005)
-0.023** -0.033** -0.037*** -0.045*** -0.044*** -0.048*** -0.049***
Urban area
(0.011) (0.016) (0.011) (0.015) (0.011) (0.016) (0.012)
-0.188*** -0.127%** -0.124%** -0.118%**
Unemployed and looking for a job
(0.020) (0.018) (0.018) (0.017)
0.003 0.002 -0.005 0.014 0.002 0.009 -0.000
Ethnic minority
(0.035) (0.032) (0.034) (0.031) (0.033) (0.030) (0.030)
0.016* 0.010 0.026*** 0.011 0.027*** 0.011 0.028***
Number of children
(0.009) (0.007) (0.009) (0.007) (0.008) (0.007) (0.008)
0.034** 0.044** 0.023* 0.042** 0.022* 0.042** 0.020
Married
(0.013) (0.018) (0.013) (0.018) (0.012) (0.017) (0.012)
-0.060*** -0.084%** -0.046** -0.081%** -0.050%** -0.078*** -0.049%**
Divorced or separated
(0.019) (0.024) (0.017) (0.025) (0.017) (0.024) (0.017)
-0.032 -0.060* -0.031* -0.050 -0.025 -0.042 -0.028
Widow or widower
(0.020) (0.032) (0.017) (0.032) (0.018) (0.031) (0.017)
-0.009%** -0.013*** -0.009%** -0.013*** -0.010%** -0.011%** -0.010%**
Age
(0.002) (0.003) (0.002) (0.003) (0.002) (0.003) (0.002)
0.008*** 0.013*** 0.008*** 0.013*** 0.010*** 0.011*** 0.009***
Age squared, divided by 100
(0.002) (0.003) (0.002) (0.003) (0.002) (0.003) (0.002)
No. of observations 44,551 14,715 44,551 14,715 44,551 15,956 48,963
Source: LiTS Il and authors’ calculations.
Note: This table reports the results of a linear probability model. Standard errors in parentheses are ON AVERAG E’ B El N G
clustered at the country level. *, ** and *** denote values that are statistically significant at the 10, 5 and U N EM PLOYED R ED U CES
1 per cent levels respectively. Income is self-reported in local currency and converted to US dollars and log
terms. Dummies for religion (not reported) are statistically significant. Data on the number of children relate TH E PRO BAB l LlTY O F
to the number of children under the age of 18 who are living at home. Specifications 1 to 5 comprise the B El N G HAPPY BY

29 post-communist countries plus Germany and Italy. Specifications 6 and 7 also include Cyprus, Greece
and Turkey. 1 : !

PERCENTAGE
POINTS
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by 5-10 percentage points. Being unemployed reduces the
likelihood of satisfaction by 12 percentage points. And a 10 per
centincrease in income increases the probability of satisfaction
by 0.4 percentage point.*° Women are 3-4 percentage points
more likely to be happy, while residents of urban areas are 3-5
percentage points less likely to be happy. People who are married
are 3-4 percentage points more likely to be happy than single
people, while people who are divorced or separated are 5-8
percentage points less likely to be happy. Each additional child
increases the probability of happiness by 3 percentage points.
Meanwhile, the effect of age is non-linear: for people under the
age of 50, satisfaction declines with age, but after that point it
starts to increase with age. (Table 2.1 presents results with linear
and squared terms for age; the results with birth year dummies
are very similar.)

The main variable of interest in Table 2.1 is residence in a
post-communist country. The coefficient for this variable is not
statistically significant in any of the specifications. This means
that satisfaction levels in post-communist countries are the same
as in comparator countries in the sample (when controlling for
other individual or household-level determinants of satisfaction).
Columns 1 to 5 compare post-communist countries with Germany
and Italy. Column 1, which reports results without controlling for
respondents’ income, indicates that the probability of satisfaction
is 4 percentage points higher in Germany and Italy, but this effect
is not statistically significant. Once income is controlled for, there
is no difference in satisfaction between those Western countries
and the post-communist countries in the sample (see columns
210 5).

Columns 6 and 7 compare the post-communist countries
with all five comparator countries in the sample (that is to
say, Cyprus, Germany, Greece, Italy and Turkey). On average,
satisfaction levels are higher in post-communist countries than
they are in these five countries (especially when controlling
for income); however, that effect is not significant. All of the
specifications above include the Kyrgyz Republic, Tajikistan
and Uzbekistan; a model excluding these countries produces
similar results.

Overall, these results suggest that, in terms of life satisfaction,
there is no longer a statistically significant difference between
countries that have experienced transition from a planned to a
market economy and those that have not.

Lasting impact of the early years of the

transition process

Chart 2.3 shows the evolution of average height in post-
communist countries as a function of the difference between
respondents’ birth year and the year when transition occurred.
Average height gradually increased over time, before declining in
cohorts born two to three years before transition occurred and
remaining depressed for a number of years. The first sustained
increases in average height were observed in cohorts born six
years after transition, at which point average height returned
to the pre-transition trend level. Differences in height between

CHART 2.3. Changes in average height over time in post-communist countries
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Source: LiTS Il and authors’ calculations.

Note: The line denotes average height in post-communist countries, calculated as a three-year moving
average. The horizontal axis shows the difference between the respondent’s year of birth and the year when
transition occurred (with the transition year varying from country to country, as Box 2.1 explains).

CHART 2.4. Average height and GDP per capita in comparator countries
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Source: Gapminder, LiTS Ill and authors’ calculations.

Note: The blue diamonds show average height by birth year, calculated as a three-year moving average,
while the green line shows a population-weighted three-year moving average of GDP per capita. Averages
are calculated for four comparator countries: Cyprus, Germany, Greece and Italy. GDP per capita is
expressed in PPP terms (based on 2011 US dollars).

people born around the time of the transition process and the
trend are statistically significant.

Just how unusual are these developments in average height?
Chart 2.4 shows the evolution of average height over time for
four developed economies: Cyprus, Germany, Greece and Italy.
Given that there are fewer observations for each cohort in these
countries, it makes more sense to look at the fitted trend line,
rather than the actual data. The trend line rises sharply until
the 1970s, before flattening out at a level corresponding to the
average GDP per capita of around US$ 15,000 in PPP terms (see
right-hand scale). Such stagnation is known as “height satiation”:
beyond a certain level of development, additional material
resources do not contribute much more to increases in height.**

1 The magnitude of this effect is similar to what Stevenson and Wolfers (2008) found
(taking into account the fact that they used a 10-point scale for satisfaction with life).

1 For results for developed countries, see NCD Risk Factor Collaboration (2016).
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TABLE 2.2. Impact of being born or turning one in transition year
on reported height (in cm)

Bomn in
transition year

Born or one Bom in Born or one
yearold in transition year | yearold in
transition year transition year

-1.057*** -0.768*** -0.777* -0.544*
Born in transition
(0.398) (0.282) (0.409) (0.292)
Average of log GDP per capita 1.129%++ 1.190%**
(0.215) (0.221)
No. of observations 42,853 42,853 40,854 40,887
R? 0.382 0.382 0.384 0.384

Source: LiTS IlI, Correlates of War Data, EBRD transition indicators, Gapminder, UCDP/PRIO Armed Conflict
Dataset, and authors’ calculations.

Note: Standard errors in parentheses are clustered at the PSU level. *, ** and *** denote values that are
statistically significant at the 10, 5 and 1 per cent levels respectively. All specifications control for country
fixed effects and country-specific linear time trends. In addition, the gender of the respondent, whether the
respondent was born in an urban or rural location, the respondent’s religion, the parents’ level of education
and the incidence of war are also included as controls. Specifications 3 and 4 also control for the parents’
employment sector and the log of GDP per capita.

TABLE 2.3. Impact ofchanges in the price liberalisation indicator
on reported height (in cm)

VN R B T

Born in Bom orone Born in Born or one
transition year year old in transition year | yearold in
transition year transition year
Change in price lib -0.565%** -0.343*x* -0.466** -0.274%*
indicator (0.194) (0.114) (0.204) (0.119)
Average of log GDP per capita 1.267*** 1.323%x
(0.229) (0.233)
No. of observations 36,507 36,507 34,660 34,693
R? 0.373 0.373 0.375 0.375

Source: LiTS 1, Correlates of War Data, EBRD transition indicators, Gapminder, UCDP/PRIO Armed Conflict
Dataset, and authors’ calculations.

Note: Standard errors in parentheses are clustered at the PSU level. *, ** and *** denote values that are
statistically significant at the 10, 5 and 1 per cent levels respectively. All specifications control for country
fixed effects and country-specific linear time trends. In addition, the gender of the respondent, whether the
respondent was born in an urban or rural location, the respondent’s religion, the parents’ level of education
and the incidence of war are also included as controls. Specifications 3 and 4 also control for the parents’
employment sector and the log of GDP per capita.

TABLE 2.4. Impact of being born or turning one in transition year on
life satisfaction

Satisfied with life (0/1)

Satisfaction with life (1-5)

(1) (2) ©) (4)
Bom in Born or one Bom in Born or one
transition year | yearold in transition year | yearold in
transition year transition year
0.141* 0.104* 0.148%*** 0.094**
Born in transition
(0.079) (0.056) (0.057) (0.041)
No. of observations 47,059 47,059 47,059 47,059

Source: LiTS III, Correlates of War Data, EBRD transition indicators, UCDP/PRIO Armed Conflict Dataset, and
authors’ calculations.

Note: Standard errors in parentheses are clustered at the PSU level. *, ** and *** denote values that are
statistically significant at the 10, 5 and 1 per cent levels respectively. All specifications control for country
fixed effects and birth year fixed effects. In addition, the gender of the respondent, whether the respondent
was born in an urban or rural location, the respondent’s religion, the parents’ level of education and the
incidence of war are also included as controls.

Almost all post-communist countries began the transition
process with average incomes below this threshold. Analysis later
in the chapter distinguishes between countries that are above
and below this threshold, finding that there is only a “height gap”
in countries that are below the threshold.

The presence of the height gap identified in Chart 2.3 is
confirmed by econometric analysis of the impact that the
transition process has had on the average height of various
cohorts (see Table 2.2). The main finding from this analysis is that
people who were born during periods of price liberalisation are,
on average, 1.1 cm shorter than older and younger cohorts (see
column 1). If that group is expanded to include people who were
one year old when price liberalisation took place, the people in
that group are, on average, 0.8 cm shorter than their younger and
older counterparts (see column 2). This represents a significant
effect, showing that the early years of the transition process had
a deep and lasting impact on respondents born at that time.*?

Further analysis shows that the negative effect of the
transition process is only partially explained by fluctuations in
GDP (see columns 3 and 4). Thus, while the economic recessions
seen in the early years of the transition process represented an
important mechanism in terms of the impact on households,*®
they were not the only channel in operation. Other channels
through which society was affected included decreases in the
quality of public goods and the deterioration of state institutions
and social capital.

Other econometric results (not reported in the table) indicate
that parents’ level of education (particularly the mother’s) has
a positive impact on height. Meanwhile, the effects of parents’
employment sector are not statistically significant. Being born
or turning one during a war has a negative impact on height that
is similar in magnitude to the effect of transition; however, once
changes in GDP are controlled for, the impact of war ceases to be
statistically significant. All of the results presented in the table are
robust to the replacement of country-specific linear trends with
birth year fixed effects and country fixed effects.

The analysis above uses a binary measure of transition,
assuming that transition began in the year of price liberalisation
(the “transition year”). Table 2.3 presents the results of
alternative analysis based on a continuous measure of reform,
using changes in the EBRD’s price liberalisation indicator as a
proxy for the speed of the reform process. The results are the
same as in Table 2.2, in terms of both statistical significance
and the magnitude of the effect. A two-point increase in the
transition indicator, from 1 (signalling that most prices are
formally controlled by the government) to 3 (indicating that
significant progress has been made with reforms), translates
into a reduction in height — relative to trend levels — of
approximately 1.1 cm.

The results remain the same if the speed of the reform
process is measured on the basis of an average of all six of
the EBRD’s transition indicators, rather than just the price
liberalisation indicator.

The fact that cohorts born around the time of transition are
shorter than their peers is evidence of the hardship associated

2When respondents who were two years old when price liberalisation took place are added to the
group, the effects of the transition process remain negative but are only marginally significant
(notreported in table).

*The magnitude of the coefficient for GDP per capita in Table 2.2 implies that a 10 per cent decline
in GDP per capita results in a 0.1 cm reduction in height.
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with the early years of the reform process. Does this mean that
these individuals are still disadvantaged today? LiTS data show
that the transition process has not had a lasting negative impact
on the satisfaction levels of these cohorts. On the contrary,
respondents who were in their infancy when transition occurred
are now more — rather than less — satisfied than their peers;
specifically, they are 14 percentage points more likely to be
satisfied with life. This effect is robust to various specifications
and applies to both definitions of satisfaction: both the binary
measure and the five-point scale (see Table 2.4).

Why are these cohorts happier than their peers? Econometric
tests show that these cohorts are not significantly different from
their younger and older peers in terms of incomes, employment
or family outcomes. However, they are better educated than
their predecessors (even when controlling for age). Thus, the
expansion of education systems in the post-communist period is
at least one explanation for the higher levels of satisfaction seen
in these cohorts.

In addition to affecting the physical well-being of people who
experience it in the first two years of life, the transition process
also influences the attitudes and beliefs of people who experience
it in their formative years. Table 2.5 reports the results of analysis
looking at the attitudes of respondents who were between 18
and 25 when transition took place.** Individuals who experienced
transition in their formative years are approximately 3 percentage
points more likely than their peers to express a preference for the
market economy and democracy, but there are no other significant
differences — that is to say, they do not differ from their peers
in terms of life satisfaction, optimism, preferences regarding
redistribution, social capital or other attitudes.

Heterogeneity in the impact of transition

The impact of transition has not been equally distributed across
society. This section documents the ways in which the transition
process has affected different social groups. Not surprisingly,
the most vulnerable people have been those born to
disadvantaged families.

There are no data on the living standards of the parents of
LiTS respondents prior to the transition process. Consequently,
for the purposes of the analysis in this section, those living
standards are proxied by parental labour force participation
and parents’ level of education. In this section, the impact
that the transition process has had on well-being is estimated
separately for subsamples with different parental backgrounds.
In particular, Chart 2.5 reports the impact that transition has
had on satisfaction on the basis of the mother’s labour force
participation. As was shown in the previous section, cohorts who
were born or turned one in the transition year are, on average,
actually happier than their peers. However, this is not the case
where the respondent’s mother has never worked. On the
contrary, those respondents appear to be less satisfied with their
lives as a consequence of being born at that time. Such families
account for around 20 per cent of the sample.

Parents’ level of education also plays an important role. A child

TABLE 2.5. Impact of experiencing transition in formative years on life satisfaction
and on attitudes

(1) (2) 3) (4)
Satisfied with | Preference EEEV Preference for
life (0/1) for a market for democracy | redistribution
economy

Experience of -0.019 0.026* 0.026* 0.040 0.039
transition in
formative years (0.014) (0.014) (0.014) (0.084) (0.029)
No. of observations 42,489 37,927 39,280 41,676 41,599

Source: LiTS III, Correlates of War Data, EBRD transition indicators, UCDP/PRIO Armed Conflict Dataset, and
authors’ calculations.

Note: Standard errors in parentheses are clustered at the PSU level. *, ** and *** denote values that are
statistically significant at the 10, 5 and 1 per cent levels respectively. All specifications control for country
fixed effects and birth year fixed effects. In addition, the respondent’s gender, whether the respondent

was born in an urban or rural location, the respondent’s religion, the parents’ level of education and the
incidence of war are also included as controls.

CHART 2.5. Impact of being born or turning one in transition year on life
satisfaction, broken down by mother’s labour force participation

8

6

Born in transition year Born or one year old in transition year

Effect of transition on life satisfaction, percentage points

M Respondents whose mothers have never worked
M Respondents whose mothers have worked at some point

Source: LiTS 1l Correlates of War Data, EBRD transition indicators, Gapminder, UCDP/PRIO Armed Conflict
Dataset, and authors’ calculations.

Note: The dark grey bars show the sum of the coefficients for the “born in transition” indicator and the
interaction term (signalling that the mother has never worked) and indicate the impact that transition has
had on those respondents whose mothers have never participated in the labour market. The blue bars show
the coefficient for the “born in transition” indicator and indicate the impact that transition has had on those
respondents whose mothers have participated in the labour market at some point in their life. These effects
are calculated after controlling for individual and parental characteristics.
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OF RESPONDENTS IN POST-
COMMUNIST COUNTRIES
BORN DURING TRANSITION
COME FROM A HOUSEHOLD
WHERE THE MOTHER HAS
NEVER WORKED

1 Similar analysis looking at the attitudes of cohorts born around the time of the transition process shows
no statistically significant results. That is to say, those individuals do not differ from their peers in terms of
their level of trust, preferences regarding redistribution, social capital and support for democracy or the
market economy. This is consistent with the view that attitudes and beliefs are shaped in an individual’s
formative years, rather than in early childhood.
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of a tertiary-educated mother is much more likely to be satisfied
with life after being born during transition than a child whose
mother has completed only primary education or has had no
formal education (see Chart 2.6). For families in the latter category
(which make up around 13 per cent of the sample), being born
during transition has a negative impact on life satisfaction. This
is consistent with the evidence presented in Chart 2.7, which
shows that these families also experienced a greater degree of
socio-economic deprivation during the early years of the transition
process. The negative impact that being born during transition
has had on height is concentrated in these families. At the same
time, the transition process has had almost no impact on height in
families where mothers have completed tertiary education.
Another important question is whether the transition process
has affected ethnic majorities and minorities to differing extents.
The data suggest that there has been no significant difference
between ethnic majorities and minorities or between people born
in their country of residence and people born elsewhere in terms
of the impact that being born during transition has had on their
height or life satisfaction. However, there is a difference in terms
of the attitudes of the cohorts that experienced transition during
their formative years. Within those cohorts, ethnic minorities
report significantly lower levels of support for the market economy
and democracy and have less trust in other people. Indeed, the
fact that, on average, people who have experienced transition in
their formative years show higher levels of support for the market
economy and democracy is driven solely by ethnic majorities.

Ruling out alternative explanations

Could the results detailed above be driven by other events that
coincided with the transition process? The transition period was
preceded by various highly consequential political and economic
developments — primarily the fall of the Berlin Wall and the
dissolution of the Soviet Union — which marked the end of an era
and heralded the beginning of a new order. In order to rule out
the possibility that the results set out in this chapter were driven
by those events, a set of placebo tests have been run to ensure
that people who were born or in their infancy in the two years in
question (namely, 1989 and 1991 respectively) do not differ from
their younger and older peers in terms of height or satisfaction.
The results of those tests show that those events do not explain
the main findings of this chapter, demonstrating that it really

is exposure to the transition process (which began at different
times in different countries) — and not simply being born around
the time of the fall of the Berlin Wall or the dissolution of the
Soviet Union — that has caused respondents in post-communist
countries to be shorter than their peers.

Another placebo test has been used to check whether cohorts
born in the early to mid-1990s in comparator countries also have
an average height that is significantly different from that of their
peers. This test also finds no significant effects.

A further test looks at whether cohorts experiencing transition
really are the best groups to focus on. Could it be, for example,
that the transition process has simply affected everyone who has

CHART 2.6. Impact of being born or turning one in transition year on life
satisfaction, broken down by mother’s level of education
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Born in transition year

Effect of transition on life satisfaction, percentage points
&

W Respondents whose mothers had no formal education

W Respondents whose mothers have completed primary education
M Respondents whose mothers have completed secondary education
W Respondents whose mothers have completed tertiary education

Source: LiTS III, Correlates of War Data, EBRD transition indicators, Gapminder, UCDP/PRIO Armed Conflict
Dataset, and authors’ calculations.

Note: The bars show the sum of the coefficients of the “born in transition” indicator and the interaction term
(indicating the mother’s level of education). These effects are calculated after controlling for individual and
parental characteristics.

CHART 2.7. Impact of being born or turning one in transition year on height,
broken down by mother’s level of education
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Born in transition year Born or one year old in transition year

W Respondents whose mothers had no formal education

W Respondents whose mothers have completed primary education
H Respondents whose mothers have completed secondary education
M Respondents whose mothers have completed tertiary education

Source: LiTS III, Correlates of War Data, EBRD transition indicators, Gapminder, UCDP/PRIO Armed Conflict
Dataset, and authors’ calculations.

Note: The bars show the sum of the coefficients for the “born in transition” indicator and the interaction term
(indicating the mother’s level of education). These effects are calculated after controlling for individual and
parental characteristics.
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grown up since that process began? Econometric analysis looking
at the height of people born one to three years after transition

and three to five years after transition confirms the pattern shown
in Chart 2.3. If anything, people born some time after transition
tend to be taller, suggesting that the hardship that accompanied
the transition process had a severe impact on those experiencing
it at that age, but was mostly temporary in nature.

In addition to the first two years of life, there are two other
critical periods for a child’s growth: the time spent in utero and
adolescence (defined here as the period from the age of 11 to the
age of 14, which coincides with the second period of fast speed
in height growth). Adverse environmental conditions during these
two periods have been shown to delay growth and negatively
affect the final outcome in terms of adult height.*> However,
respondents who were in their mother’s womb in the year when
transition occurred or experienced transition in their adolescent
years show no statistically significant differences in terms of their
height and life satisfaction.

Lastly, it is important to look at whether post-communist
countries experience height satiation. The LiTS data on
comparator countries show that when GDP per capita reaches
US$ 15,000 in PPP terms, additional economic growth has only a
limited impact on height (see Chart 2.4). In order to see whether
this is also the case for post-communist countries, another
exercise divides those countries into two separate groups — one
with GDP per capita of less than US$ 12,500 and another with
GDP per capita in excess of US$ 15,000 — and looks at the
impact that transition has had on height in those two groups.

The results of that exercise suggest that the overall effect is
driven by countries with GDP per capita of less than US$ 12,500,
confirming that the height satiation observed in developed
countries is also present in some post-communist countries.

Conclusion
This chapter uses a unique Life in Transition Survey to measure
the impact that transition from a planned to a market economy
has had on well-being. In the past, research has found people
in post-communist countries to be less happy than peers in
countries that have not experienced such a transition (even
after controlling for income), with some researchers suggesting
that this “transition happiness gap” represents a temporary
phenomenon that will eventually disappear. LiTS lll, which
surveyed more than 51,000 households in 29 post-communist
countries and five comparator countries, confirms that this
gap has finally been closed: when income is controlled for,
residents of post-communist countries no longer lag behind their
counterparts in terms of reported levels of satisfaction.
However, this does not mean that the pain of the transition
process was not real. LiTS lll provides information that helps
to quantify the magnitude of the socio-economic shock that
was experienced in the first few years of the transition process.
Comparing the height of individuals experiencing transition in
their first two years of life, this chapter finds that those individuals
are, on average, around 1 cm shorter than their younger and

older peers. This confirms the view that the first few years of the
transition process were a period of substantial socio-economic
deprivation. At the same time, that shock does not seem to have
had negative long-term implications for those individuals’ levels
of satisfaction or attitudes. If anything, cohorts born around

the time of the transition process are now happier (and better
educated) than their peers.

The other important finding in this chapter is that, while the
process of “happiness convergence” has, on the whole, been
completed, certain sections of society still lag behind. Not
surprisingly, this concerns individuals born to families with low
levels of maternal education and employment (who make up
20 per cent of the cohorts born around the time of the
transition process).

This analysis of the impact that transition has had on well-
being has important implications not only for the few remaining
command economies around the world, but also, more generally,
for countries undertaking major structural reforms. First of all,
it is important that happiness convergence has finally been
achieved. In this respect, economic reforms — despite being
incomplete in some countries — have eventually delivered (albeit
much later than was initially expected). Second, the fact that it
has taken these post-communist countries 25 years to catch
up with their peers in terms of happiness should not discourage
reformers elsewhere. Even major reforms to labour markets
and pension systems are less disruptive — and, therefore,
arguably less painful — than the systemic changes that these
post-communist countries have gone through. Third, lessons
learned from previous reforms can help to make such initiatives
less painful and more inclusive in the future. Potential losers
in such reform processes should be given not only one-off
compensation, but also the skills necessary to ensure their future
employability. Unfortunately, the complexity of such reforms, the
large number of stakeholders involved and the dynamic nature
of the interaction between them mean that the identification of
potential losers is highly context-specific.'®

Lastly, this chapter’s optimistic overall message also points
to a major risk relating to the “short-term pain, long-term gain”
scenario. The risk here is that the political reaction to the pain
of reforms could persist even after the pain has gone. Although
the effects of the initial transition shock in post-communist
countries can no longer be seen at the level of households, some
countries have experienced policy reversals that persist to this
day. That transition shock has armed opportunistic politicians
with an anti-reform narrative, which has ultimately resulted in
de-democratisation.” Where these politicians have gained
power, they have gone on to undermine both democratic political
institutions and economic institutions.*® The subsequent removal
of democratic checks and balances has now made it hard to vote
these politicians out of office, despite their original anti-transition
platform having ceased to be valid. In order to avoid such lasting
political implications, reformers should try to compensate
potential losers in reform processes from the outset, preventing
populists from potentially destroying political institutions.

15 See Steckel (1995). For details of growth in utero, see Saenger et al. (2007) and Aimond (2006). For
information on growth during adolescence and its impact in later life, see Beard and Blaser (2002) and
Persico et al. (2004).

16 See Treisman (2014).

7 See EBRD (2013), Roland (2014), Treisman (2014) and Djankov (2016) for a discussion of policy
reversals and de-democratisation in post-communist countries. While policy reversals are strongly
correlated with historical factors (such as geography, religion and culture), those countries which have
managed to consolidate democratic political institutions have also managed to maintain good economic
institutions - even in the presence of adverse historical legacies.

8See EBRD (2013) and Treisman (2014).




40" TRANSITION REPORT 2016-17

TRANSITION FOR ALL: EQUAL OPPORTUNITIES IN AN UNEQUAL WORLD

Box 2.1. Methodology used to analyse the impact
on well-being

This chapter analyses the impact that the transition process has
had on objective and subjective well-being at the level of individual
respondents. The primary data source for this chapter is the third round
of the Life in Transition Survey, which was conducted by the EBRD and
the World Bank in 34 countries in late 2015 and the first half of 2016.
The results of that survey will be published later this year. A total of 75
locations were visited in each of the countries surveyed, with more than
51,000 interviews being conducted with randomly selected households.

The main variables that are of interest for the analysis presented here
are (self-reported) height and life satisfaction.'® The latter is captured
in two ways: using a binary variable that simply indicates whether or not
the respondent agrees or strongly agrees with the statement “All things
considered, | am satisfied with my life now”; and using a continuous
variable with a five-point scale. LiTS Ill also provides data on respondents’
support for democracy and the market economy, optimism,?° preferences
regarding income redistribution, generalised social trust and active
membership of associations.

The chapter begins with analysis of the transition happiness gap, which
is based on the conventional econometric model of satisfaction:

satisfied with life;., = B * 1[post — communist countryl. + y'x; + ejca (1)

where the binary dependent variable for individual i, born in country ¢
and aged a, is regressed on an indicator that takes a value of 1 if cis a
post-communist country, as well as a vector of individual characteristics
(x;) listed in Table 2.1. These include age and age squared (or,
alternatively, birth year fixed effects). Standard errors e; ., are clustered
at the country level.

The coefficient S denotes the effect that living in a post-communist
country has on life satisfaction (when controlling for conventional
individual and household-level determinants of happiness). If 8 is
negative and significant, this means that the transition happiness gap
is still present; if there is no significant negative effect, the gap has
been closed.

The second part of the chapter looks at the way in which the effect of
the transition process varies depending on when people were born. First,
it evaluates the physical impact of the transition process by comparing
anthropometric indicators for people who were born or turned one or
two during transition with those of individuals who were born before or
after that period.?! Although the environment where a person grows up
determines only around 20 per cent of adult height, it accounts for most
of the cross-population variation in that indicator.?? Final adult height
depends crucially on the speed of growth during the first two years of
life - which, in turn, depends on living standards in the household during
that period. A similar analysis is repeated for the life satisfaction of
cohorts who were born or turned one or two during transition.

It then assesses the impact that the transition process has had
on people’s attitudes and life satisfaction. This analysis is based on

the assumption that individual beliefs and attitudes are shaped in a
person’s formative years, which are defined as the period between
the ages of 18 and 25 and broadly correspond to the moment when
individuals enter the labour market for the first time.?® Interdisciplinary
research provides evidence of the importance of this stage in life as
regards the formation of political and interpersonal attitudes.?*

For the purposes of the statistical analysis in this chapter, the
transition period is defined as the year when the country in question
made significant progress with price liberalisation reforms (which
corresponds to the point at which the EBRD’s price liberalisation
indicator for that country reached a value of 3 for the first time). Overall,
12 countries implemented the bulk of their price liberalisation reforms
between the fall of the Berlin Wall and the dissolution of the Soviet
Union, and 12 other countries followed suit between 1992 and 1993.
The five remaining countries did not implement reforms until later, doing
so between 1994 and 1995.

This analysis also includes alternative continuous measures of
transition tracking ongoing progress with reforms - namely, changes
in the EBRD’s price liberalisation indicator and changes in the average
of all six transition indicators over a given period of time.2® As with the
approach described above, three variables are created, indicating (i)
the change in the respondent’s year of birth relative to the previous
year, (ii) the change in the year when the respondent turned one relative
to the year before his/her birth, and (iii) the change in the year when the
respondent turned two relative to the year before his/her birth. For the
analysis of formative years, changes are calculated for the period when
the respondent was 18 to 25 years old.

These binary and continuous measures of reform should not be
seen as substitutes, but rather as complements, since they assess
different facets of the transition process and address critical concerns
regarding the causality of the analysis. Indeed, a major challenge for
the analysis is the question of reverse causality. In planned economies
that were bankrupt and experiencing severe shortages of vital nutrients
before reforms took place, political and economic transition might, in
fact, have been a consequence of deprivation, rather than the other
way round. Controlling for fluctuations in GDP and using continuous
variables indicating changes in the price liberalisation indicator or the
average of all transition indicators should address these concerns.

This chapter’s analysis of the impact that the transition process has
had on height is based mainly on the following specification:

reported height;c,
= a. + B * 1[born in transition]; + y'x;
+ & * birth year;+6.,, * [country — specific linear time trend]cy
+ eicy (2)

where the reported height of individual i, born in year y and country

¢, is regressed on an indicator - “born in transition” - which takes a
value of 1 if the individual was born or turned one in the year when
transition occurred. x; is a vector of individual and household-level
characteristics, as well as country-specific factors, all of which are
likely to affect the outcomes of interest. These controls include gender,

19 While the survey does provide information on measured height for a few individuals in each country,
the analysis here focuses on self-reported data. Additional checks show no systematic differences
between self-reported heights and measured heights for those individuals for whom a measured
heightis available.

20 Optimism is captured using a binary variable that indicates whether or not the respondent agrees or
strongly agrees with the statement “Children who are born now will have a better life than my generation”.

2 Three binary indicators are created that take a value of 1 if price liberalisation reforms occurred at
specific moments in the life of the respondent, indicating (i) whether the respondent was born in the
transition year, (ii) whether the respondent was born or turned one in the transition year, and (iii) whether

the respondent was born, turned one or two years old in the transition year.
22 See Steckel (1995).
2 A binary variable here indicates whether the respondent was aged 18 to 25 during transition.
24 See Giuliano and Spilimbergo (2014) for a review of this literature.
25The EBRD’s transition indicators assess the progress made by individual countries in six different
areas of the transition process: price liberalisation; small-scale privatisation; large-scale
privatisation; governance and enterprise restructuring; the trade and foreign exchange system;
and competition policy. The scores for those indicators, which range from 1 (denoting little or no
progress) to 4.33 (denoting standards and performance typical of advanced industrialised economies),
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whether the respondent was born in an urban or rural location,
religion and parental background (namely, parents’ level of
education and employment sector). At the country level, regressions
control for GDP per capita and incidence of war.?® Country fixed
effects (a.) capture any time-invariant country characteristics,
while country-specific linear time trends control for the natural
increases in height that are typically seen over time in most middle-
income countries.?”

The same specification is used for the continuous measures
of reform discussed above. The “born in transition” indicator is
replaced with the change in the price liberalisation indicator or the
change in the average of all six transition indicators over the relevant
period of time.

The analysis of the impact on attitudes and satisfaction with life
uses a third specification:

outcome;c, = @, + f * 1[born in transition]; + y'x; + 6, +e;, (3)

where the outcome (satisfaction with life, trust, and attitudes to the
market economy, democracy, redistribution and so on) is regressed
on the “born in transition” indicator, as well as x; - a vector of
controls including gender, whether the respondent was born in an
urban or rural location, religion, parents’ level of education and
incidence of war. Country fixed effects (a.) and birth year fixed
effects (6,) are also included.

Birth year fixed effects control for highly non-linear relationships
between age and life satisfaction, while the regressions can still
identify the effects of being “born in transition” because countries
are considered to have undergone transition in different years.

A 25-year-old living in a country where transition took place in
1990 is classified as having been born after transition (if the survey
was conducted in 2016). However, a person of the same age living
in a country where transition took place in 1993 is considered to
have been born two years before the start of transition, so his/her
height and satisfaction with life are likely to have been affected by
that process.

As above, the same specification is used to repeat this analysis
using the continuous measures of reform. Lastly, the same
specification is also used to analyse the impact on the attitudes and
satisfaction levels of people who were aged 18 between 25 when the
transition process occurred.?®

THE “TRANSITION HAPPINESS
GAP” HAS BEEN CLOSED:

ON AVERAGE, RESIDENTS

OF POST-COMMUNIST
COUNTRIES ARE NO LONGER
LESS SATISFIED WITH LIFE
THAN PEERS IN OTHER
COUNTRIES WITH SIMILAR
INCOME LEVELS

were first set out in the Transition Report 1994. 27The country-specific linear trend is defined as follows.
26The war variable indicates whether or not the relevant country was involved in a conflict that caused at 34
least 25 casualties per year in the respondent’s year of birth (or in the year when the respondent turned z gcy * 1[p = c] * birth year;
one or two, depending on the definition). Similarly, average GDP per capita is calculated over the same
period. Data on conflicts are taken from the UCDP/PRIO Armed Conflict Dataset (version 4-2016) and
the Correlates of War Data 1816 - 2007 (version 4); GDP data are taken from Gapminder. In the analysis 28 In this case, the “born in transition” indicator is replaced with another indicator which takes a value of 1
of the impact on individuals in their formative years, the war variable is constructed with reference to the if the individual was aged between 18 and 25 during that period. The same specification is used for the
period between the year when the respondent turned 18 and the year when he/she turned 25. analysis using the continuous measures of reform.

p=1
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Box 2.2. Analysis of the impact of transition on well-being in Russian panel data

The results derived from the Life in Transition Survey can be validated
by another household survey - the Russian Longitudinal Monitoring
Survey (RLMS) conducted by the Higher School of Economics in
Moscow. Although the RLMS covers only one country, it has two unique
advantages. Its panel dataset consists of various survey rounds

from 1994 to 2014, including both adult and child respondents from
individual households, which means that the impact that transition

has had on children’s heights can be measured while controlling for
the height of parents.?® It also allows within-family analysis, making it
possible to see the effect of being born during transition by comparing a
child with a sibling who was born before or after transition took place.

As Table 2.2.1 shows, the results derived from the RLMS are
generally consistent with those obtained for post-communist countries
as a whole. As the first two columns show, people born in the transition
year are, on average, around 1.4 cm shorter than would be expected on
the basis of historical trends, while those born in the transition year or
the previous year are an average of around 1.5 cm shorter. Given that
the RLMS started in 1994, it is possible to estimate the impact that the
transition process had on the heights of individuals born during this
period while they were still children. Columns 3 and 4 of Table 2.2.1
show the coefficients estimated for height-for-age z-scores for the
children’s sample, which imply a significant reduction - around 1.5 cm -
in implied adult height after controlling for the mother’s height and level
of education.

The validity of these results could be open to question if the parents
of children born during the transition process were fundamentally
different from those of children born before or after transition. In that
case, there could therefore be a risk of mistakenly ascribing findings
that might reflect such systematic differences (such as differences in
the age or level of education of childbearing parents) to the effects of
having been born during transition. RLMS data do show that mothers

and fathers whose children were born in the transition year or the
previous year were, on average, one year younger than those whose
children were born before or after that period. The estimates in Table
2.2.1 partially address these concerns regarding endogenous childbirth
choices, as the analysis controls for parents’ level of education and
height. Two additional exercises confirm the robustness of the findings.
First, columns 5 and 6 present the results of a comparison looking at
differences in height between siblings in the same family when one

of them was born during transition. The implied impact of being born
during transition in terms of differences in adult height between siblings
is in the order of 3-4 cm - even larger than in the cross-section. Second,
a propensity score matching methodology allows the selection of a
sample of individuals who are similar to those born during transition

in terms of observable parental characteristics (level of education,
employment sector, religion and so on), whether the respondent was
born in an urban location, gender and the age at which the mother gave
birth. A comparison with this sample suggests that the average effect of
being born during transition is larger than that shown in columns 3 and 4
and closer to those derived from the within-family models.

Are Russians who were born during transition more or less satisfied
with their lives than their peers? RLMS data on life satisfaction show
that average satisfaction levels among Russians increased sharply
between 1994 and 2014. A model that controls for the age of the
respondent and the year in which the survey was conducted shows no
significant difference between people born during transition and other
respondents in terms of life satisfaction. When the sample is restricted
to individuals who were observed as children under the RLMS, for whom
it is possible to control for parental characteristics (level of education,
height and so on), coefficients are positive and marginally significant.
This is consistent with findings derived from LiTS Il for post-communist
countries as a whole.

TABLE 2.2.1. Impact of transition on reported height in Russia, 1994-2014

Adults (cm)

Children
(height-for-age z-scores)

Born in Born or one Born in Born or one

Children - within-family
(height-for-age z-scores)*°

Born in Born or one

transition year | yearold in transition year | yearold in transition year | yearold in
transition year transition year transition year
-1.392%** -1.514*** -0.216** -0.221%** -0.545** -0.449**
Born in transition
(0.382) (0.286) (0.100) (0.080) (0.257) (0.191)
Implied change in adult B R 4 P
height - girls (cm) 1.47 1.50 3.71 3.05
Implied change in adult
height - boys (cm) -1.56 -1.59 -3.92 -3.23
No. of observations 39,736 39,736 10,552 10,552 3,106 3,106
R? 0.514 0.514 0.154 0.155 0.571 0.571

Source: RLMS, EBRD transition indicators, and authors’ calculations.

Note: Standard errors are shown in parentheses. *, ** and *** denote values that are statistically significant at the 10, 5 and 1 per cent levels
respectively. All specifications control for the respondent’s gender and whether he/she is resident in an urban location, as well as regional
linear trends and region fixed effects. Specifications 3 and 4 also control for the mother’s level of education and height, while specifications 5
and 6 control for family fixed effects. In specifications 1 to 4, standard errors are clustered by region. Within-family estimates (specifications
5 and 6) only include data derived from surveys between 1994 and 2008 in the interests of consistency regarding family identifiers. Chil-
dren’s heights are converted into height-for-age z-scores after subtracting the average and dividing by the standard deviation of the heights of

US children of the same age in the WHO Global Database based on US population data.

29 Considering that around 80 per cent of height is genetically determined, controlling for parents’ height
provides a more precise estimate of the impact of other factors affecting height (Steckel, 1995).
30Z-scores - a measure of the number of standard deviations below or above the reference mean - make
it possible to compare estimates across individuals of different ages who have not yet reached full
adult height.
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