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The Government of Russia started the transformation of in-kind privileges into cash benefits (usually called monetization in Russia) through legislation in 2004 and implementation from January, 2005. The aim of monetization was to increase the efficiency and transparency of social public expenditures, extend consumer choice and simplify administration (Alexandrova and Struyk, 2005). According to the Law 122-FZ, the system of privileges for several large categories (veterans of labor, victims of political repressions and home front workers during World War II) are to be determined and financed entirely by regional governments. 

In the S. region transportation privileges for these beneficiary categories were transformed into the cash benefits. The cash benefits were provided on the basis of categorical principles: the monthly size of the benefit is 150 rubles for all income categories of labor veterans and home front workers and 200 rubles for victims of political repressions. Other, in-kind privileges such as those for medical treatment, prosthetic dentistry, and housing and communal privileges remain unchanged.

How typical is S.’s experience among Russia’s regions? This question can be addressed by referring to a recent study of monetization in the Russian Federation that introduced an index of monetization (Alexandrova et al. 2005). The index explains the extent of monetization in a region taking into account the number of  the privileges cashed out by the region and the frequency of all regions’ decision to monetize the corresponding privileges.
 According to the index all regions can be divided into four clusters. The maximum value of the index of monetization equals 100 points and means that the region transferred all privileges into cash, whereas the minimum value of the index equals 0, meaning that the region did not cash out any privilege. In 2005, high monetization (the index value greater than 95 points) was carried out only in 3.7 percent of regions. Relatively high monetization (index value greater than 30 but less than 95) was scored by 38 percent of regions. The group of regions with relatively low monetization (the index of monetization is greater than 10 but less than 30 points), including S. oblast, constitutes 34 percent of all regions. And 24 percent of regions were in the low monetization category (the index of monetization is less than 10 points).
 S. was chosen because the regional government was interested in this type of analysis.

The main aim of this paper is to measure the social and economic effects of monetization of transportation privileges in the S. region and analyze the attitude of privileged categories of citizens to the further transformation of their privileges into the cash benefits in the future. In particular, it is important to investigate if beneficiaries decreased their use of subsidized transportation services and/or they reduced their consumption of certain goods and services after benefits began being paid in cash. 
Samples and Information Collected

As noted above, information was obtained for beneficiaries in the S. Oblast through a beneficiary survey.  Separate random samples were drawn for one urban area and one rural area using lists of beneficiaries maintained by the Oblast administration. The final sample sizes were, respectively, 807 and 440 households. The interviews were conducted in June, 2005, i.e., after 6 month of the introduction of monetization.
In-person interviews were conducted with the beneficiary, and information was collected on the beneficiary and the household in which the beneficiary lived.  
Questions addressed and analysis Plan

Do the characteristics of households with beneficiaries in different categories differ significantly from each other?

This question is primarily of importance for organizing the analysis of the other questions. Our view is that urban and rural beneficiaries should in any case be analyzed separately because of the extremely different circumstances in which they live. One can readily imagine, for example, that they face very different arrays of transportation needs and public transportation services and that there housing is fundamentally different. There are also significant differences in household incomes and the employment and earnings of beneficiaries.  

We also tested for differences among households containing persons with the four different benefit types under consideration. Significant differences are evident but not with the density as between urban and rural households. Unfortunately, sub-sample sizes do not permit separate cross-tabulations. Where we employ multivariate analyses to explore patterns, we do include dummy variables for the groups to control for these differences.

Have beneficiaries decreased their use of subsidized services formerly provided in-kind?  Specifically, what has happened with transportation services?

Transportation benefits were selected because they were a common in-kind benefit, they were commonly used by older citizens, and they were monetized by the oblast government.  Generally, we expect two types of shifts to occur: (a) a shift from formerly free in-kind services to other services, including fixed route taxis and taxis, as some beneficiaries switch to more convenient services that are no longer most or not much more costly, and (b) and overall decline in travel to provide funds for more valued things. We are particularly interested in the share of households that report an overall stoppage in use of all types of transportation.


We create some overall measures of being worse or better off with respect to transportation services after monetization. Those who are making more or some types of trip and no fewer of all other types of trips are registered as better off (BETTER3). Worse off respondents are those in the opposite situation (WORSE3). Ambiguous cases are those that have increased some types of trips but decreased others.

Have beneficiaries systematically reduced their consumption of certain goods and services after benefits began being paid in cash?   Is the reduction in consumption general?  Have some beneficiaries systematically increased consumption?

In the interview respondents were asked about consumption of three classes of goods and services—foodstuffs, goods, and paid services. Within each of these categories, they were asked about three more specific types of items. For example, under foodstuffs the categories were: (a) basics (bread, macaroni, milk…); (b) meat, fish, fruits, vegetables; and (c) “delicacies” (beverages, coffee, sweets…). Respondents were asked about changes in the consumption of each of the nine expenditure groups, with responses ranging from “started to purchase after a long period of time” to “stopped purchasing because they are too expensive.” Overall ratings were created, as follows: Households were rated as unambiguously worse off if consumption decreased for some groups but did not increase for any (WORSE1). They were rated as unambiguously better off if they reported greater consumption in at least one group and no decline in any group (BETTER1).  Other cases are ambiguous. A second pair of similar variables were created by including only five priority consumption items: foodstuffs, meat, cleaning agents, etc., clothes and medicines. There are variables WORSE2 and BETTER2.  

What are the characteristics of winners and losers after monetization as measured by changes in consumption and changes in travel and by respondents self rating of the change in their situation?

We respond to this question by estimating logit models to explain the likelihood that a given respondent is better or worse off after monetization. The dependent variables are the summary variable for an increase or decrease in trips and the summary consumption variables just described. Independent variables include variables on the respondent’s age and health status, his housing situation, the economic status of the household, and his benefit category.

What is the attitude of beneficiaries for further monetization in the future?  Specifically, what about the monetization of dental care, certain medicines available on a discounted basis, free train trips?

The survey asked about the respondent’s attitude to the future monetization of the three types of benefits now provided in-kind listed in the above question. Three responses were offered (in addition to “don’t know”)—in favor, opposed, and “it depends on the amount of the cash offered.” In cases where the beneficiary category is not eligible for the benefit, these respondents are excluded from the analysis.  For each benefit, we explore if the attitude varies with actual or expected use of the services provided in-kind. 
Results
Have beneficiaries decreased their use of subsidized services formerly provided in-kind?  Specifically, what has happened with transportation services?

An interesting question is which types of trips were curtailed.  Respondents were asked if they had reduced or stopped making trips to five types of destinations: visiting friends or relatives, health facilities, the market or stores, accompanying a child to school, and the bank. Only for trips to visit friends did 3-4 percent of beneficiaries stop making the visits all together.  For other destinations, the number of trips was reduced but the trips were not discontinued all together.  The biggest reductions, aside from visits to friends, are shopping and visiting health care facilities, where the percent reductions are in the 8-12 percent range for both urban and rural beneficiaries.  

Have beneficiaries systematically reduced their consumption of certain goods and services after benefits began being paid in cash?   Is the reduction in consumption general?  Have some beneficiaries systematically increased consumption?

Perhaps this is the most fundamental question about reforms. Are beneficiaries worse off? Was the RR 150 or 200 per month sufficient to compensate for the cost to beneficiaries of now having to pay for transportation services?  
Three distinct patterns are evident.

· A much higher share of beneficiaries in urban areas are rated as being less well off than are rated as being better off.  The ratio of the percentage worse off to the percentage better off is typically 6 to 1 or higher.

· In rural areas, the impacts have been much more mixed.  The share rate worse off and better off are close to each other and the share worse off is much lower than in urban areas.  The differences between urban and rural outcomes are highly statistically significant.

· A broad pattern is that rural beneficiaries have faired much better from the transition than their urban counterparts.

· By these measures there is little difference between low income and high income households according to these indictors.

The urban-rural results are anticipated. It is widely believed that many rural beneficiaries were not able to access benefits. They were spending their own funds for goods and services that their urban counterparts were getting for free. Hence, the cash payment is a net increase in income for the rural beneficiaries and overall consumption rose for about one-fifth of them. Urban beneficiaries in contrast are now paying for those goods and services they used to get for free and according to these figures 40 percent are feeling a pinch. This overall pattern holds for the two consumption indicators and for the two transportation measures.  


It is interesting to contrast these findings with the share of beneficiaries who reported that they did not use public transportation before the reform. For them, monetization should have been a windfall. Interestingly, the 16 percent of urban beneficiaries in this group and the 62 percent of rural beneficiaries are much larger shares of their respective populations than those our “better off” measures indicate enjoyed an improved living standard or consumption. 

We stress that we cannot with confidence assign a causal relationship between the changes in living standards observed and benefits monetization. We have no control group in S. against which to compare our findings. The results could, in principle, be due to some other factor.

What are the characteristics of winners and losers after monetization as measured by changes in consumption and changes in travel and by respondents self rating of the change in their situation?

We employed multivariate analysis to identify the characteristics of households who were rated as better off and worse off, using the same four indicators as employed in the previous section as the dependent variables. Beneficiary characteristics of interest are in four groups: household income and receipt of cash or in-kind benefits in the past year; the household’s possession of various durable goods and their housing conditions (such as presence of central heat, an inside toilet in rural areas) that can indicate the longer term economic situation; personal characteristics of the beneficiary including presence of a chronic disease or impairment, the category under which he  receives benefits, and whether the household has experienced a major increase in housing and communal service payments (over 30 percent) in the past year; and, in the models for BETTERn and WORSEn a variable indicating that the beneficiary has an overall negative view of the impact of the reforms on her standard of living. Separate models were estimated for beneficiaries living in rural and urban areas. 

In sum, lower income beneficiary faired less well than their richer counterparts. Since cash payments under monetization are the same to all beneficiaries in a given category, low income beneficiary households would have a larger percentage income increase and therefore be expected to be no worse off than their better-to-do counterparts. The countervailing influence, however, is that poor beneficiaries may have made greater use of in-kind benefits previously available, with the new cash payment less than sufficient to purchase replacement goods and services. Apparently the second factor dominates.

In terms of personal characteristics, beneficiaries with chronic health problems that limit activities  are more likely to be worse off, particularly in rural areas. The effect of being in such a status increases the likelihood of having a worsened condition by around 10 percent.  Among beneficiary categories, rehabilitated victims of repression have done less well in the reform as compared with labor veterans (the omitted category in the models). For beneficiaries living in urban area, experiencing a major increase in housing payments has led to a worsening of consumption (BETTER1, WORSE1, WORSE2) and overall attitude (STDNEG).  

A beneficiary rating the change in his living standard as negative overall (STDNEG) has a profound influence on his reporting reductions in consumption and visitations—an increase of 20-45 percent.  The finding applies to both urban and rural areas. This kind of pattern of a broad attitude influencing respondents’ answers to specific questions is well-known in the survey literature and so was anticipated. Interestingly, this effect is quite independent of the other independent variables, as verified by the coefficients of the other variables being extremely robust in models including and excluding STDNEG.

In addition, large increases in the charges for housing and communal services (in S. oblast overall, tenants’ payments rose by 49 percent between December 2003 and June 2005)  may have conditioned urban beneficiaries to view all reforms negatively. 

What is the attitude of beneficiaries for further monetization in the future?  Specifically, what about the monetization of dental care, certain medicines available on a discounted basis, free train trips?

Respondents overwhelming want to see these in-kind benefits cashed out. In every case except for housing and communal services benefits, a clear majority stated they would prefer cash regardless of the amount of the cash payment. For all benefits but housing, the group preferring cash combined with those who said their view depends on the amount of the cash benefit accounts for over 80 percent of respondents. These results hold regardless of income group. This finding indicates the uselessness of the nominal privileges to many putative beneficiaries who either cannot access the services or goods, or because the quality or range of what is provided is not of value.

To elaborate on this basic finding, the results also show that among those who are entitled to dental benefits, even a substantial majority (71 percent) of those who said they believed they would need dental services in the next year or so preferred cash to in-kind benefits.  They said this even though half of those who thought they would dental work (53 percent) also stated that they did not think they could afford to pay for it themselves under current circumstances. 

Perhaps more surprising is the robustness of this pattern for medicines received on a discounted basis through privileges. Among those who reported purchasing such medicines several times a week, 89 percent favored monetization—identical with the share that said they had never needed such medicines. Additionally, 92 percent of those who spend over RR500 per month on such medicines want this privilege monetized.

As noted, in-kind benefits for housing and communal services are the exception to the rule. Only a handful of beneficiaries prefer to get cash. Three points are noteworthy about this benefit. First, it is large, being a discount of 50 percent on communal services.
 Especially in light of the sharp increases in these costs in the recent past, beneficiaries may believe that a cash payment would be substantially smaller than the in-kind benefit. Second, everyone gets value from the benefit, unlike the others where usage is far from universal. Third, because the service providers are a local monopolies, there is no gain in quality possible by switching to a private provider.  

The overall conclusion is as clear as it is striking. Beneficiaries want cash for benefits other than housing and communal services. One wonders why regional authorities have not received such a clear and consistent message.

Conclusions


The impacts of the shift in the benefit structure and administration of assistance for several principal categories of beneficiaries launched in the Russian Federation in January 2005 are difficult to analyze because the changes in the form and level of benefits were accompanied by administrative changes that were often poorly implemented. This analysis has examined in detail the effects of these changes on persons in four beneficiary categories in one rural rayon and one city in S. Oblast.  


The analysis yields rich results. We examined the issue of monetizing benefits from two perspectives—analyzing the reactions to the monetization of transportation benefits and asking beneficiaries about their attitude towards monetization of additional benefits. Monetization of transport benefits is really a question for urban beneficiaries since rural beneficiaries made comparatively little use of public transportation services that were provide free under the old system. For rural beneficiaries, the cash payments are essentially a windfall gain. We found that monetization had only modest effects on the volume of trips made by urban beneficiaries: 10-15 percent of beneficiaries reported a reduction in the number of trips to several types of destinations.


Beneficiaries’ responses to questions about further monetization of specific benefits overwhelming favor monetization, with the exception of those for housing and communal services—benefits that have particular characteristics. This general preference is particularly telling given the poor implementation of this first wave of reforms. If these findings apply to other regions, then the key policy message is that the regional governments should continue to monetize benefits at a brisk pace.
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� � EMBED Equation.3  ���, � EMBED Equation.3  ���is a dummy variable “the region k made decision to transfer the privilege j ”, Nj ,Nm are the number of regions made decision to cash out the privilege j, N is the number of regions in the sample.


� Data includes information about 79 regions by March 2005 


� For more on these benefits, see Freinkman (1998), World Bank (2004).
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