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Chapterr 6 

Povertyy in the Russian Federationu' 

6.11 Introductio n 

Whatt is the true extent of poverty in the Russian Federation? This burning question is being 

investigatedd by a growing number of researchers (see, e.g., Frijters, 1999; Lokshin and 

Popkin,, 1999; Popkin et ah, 1996; Ravallion and Lokshin, 1999; Zohoori et al., 1998). The 

officiall  estimates are 20.8% for 1997 and 23.8% for 199817. These figures contrast with the 

impressionss of journalists and other travelers in the Russian Federation, who see a much 

conspicuouss poverty on the street. It seems that there is a lot of confusion about this subject. 

Wee do not pretend to give a conclusive answer in this paper, our intention is to shed some 

lightt on the question using a large and informative household panel data set known as the 

Russiann Socio-Economic Transition Panel (RUSSET), which was started in 1993. Most of our 

colleaguess will know of the existence of the RLMS-panel18, run by the University of North 

Carolina.. The RUSSET panel data, organized by the University of Amsterdam19, is less well-

known,, yet it is comparable in quality to the RLMS. 

AA question on the extent of poverty presupposes an operational definition of poverty, but 

despitee this, and for understandable reasons, there is no generally accepted definition of 

"'' This chapter is based on Ferrer-i-Carbonell and van Praag (2001). 
177 These poverty figures are taken from the web page of The Russian Statistical Agency (GK.S) 

http://www.gks.ru:: see Handbook "Russia in Figures" (1999), Main Socio-Economic Indicators of the Living 

Standardd of the Population. 
li !! The Russian Longitudinal Monitoring Survey (RLMS) is supervised by the Carolina Population Center at the 

Universityy of North Carolina at Chapel Hill . The first phase started in 1992 with around 6300 households. The 

secondd phase started in 1994 with almost 4000 households. The data has been collected a total of 8 times (4 for 

eachh phase). 

Seee http://www.cpc.unc.edu/projects/rlms/rlms_home.html. 
[!>[!>  The scientific responsibility for the survey lies with William Saris, University of Amsterdam. Fieldwork is 

carriedd out by the CESSI (Institute for Comparative Social Research, Moscow), coordinated by Dr. Anna 

Andreenkova.. The survey is financed by the Dutch National Science Foundation (NWO). 
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poverty.. In Section 6.2, we discuss a number of poverty concepts, which are applied to the 

RUSSETT data set. Poverty concepts are divided into objective and subjective measures. The 

differencee between the two approaches is that, in objective measures, the poverty line in terms 

off  income is defined by experts, while the poverty line in the subjective approach is derived 

fromm the individual opinions of a population. It is doubtful whether monetary income is a 

goodd determinant of well-being in a society where there are a lot of transactions in kind. More 

fundamentally,, the question may be posed: Is money the primary determinant of life 

satisfaction?? The obvious answer is no. It follows that we may distinguish between 'welfare' 

andd 'well-being', the latter being a wider concept, which includes variables that cannot be 

boughtt by money. Welfare Poverty is then a lack of, economic, welfare, while Weil-Being 

PovertyPoverty is tantamount to a lack of well-being or life satisfaction. 

Thee main result of our study seems to be that, depending on the definition used, poverty 

ratioss vary. Poverty incidence depends on the measurement approach, and on the unit of 

analysis,, and the choice of equivalence scale (Atkinson, 1991). For example, a number of 

studiess undertaken in Western countries show that subjective estimators tend to be lower than 

objectivee poverty ratios (see, e.g., Van Praag, and Flik, 1992; Van Praag, Flik, and Stam, 

1997).. Our study shows that this is not the case for the Russian Federation. Additionally, we 

findd that both subjective and objective poverty ratios are much higher in the Russian 

Federationn than in Western countries. 

Wee discuss the different concepts of poverty in Section 6.2 and their measurement in 

Sectionn 6.3. We describe the data set that we use in Section 6.4. We present our estimates in 

Sectionn 6.5 and in Section 6.6, we discuss the results and draw some conclusions. 

6.22 Definition of poverty 

Thee first assumption on which any poverty analysis is based is interpersonal comparability of 

welfaree or well-being (for a similar discussion, see Chapter 2 of this thesis). If the welfare of 

householdss A and B, say UA and UB, cannot be compared, we are unable to say whether A is 

equall  to, or better- or worse-off than B. Welfare can be evaluated by individuals on a scale 

thatt may be numerical, such as a 1 to 5-point scale, or verbal, say a scale ranging from 'very 

dissatisfied'' to 'very satisfied'. Interpersonal comparability means that individuals or 

householdss A and B are able to rank their situation on the same scale and that UA - 1 and 
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UUBB = 3 implies that B is better-off than A. Similarly U A - UB implies that A and B enjoy the 

samee level of welfare. The welfare concept we use is ordinal, i.e. if U B = 2UA, it does not 

implyy that B is 'twice' as well-off as A, we do not know that. If we assume that evaluation is 

possiblee on a continuous scale, even if any real survey evaluation only gives the possibility 

forr discrete answers on a 5- or 11-point scale, then it is possible to define a poverty threshold, 

UUmmmm,, such that, if UA <Umm, household A is poor, and, if UA >Umin, household A is not 

poor.. The choice of that level Umm is purely arbitrary; it is a political decision. The lower the 

valuee of Umin that is chosen, the less people will be poor and those who are classified as poor 

wil ll  suffer more severe poverty. 

Iff  we want to recognize poverty, we need indicators of welfare. The most traditional 

welfaree indicator is household income y. If welfare depends only on income , we have: 

UU = U{y), (1) 

wheree U is the ordinal welfare function. The function is always assumed to be monotonically 

increasingg in income. If Umin is accepted to be the poverty threshold, this yields the poverty 

linee ymin as the solution of: 

U(yU(y ) = U . (2) 
ww mm / min v ' 

Wee can see that, if the ordinal utility function is replaced by a monotonie transformation (p{.), 

thee threshold will become Ümin = (p{Umm), and 

<p(V(y<p(V(y „*))  = & ̂  (3) 

wil ll  yield the same poverty line as above. The simplest transformation is evidently U(y) = y. 

Inn this case, income is the welfare index. If we assume that income is the only welfare 

determinant,, there is no reason to introduce the utility concept. 
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Itt may be, however, that welfare depends on more variables than just income. The most 

traditionall  variable is family (or household) size fs. Then we have: 

UU = U(y,fs), (4) 

and,, consequently ymill, follows from: 

withh a solution for minimum incomeymm(fs), which varies with family size. 

Again,, we may replace U by U -<p(U(y,fs) = U{y,fs), where(p{.) is a monotonie 

function.. Then ymi„(fs)  is the solution of (J{y,fs) = <p(Umin) = Umm . Hence, a poverty line 

doess not depend on which transformation is used. 

Next,, we need a description of the indifference curves 

U(yU(yttfs)fs) = C, (6) 

wheree C stands for a constant. Using the indifference curve we can obtain family equivalence 

ratios,, which are derived from the equation: 

U(yU(y + Ay,fs + Afs) = U{yJs). (7) 

Thee solution of this equation with respect to Av gives an answer to the question of how much 

additionall  income, Ay is needed to compensate an increase of fs by Afs, e.g. from ƒ? = 2 iofs 

== 3. . 

Thiss is presented graphically in Figure 6.1. In Figure 6.1 we depict three indifference 

curves.. The poverty line in the middle is the boundary line between well-off and poor. 
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Poor r 

Povertyy Line 

-—-- Well-off 

Y Y 

Figuree 6.1 Indifference curves for  the relationship income-family size 

Thee upper and lower curves are arbitrary indifference curves in the 'poor' and 'well-off 

region,, respectively. A poverty line is realistic if ymm (fs) corresponds to a boundary situation 

betweenn poor and well-off as felt by the individual/household for their position. Likewise, the 

shapee of the indifference curve is realistic if people with different household situations on the 

curvee feel they are in the same boundary position, i.e. the welfare of all the different 

householdss equal Umm . One of the questions we shall consider in this paper is whether the 

variouss poverty lines are realistic in the sense given above. If Umm is not chosen realistically: 

forr instance, it is too low, then a number of people will feel poor, although they are 

'officially '' not considered to be poor. 

6.33 Measurement of poverty 

Lett us now list the poverty measures we will apply and explain how they fit into the 

frameworkk given above. Two kinds of approaches are presented: namely, objective and 

subjectivee poverty. 

6.3.11 Objective approaches 

Wee distinguish two objective approaches: an absolute and a relative version. 
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Minimu mm income approach (absolute approach) 

Thiss is a well-known traditional approach. A minimum income level, ymm, is fixed by 

experts.. As a rule this level depends on the family size. This relationship with family size is 

alsoo fixed. For instance, according to the 'Oxford scale', the first adult counts for 1, other 

adultss for 0.7 and children younger than 15 carry a weight of 0.5. For a reference household, 

sayy of two adults and two children, the total weight is then 1+0.7+0.5+0.5= 2.7. The Oxford 

scalee is constructed on the basis of some intuitive ideas about economies of scale. 

Inn most cases, the level, >>tlljn, is determined as the income which would allow a reference 

householdd to live at a minimum subsistence level. The minimum income for a household with 

aa weight of 2 is then found to be 2/2.7 times the minimum income of the reference household. 

Thee official poverty line for Russia is constructed on the basis of Popkin et al. (1996). 

Theirr method consists of two steps. In step 1, a reasonable subsistence level food basket is 

determinedd for a two-adult household in the lower income class. Then, the average food share 

forr lower income classes in 1994 was estimated to be 75% of total expenditure. Hence, a 

minimumm income level was set at 1/0.75=1.33 times the food cost for the minimum basket. 

Thiss level was defined as the poverty line for a two-adult household. 

Inn step 2, a family equivalence scale system is developed, which is based on the Rothbarth 

methodd (Rothbarth, 1943; Deaton and Muellbauer, 1986). The basis of this method is the idea 

thatt consumption per adult of certain 'adult' consumption goods should be constant over 

householdss of varying size if the households enjoy equivalent income. 

Itt is obvious that the choice of what makes a subsistence level food basket is rather 

arbitrary.. Given the fact that the food share decreases with rising income (Engel's law) and 

that,, in Western countries, a food share of 1/3 or 1/2 is usually linked with lower incomes (see 

Orshansky,, 1965), it follows that the poverty line in Russia is extremely low and that the 

blow-upp factor is extremely small. The Rothbarth method is also debatable. 

Thee objective relative approach 

Thee objective relative approach is a somewhat more sophisticated approach. In this case, the 

povertyy line is fixed at a specific position in the income distribution of the relevant 

population.. It may be the 20% quintile or 50% of the median or mean income in the 

populationn (see, e.g., Fuchs, 1967). In order to correct for differences in family size, the 
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incomess are first 'standardized' according to some equivalence scale, e.g., the Oxford scale or 

thee scale suggested by Popkins et al. (1996) following the Rothbarth method. In this case, the 

relevantt underlying utility functions are U = F(y), where F(.) stands for the standardized 

incomee distribution function, and ymed stands for the standardized median income. 

Inn the 20% quantile case, the poverty line is derived from: 

F(}'F(}' mmJJ = 0.2. (8) 

Itt is obvious that the poverty ratio is constant at 20%. Only the composition of the poor 

populationn may change. 

Inn the 50% median approach, the poverty line ymm is defined by: 

->'"'"// = o.5. (9) 
// v 

// J mcd 

Inn this latter approach, the composition and the size of the poor population may change. The 

problemm with this objective relative approach is its behavior if all incomes grow at the same 

rate.. For example, if all incomes are multiplied by 2, intuition would say that poverty is 

reduced.. According to these measures, however, it would stay constant. A similar problem 

existss if all prices are inflated by a factor 2. The real income distribution would change, but 

nott the nominal one. 

6.3.22 Subjective approaches 

Thee subjective approaches may be characterized as follows: (1) derive from surveys among 

individualss which income level, ymm, corresponds to poverty; and (2) derive how ymin(fs) 

variess with fs or, if j^ l11 in is assumed to depend on age and other factors x, how ymm depends 

onn these other factors x. Here, we will assume that ymm depends only on family size (fs), 

whichh includes all members currently living in the household. Future work will extend the 

analysiss to other more complex specifications that will take into consideration family 

composition,, e.g. the number of children and the number of adults. The main objective of the 
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currentt paper is, however, methodological, and thus we simplify the analysis by including 

onlyy fs. 

Theree are several variants of the approach, depending on variously worded question 

modules.. This subjective approach is the core method of this paper. 

Thee Financial Satisfaction Poverty Line (FSPL) 

Thee FSPL is based on the following question: 

Howw satisfied are you with the financial situation of your family.' 

00 1_ 2 3 4 5 6 7 8 9 10 

'_11 " 4 " 5 "h a l " X " ' ) " 1 0 = + K 

Very y 

satisfied d 

Figuree 6.2 Financial Satisfaction question, RUSSET 

Lett us denote the answer between 0 and 10 as SFS (Subjective Financial Satisfaction). Then 

SFSS wil l be a function of current income, yc, family size, fs, and probably other variables, 

suchh as age. Simplifying, we have: 

SFSSFS = U(yt,fs). (10) 

Lett us assume that poverty is defined by the situation of those who evaluate their situation as 

3.. Then ymm(fs)IS m e solution of: 

U(yU(ymmJfslfs)Jfslfs) = 3, (11) 

Iff  SFS is monotonically transformed by a function <p(.), such that the equation (10) becomes 

Nott at al! 

satisfied d 

/o/o + /, l n vf + Ï2ln fs = <P(SFS), (12) ) 
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thenn the solution wil l be 

lnJm,„„  =—[<pO)-r0-r2
]nfs]- O3) 

Thee solution for <p which suggests itself is based on the Ordered Probit estimation method. 

Wee assume: 

P[nP[n <SFS<n + l\=P[a„  < y0 + / , \nyc + y2 In fs + e < all  + ]], (14) 

wheree n = 0,...,\0 with a0 = -<»,«, 0 = +00. The coefficients ya,y]ty2 and a^...,a9 are 

estimatedd by Ordered Probit, based on the usual assumptions. The error term is N(0,1) 

distributed. . 

Notee that we are forced to specify a concrete level as the poverty line, i.e. 3. We specify 

levell  3, in the transformation version, aA, as the poverty line level, and hence, 

l nn y,m„  = — [«4 - To ~ Yiln M  (] 5) 
Y\ Y\ 

Inn other words, applying the coefficients that have been estimated in Equation (14) to 

Equationn (15), we can calculate the Financial Satisfaction Poverty Line at level 3. These 

resultss are presented in Section 6.4. 

Thee Leyden Poverty Lin e (LPL ) 

Thee LPL (see Goedhart et al., 1977) was derived by a research group working at the 

Universityy of Leyden in the 1970's and 1980's (see, e.g., Van Praag and Frijters, 1999). The 

basicc question module is the Income Evaluation Question (IEQ), which runs as follows. 
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Assumingg prices to be constant, what monthly income (net of taxes) would you consider for your household as: 

Thousandss of Rubles per month 

veryy bad 

bad d 

nott bad not good 

good d 

veryy good 

Figuree 6.3 Income Evaluation question, RUSSET 

Thee answers are denoted by c, ,...,cs, respectively. This question is slightly more sophisticated 

thann the SFS question. Firstly, no evaluation of own income is required and, secondly, we ask 

forr five different levels, corresponding to the different levels of satisfaction. 

Thee advantages of the IEQ compared with the SFS question are twofold: (1) respondents 

aree less inclined to exaggerate their own dissatisfaction with their own circumstances. In 

directt questions, such as the SFS, respondents are likely to reduce the satisfaction shown with 

theirr own situation as a strategic reaction; and (2) the IEQ asks for five levels, not one, evenly 

spreadd over the satisfaction scale. This helps to calibrate the answers. Moreover, having five 

pointss gives more information about the relation between income and income satisfaction than 

havingg just one answer, related to the individual's own current income. The obvious 

disadvantagee of the IEQ is that it asks for five levels instead of one, which requires more 

effortt and thinking from the respondent. 

Itt has been shown elsewhere (van Praag, 1991) that the verbal levels may be translated into 

equally-spacedd points on the (0,10)-axis, yielding 1, 3, 5, 7, 9, respectively. It follows that we 

cann estimate for each respondent his or her own individual welfare function U(y). Taking for 

£/(.)thee long-standing lognormal distribution function A(y;/j,cr), we find the individual's 

evaluationn of an income level y to be: 

U(y)U(y) = A(y;/i,a). (16) ) 
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jj  ,'=5 

Thee parameters fj. and o are estimated for each individual by /} (. = - ^ In c,v and 

oyy =—V (in c/; ) , respectively. It has been empirically established that ju is an 

individually-varyingg parameter, which depends notably on an individual's own current 

incomee yr and fs. More specifically, for many countries the relationship 

/// = /?„  +f l l n ^ f +A In ƒ*, (17) 

hass been found (see, e.g., Van Praag, 1971; Van Praag and Kapteyn, 1973; Hagenaars, 1986). 

Thee parameter a has not been 'explained' very well, and it is mostly taken to be constant 

amongg individuals. 

Forr the lognormal distribution we have: 

\(y;\(y;MM,a),a) = N(lny M ;0,\). (18) 

Inn fact, the lognormal distribution is just one ordinal utility version. Again, we may apply any 

monotoniee transformation, and an attractive one is that which yields us: 

£ƒ*(>>)) = In v - ,u, U9) 

takingg a to be constant. Then the monotonie transformation used is the inverse of the normal 

distributionn function U' = o\Ar'([/;0,l), since: 

V\y)V\y) = cr.N N\N\ - ^ ^ ; 0 , 1 (20) ) 

Ass fj. depends on current income >>f, the evaluation of current income is: 
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U*(yU*(y rr)) = \iiyr- fi0- px\nyc- fiMfs^l- px)\nyf- 0Q- P2\nfs (21) ) 

Thee corresponding U -value is: 

UU (yc) = N 
\\-p,)\ny\\-p,)\nyff-p-paa-P-P22\Yifs \Yifs 

a a 
(22) ) 

Noww we set ymn at a level which corresponds to the label 'bad' in the IEQ, i.e. we specify the 

povertyy line by: 

U(yU(ymmmm)) = 0.4, (23) ) 

or,, equivalently, 

U\yU\ymmJJ = a AT'(0.4). (24) ) 

or r 

(\-p(\-p}})\ny)\nymmmm-p-p00-p-p22\nfs\nfs = u0A. (25) ) 

yielding g 

' n> 'n .h , = = (26) ) 

Thee poverty level is determined by the choice of 0.4 or M04, the normal quantile 

correspondingg to an accumulative chance of 0.4. Summarizing, if we apply the coefficients 

estimatedd in Equation (17) to Equation (26), we find the Leyden Poverty Line for level 4. 

Thesee results are presented in Section 6.4. Note that, if the SFS and the LPL measures stand 
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forr the same concept, we should find that - — is approximately equal to — l —. The income 

y^y^ l - P\ 

coefficientt sign is expected to be positive for both SFS and IEQ, whereas the family 

coefficientt sign is expected to have the opposite sign. As family size rises, while income stays 

constant,, SFS wil l deteriorate, i.e. have a negative coefficient. Similarly, increases in family 

sizee augment the income that households consider to be "very bad",..., "very good" (positive 

coefficient).. Frijters (1999) using the first waves of the RUSSET panel and the Erasmus 

Householdd Survey presents poverty estimates using this method for Russia in 1991, 1993, 

1994,, and 1995. Thus, his estimates were performed for an earlier period. 

Subjectivee Weil-Being Poverty Lin e (SWB) 

Thee previous two measures are based on question modules which focus on 'financial1 or 

'economic'' aspects. A question which attempts to include all aspects of lif e is a question 

originallyy derived by Cantril (1965). The 'satisfaction with lif e as a whole' question in the 

RUSSETT panel runs as follows: 

Howw satisfied 

00 1 

Nott at all 

satisfied d 

are e youu with your life as a whole? 

22 3 4 5 

«22 «3 «4 «5 

6 6 

aab b 

7 7 

"1 "1 

8 8 

"z "z 

9 9 

«9 9 

10 0 

"1 00 = +0° 

Very y 

satisfied d 

Figuree 6.4 Subjective Weil-Being question, RUSSET 

Thee answer to this question is often termed Subjective Well-Being (SWB). It is obvious that 

SWBB wil l be determined by many more variables than income and family size alone. 

Nevertheless,, given that the other variables, such as age, gender, being single and education, 

aree not considered to be politically relevant, we assume a more simple specification. Let us 

assumee that we estimate the relationship: 

SWBSWB = f(\ny,lnfs). (27) ) 
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Followingg equation (27), in a similar manner to the way SFS was estimated, we find: 

ln .V m, „=- [«3-^ l n .A] -- (28) 
ss\ \ 

Actually,, a better estimate of the equation is arrived at following Plug and Van Praag (1995) 

byy including a squared (\n fs) and an interaction term between fs and y, i.e. taking the 

productt (Inyc \nfs). This yields additional effects öy and S4 in the Ordered Probit equation: 

SS00 + 8X In yt + S2 In fs + Ö, In fs In y + S4 (In ƒ5)2 - <p(SWB). (29) 

Thee rationale for including the quadratic form is that it seems probable that SWB does not 

monotonicallyy increase or fall with family size/s. A finite optimal family size becomes 

possiblee by including the square of fs. Second, we may assume that that optimum fs depends 

onn the financial situation. This is realized by adding the interaction term. 

Thenn we get for the SWB-poverty line: 

'""  >'min = . 1 . f h ~ S2 In fs - SA (In fs)2]. (30) 
e>,, + oy In fs 

Next,, we can introduce the coefficients estimated in Equation (29) into Equation (30), to get a 

Subjectivee Well-Being Poverty Line for a level of satisfaction equal to 4. These results are 

presentedd in Section 6.5. 

6.44 Description of the data 

Thee Russian Socio-Economic Transition (RUSSET) panel data has been used in this study. 

Thee design and data collection of the RUSSET panel have been extensively described by 

Sariss and Andreenkova (2001). Saris and Andreenkova state that two samples were drawn, for 

ourr study we used the new sample, which consists of two waves, namely Wave 5 (1997) and 

Wavee 6 (1998). The initial Wave 1 (1993) came from a national probability sample of the 

Russiann population of 18 years and older. It consisted of 3,700 households, from which only 
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20000 remained in Wave 4 (1997). The new sample was initiated in 1997 with 2,233 

householdss (Wave 5). In Wave 6 (1998), the number of households was 1,510. We use weight 

variabless constructed on the basis of gender, age, and region for the analysis. 

Inn this study, we used the variables family size and family income. Family size refers to 

thee number of persons that live in the household. Therefore, it does not include children or 

familyy members that live apart. The question of family income is rather intricate in the 

Russiann Federation. It is well known that the sources of income for Russians are diverse and 

oftenn come from the informal economy. The question used to obtain the family income 

variablee runs as follows: 

Whatt is your total family monthly income, including pensions, alimony and so on for the last month after taxes? 

Figuree 6.5 Household Income question, RUSSET 

Thiss type of question is frequently used in household surveys which do not focus especially 

onn income assessment. In Russia, this type of question is used by major opinion agencies such 

ass VSIOM. It is a straightforward question which can be posed to many respondents in oral or 

maill  surveys. Relatively few people refused to answer this type of question (13% in 1997 and 

1998). . 

Thee household income concept is clearly an ambiguous concept, which is hard to 

operationalize,, as every income statistician knows. The Russian Statistical Office (GKS) and 

thee RLMS aim for a much more refined income concept, also covering charity, gifts, income 

inn kind, such as fruit and vegetables from people's own gardens, subsidies, etc. It is obvious 

thatt this household income concept is more refined than the one we have here, but it is also 

obviouss that its operationalization takes much more time and effort for the respondent, that it 

wil ll  cause higher non-response rates, and finally that the margin for uncertainty increases, 

becausee the valuing of one's own production or a subsidy on housing, due to leasing for a low 

rent,, gives ample room for subjectivity for the evaluator. Both concepts have their strong and 

weakk points. 

Actually,, each Russian household has so to speak two incomes, say y(A), assessed 

accordingg to the definition we use, and y{B) according to the GKS and RLMS definition. 
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Obviously,, y(A) < y(B). It follows that there are also two poverty lines, say y\ n̂ and y{
n
a)

n , 

referringg to the alternative income concepts. When we apply the poverty line definition based 

onn y^l to our sample, where income is described as y{A), the poverty ratio should be higher 

thann when applying the same poverty line (ƒ[*„ ) to a sample with income defined as y{B). 

Therefore,, even when using the same official minimum income (ƒ„,„') , we get a higher 

percentagee of poverty incidence in our sample than that given in the official statistics. Figure 

6.66 makes this clear. 

yy(A) (A) 

ss mm 

Figuree 6.6 Income definition and poverty line 

6.55 Estimation results 

Inn this section, we present the estimates of the equations (12), (17), and (29), and the resulting 

povertyy lines and poverty ratios: namely. Equations (15), (26), and (30). The results are based 

onn the RUSSET data set. For completeness, we add other comparable poverty figures drawn 

fromm the Russian Statistical Office (GKS), from Popkins et al. (1996), and from the "relative" 

half-mediann and half-mean approaches. 

Althoughh the data were derived from a longitudinal survey, we use the consecutive waves 

ass separate cross-sections. The reason for this is that the usual poverty estimates are based on 

cross-sections,, from year to year. 
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Tablee 6.1 Financial Satisfaction, IEQ, and Subjective Well-Being, RUSSET 1997 &  1998 

Variable e 

Inn V 

Inn ƒ* 

Onn fsf 

\ny\nycc \nfs 

Adj-R2 2 

Pseudo-R" " 

SFS S 

0.722 2 
(0.039) ) 

-0.522 2 
(0.061) ) 

0.210 0 

Wavee 5: Nov. 1997 

IEQ(( fi ) 

0.370 0 
(0.018) ) 

0.422 2 
(0.032) ) 

0.400 0 

* * 

SWB B 

0.503 3 
(0.080) ) 

1.164 4 
(0.427) ) 

0.021 1 
(0.120) ) 

-0.167 7 
(0.074) ) 

0.185 5 

SFS S 

0.570 0 
(0.044) ) 

-0.328 8 
(0.066) ) 

0.205 5 

Wavee 6: Nov. 1998 

IEQ(( fi ) 

0.365 5 
(0.020) ) 

0.392 2 
(0.033) ) 

0.403 3 

* * 

SWB B 

0.352 2 
(0.091) ) 

0.579 9 
(0.470) ) 

-0.085 5 
(0.114) ) 

-0.050 0 
(0.078) ) 

0.186 6 

Wavee 5 

Wavee 6 

Deltaa method used to 
calculatee the standardized 
differencee between the two 
ratioss ** 

--Ï2Ï2/ / 

0.724 4 

0.575 5 

0.574 4 

Pi. Pi. 

0.670 0 

0.618 8 

-0.251 1 

**  The standard error is given in parenthesis. 

IEQQ estimated by OLS, SFS and SWB estimated by Ordered Probit. 

ff/h /h 
yj yj 'i-tf , , 

Thee estimation results for the SFS (Equation 12), for the fu of the IEQ Equation (17), and for 

thee SWB (Equation 29) are presented in Table 6.1. The estimation method used for Equations 

(12)) and (29) is Ordered Probit, where the dependent variable takes the values 0,1 ... , 10; 

Equationn (17) was estimated using OLS. 

Whenn we asses the variances of the two ratios ^yy and ft, ft, 
ft ft 

usingg the delta-

method,, we find that the standardized differences between both ratios are 0.574 and -0.251 for 

Wavee 5 and 6, respectively. It implies that these differences are statistically non-significant. 
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Thiss indicates that the IEQ and the SFS question measure similar concepts. The results of the 

regressionn of p, show that family income and family size are positive and significant. This 

impliess that JJ depends strongly on family size and family income. In other words, if family 

sizee increases, the income that a household would consider "very bad", ..., "very good" 

increases.. A noticeable difference between these results and the ones found in other European 

countriess is the high coefficient for \nfs. Usually, the family size coefficient is found to be 

somewheree between 0.075, for Denmark, and 0.169, for Ireland, (see van Praag et al., 1982). 

Thee larger family size coefficients found in the Russian Federation may be due to the fact that 

familyy protection policies are much less liberal in Russia than in Western countries. 

Therefore,, the cost of an additional child is higher in Russia than in Western countries. The 

significantt coefficient for \nyc indicates an effect of the individual's own income on the 

evaluationn schedule of income. This has been called the preference drift (Van Praag, 1971). 

Thiss means that the individual's own income is an anchor point. Psychologists have called 

thiss phenomenon the hedonic treadmill (Brickman and Campbell, 1971). In contrast to the 

familyy size coefficient, the coefficient for in \t is found to be rather low when compared with 

thee European average. This is probably caused by the effect of Russian income varying 

considerablyy over time, both in real and nominal terms. Moreover, there is more income in 

kind.. It follows that the individual's own income is less stable as an anchor-point than in 

Westernn countries. The SFS estimates are consistent with the IEQ and indicate that 

individualss with higher income report a larger SFS value, and that individuals with a bigger 

familyy size experience a lower SFS. The SWB question gives a more complex picture: (1) for 

Wavee 6, coefficients involving family size are non-significant, and in Wave 5 the square of 

familyy size is also not significant; (2) family size is incorporated in the equation as squared 

andd as an intercept term with family income; (3) respondents with a higher income also report 

higherr SWB. The income coefficient for SWB is in both waves very significant and 

considerablyy high. These results imply that income is an important factor for SWB in the 

Russiann Federation. Usually it is found that the correlation between income and life 

satisfactionn is higher for the less developed countries (see Chapter 2 of this thesis). 

Ann alternative measure of poverty can be derived from counting how many respondents 

considerr their household situation to be under a level 3, 4, or 5. Thus, poverty incidence is 

measuredd as the percentage of individuals responding to the SFS and SWB questions with 
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valuess below a specific level. This analysis is presented in Table 6.2. For comparative 

reasons.. Table 6.2 also shows the results obtained for Germany when using the German 

Socio-Economicc Panel (GSOEP) data set2". Table 6.2 shows clearly that the percentage of 

peoplee in Russia who feel dissatisfied with both their financial and well-being situation is 

ratherr large, especially when compared with Western countries. Table 6.2 also shows that the 

dissatisfactionn levels of Russians are higher for their financial situation than for their well-

being. . 

Tablee 6.2 Financial Satisfaction and Subjective Well-Being frequencies, Russia &  Germany 1997 &  1998 

SFSS SWB 

Answerss for RUSSET Wave 5: 1997 Wave 6: 1998 Wave 5: 1997 Wave 6: 1998 

%% Below 3 57.8% 67.8% 23.0% 40.7% 

%% Below 4 67.6% 77.6% 32.5% 51.2% 

%% Below 5 82.9% 89.3% 57.6% 72.5% 

Answerss for GSOEP 

%% Below 3 

%% Below 4 

%% Below 5 

Westt Germany 

SFS S 

5.8% % 

11.2% % 

24.2% % 

,, 1997 

SWB B 

4.4% % 

8.5% % 

20.4% % 

Eastt Germany 

SFS S 

6.4% % 

12.6% % 

32% % 

1997 7 

SWB B 

5.6% % 

10.5% % 

29.9% % 

AA comparable question to the SWB or SFS-question has been analyzed by Ravallion and 

Lokshinn (1999). They call it the "Economic Ladder Question" (ELQ) which runs as follows: 

200 The German Socio-Economic Panel (GSOEP) is a longitudinal panel of households that started in 1984 in the 

Westt and in 1990 in the East. The GSOEP is described in Wagner et al. (1993). The GSOEP is sponsored by the 

Deutschee Forschungsgemeinschafl and organized by the German Institute for Economic Research (Berlin), and 

thee Center for Demography and Economics of Aging (Syracuse University). We are grateful to these institutes 

andd the GSOEP project director Dr. G. Wagner for making this data set available. 
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Pleasee imagine a 9-step ladder where on the bottom, the first step, stand the poorest people, and on the 

highestt step, the ninth, stand the rich. On which step are you today? 

Figuree 6.7 Economic Ladder  question, RLM S 

Thee ELQ has been posed in the roughly comparable RLMS (Russian Longitudinal Monitoring 

Survey)) data set. Ravallion and Lokshin suggest that their question represents a broader 

conceptt of poverty, than only financial poverty. We are not so sure about this interpretation, 

ass 'poor' is mostly interpreted in the literature and ordinary language as meaning financial 

poverty.. However, similar figures follow from their paper. Their results show that in 1996, 

31.5%% of adults responded to the ELQ with 1 or 2, 54.28% answered 3 or less, 74.47% 

reportedd 4 or less, and 94.24% gave a 5 or less to the ELQ (Ravallion and Lokshin, 1999). In 

1998,, these results were, respectively, 37.27%, 61.28%, 81.12% and 96.86% (Lokshin and 

Ravallion,, 2000). Lokshin and Ravallion (2000) found that individuals' welfare decreased 

fromm 1996 to 1998. This finding is consistent with our results and with the economic 

deteriorationn of the Russian Federation after the crisis in August 1998. 

Next,, applying the results given in Table 6.1, we can find the income poverty lines and 

correspondingg poverty ratios for 1997 and 1998. The poverty lines are presented in Table 6.3 

andd the poverty ratios in Table 6.4. The poverty lines presented in Table 6.3 are the following: 

(1)) two relative objective measures are presented: namely, the half-mean and half-median. For 

that,, we used the family size correction given by Popkin et al. (1996, Table 10), which is 

basedd on the 'adult good' per capita method, in which the 'adult good' is adult male protein 

intake.. Table 6.3 indicates that the poverty lines for these measures are the lowest and thus 

wil ll  lead to the lowest poverty ratios (Table 6.4); (2) two economic welfare poverty subjective 

measuress are presented, namely the LPL and the SFSPL. These were calculated using 

Equationss (15) and (26), as described in Section 6.3.2; (3) we present a SWB measure 

calculatedd using Equation (30) in Section 6.3.2; (4) the poverty line derived, using our own 

calculations,, in the style of Popkins et al. (1996) is presented in Table 6.4. Popkins et al. 

(1996)) only provides the poverty lines until April 1993, but using the inflation rate provided 

byy the GKS, we have converted their poverty lines to November 1997 and November 1998, 

whenn Wave 5 and Wave 6 of the RUSSET panel were conducted. The official poverty line 
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calculatedd by the GKS'1 is only available as an average per capita. Applying the scale used by 

Popkinn et al. (1996, Table 10), we can derive the poverty line for various family sizes. 

Tablee 6.3 Poverty lines, Russia 1997 &  1998 

Fam m 

Siz e e 

] ] 

2 2 

3 3 

4 4 

5 5 

6 6 

7 7 

Tot t 

Hall ' ' 

[99 7 7 

277 7 

496 6 

679 9 

830 0 

994 4 

115 2 2 

1321 1 

mean n 

199 8 8 

272 2 

487 7 

666 6 

824 4 

976 6 

1132 2 

129 7 7 

Ha a 

199 7 7 

209 9 

374 4 

512 2 

633 3 

750 0 

869 9 

997 7 

r'-media n n 

1998 8 

217 7 

388 8 

532 2 

658 8 

779 9 

903 3 

1035 5 

S1S(3 ) ) 

1997 7 

638 8 

1053 3 

1412 2 

174 0 0 

204 5 5 

233 3 3 

260 8 8 

1998 8 

1281 1 

1908 8 

240 9 9 

284 2 2 

3231 1 

358 8 8 

3921 1 

LPL(4 ) ) 

[[  99 7 

634 4 

1009 9 

132 4 4 

1605 5 

186 4 4 

210 6 6 

233 5 5 

199 8 8 

857 7 

131 6 6 

169 0 0 

201 9 9 

231 8 8 

259 4 4 

285 3 3 

SWB(4) ) 

1997 7 

351 1 

292 2 

309 9 

369 9 

480 0 

672 2 

1013 3 

1998 8 

1195 5 

830 0 

733 3 

705 5 

706 6 

725 5 

755 5 

I-'i'o m m 

Char r 

Chil d d 

0- 6 6 

Chil d d 

7-1 7 7 

Ma l e e 

Tern . . 

Pens . . 

Avg . . 

Popki nn c t 

11 99 7 

501 1 

718 8 

721 1 

613 3 

416 6 

596 6 

al. * * 

1998 8 

833 3 

1193 3 

1199 9 

1019 9 

691 1 

992 2 

Officia ll  (GK.S ) 

19977 199 8 

4111 49 4 

Inn nominal rubles per month. 

*Derivedd from Popkin et al. (1996) who provide 1993 estimates. The poverty lines have been translated into 

Novemberr 1997 and November 1998 prices. 

Usingg the poverty lines (Table 6.3), we can calculate the percentage of our sample living in 

poverty.. The percentage of individuals in poverty is shown in Table 6.4, where all individuals 

livingg in a poor household are considered to be poor. The equivalence scales in Popkins et al. 

(1996,, Table 10) are used for the half-mean, the half-median, and the Official GKS poverty 

lines.. For the other measures, the equivalence scales used follow from Table 6.3. 

211 See www.gks.ru. 

http://www.gks.ru
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Tablee 6.4 Poverty ratios*  , Russia 1997 «St 1998 

Fam.. Half-mean Half- SFS(3) LPL(4) SWB(4) Official Official 

Sizee median (Popkins) (GKS) 

~\Wj~\Wj i~998 T997 Ï998 f997 T998 f997 TÖ98 1997 1998 [997 "Ï998 TÖ97 Tws' 

1 1 

2 2 

3 3 

4 4 

5 5 

6 6 

7 7 

Tota l l 

33 3 

23 3 

27 7 

34 4 

17 7 

67 7 

33 3 

29. 5 5 

18 8 

20 0 

31 1 

35 5 

56 6 

48 8 

80 0 

34. 2 2 

17 7 

19 9 

22 2 

27 7 

9 9 

50 0 

33 3 

22. 9 9 

14 4 

14 4 

25 5 

25 5 

45 5 

43 3 

60 0 

26. 3 3 

84 4 

73 3 

63 3 

64 4 

87 7 

100 0 

100 0 

67. 8 8 

93 3 

86 6 

90 0 

91 1 

92 2 

86 6 

100 0 

90. 3 3 

84 4 

73 3 

61 1 

63 3 

57 7 

83 3 

100 0 

65. 9 9 

86 6 

77 7 

74 4 

79 9 

90 0 

86 6 

100 0 

79. 9 9 

57 7 

16 6 

17 7 

20 0 

4 4 

50 0 

33 3 

20. 5 5 

91 1 

51 1 

36 6 

31 1 

40 0 

43 3 

60 0 

41. 2 2 

76 6 

71 1 

76 6 

88 8 

96 6 

100 0 

100 0 

80. 7 7 

89 9 

84 4 

90 0 

95 5 

92 2 

90 0 

100 0 

91. 1 1 

70 0 

49 9 

53 3 

52 2 

43 3 

67 7 

33 3 

52. 8 8 

69 9 

58 8 

62 2 

57 7 

80 0 

76 6 

100 0 

64 4 

**  Percentage people who live in a poor household. 

Tablee 6.4 indicates that: (1) the relative measures of poverty lead to a very low poverty 

incidencee and seem rather unrealistic; (2) well-being poverty is much lower than welfare, or 

economic,, poverty; (3) the objective absolute measures of welfare poverty: Popkins and GKS, 

andd the subjective measures: SFS and IEQ, give different results depending on the years, the 

satisfactionn levels chosen and on the questions used to evaluate poverty. The satisfaction level 

chosenn for the subjective poverty measures can be varied to obtain the same level of poverty 

ass that for the objective measures. For example, when comparing the SFS poverty line with 

thee Popkins poverty line we see similar results for 1998. Therefore, we can say that in 1998, 

thee Popkins measure, objective poverty, gives similar poverty percentages as the SFS poverty 

linee for a level of satisfaction equal to 3. For 1997, the SFS poverty line for level 3 gives a 

lowerr percentage of poverty than the Popkins measure of objective poverty. We could, 

however,, choose a level of SFS other than 3. For example, in 1997 the SFS poverty incidence 

att a level of satisfaction equal to 4 is 87.4%, which is similar to the Popkins poverty incidence 

off  80.7%; (4) the poverty ratios have increased from 1997 to 1998. This is in accordance with 

thee deterioration in the economic situation that the Russian Federation has experienced after 

Augustt 1998. Similar results are found by Lokshin and Ravallion (2000), who, using the 

RSLMM panel, found a deterioration of welfare measured with both objective and subjective 

measuress after August 1998. 
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Thee poverty ratio for the whole Russian Federation using the official poverty line is given by 

thee GKS as 20.8% (1997) and 23.8% (1998). Those percentages are much lower than in our 

case,, 52.8% and 64%, respectively, where we apply the same poverty line to the RUSSET 

sample,, i.e. 411.2 rubles per month in 1997 and 493.9 in 1998. Similarly, Popkins et al., 

(1996),, whose analysis forms the basis for the official poverty ratios (GKS), find lower 

percentagess of poverty incidence when applying their poverty line on the RLMS sample. The 

RLMSS poverty percentage is 55% for Round VII I (October 1998 to February 1999)22. The 

reasonn for this has already been discussed extensively in Section 6.3. As argued there, the 

RUSSETT panel uses a definition of income which differs from the GKS and RLSM definition. 

Inn other words, the income definition used in the RUSSET sample gives much lower incomes. 

Thee income distribution differences for the three cases, i.e. GKS, RLMS, and RUSSET, are 

presentedd in Table 6.5. 

Tablee 6.5 Monthl y income, Russia 1997 &  1998 

Descriptionn RUSSET* RLMS* GKS* 

Wavee 5 Wave 6 Oct-98 to 1997 1998 

Nov.Nov. 1997 Nov. 1998 Feb-99 

Meann Income per capita 585 573 n.a. 934.7 968.6 

Inn Nominal Rubles 

Meann Household Income 1227 1232 1837 n.a. n.a. 

Inn Nominal Rubles 

RUSSETT RLMS GKS ~ 

Wavee 5 Oct-98 to Oct-98 to 1997 1998 

Nov.Nov. 1997 Feb-99 Feb-99 

Incomee Distribution 

Averagee per capita 

<< 401 62.7% 64.4% n.a. 19.7% 15.1% 

<< 601 79.4% 81.5% n.a. 39.1% 34.1% 

<< 801 89.9% 91.6% n.a. 55.2% 52.3% 

**  Average per capita money incomes, monthly, nominal Rubles. 

n.a.. indicates that the information is not available to us. 

222 http://www.cpc.unc.edu/projects/rlms/rlms_home.html 

http://www.cpc.unc.edu/projects/rlms/rlms_home.html
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Ann interesting question is: How does poverty affect different demographic groups? The 

povertyy ratio for different groups is presented in Table 6.6. Men over 60 and woman over 55 

whoo are not working are assumed to be 'retired'. Table 6.6 shows that the retired have a 

higherr percentage of poverty incidence. Households with at least one child of 6 years or 

youngerr also have a higher percentage of poverty. 

Tablee 6.6 Poverty ratios differentiated, RUSSET 1997 &  1998 

Wavee 5, Nov. 1997 Wave 6, Nov. 1998 

Characteristicc LPL (04) SFSPL (3) LPL (04) SFSPL(3) 

Retiredd " 88% 89% 92% 96% 

Non-Retiredd 62% 63% 75% 87% 

Householdd with Children with age <= 6 70% 74% 83% 93% 

Householdd with Children with age >= 7 69% 69% 79% 89% 

6.66 Conclusions 

Thee chapter has discussed a number of different concepts and measurements of poverty. Two 

conceptss of poverty are presented: namely, welfare, economic, poverty and well-being 

poverty.poverty. The last, is a broader concept that tries to capture satisfaction with life as a whole. In 

thee Russian Federation for 1997 and 1998, the poverty incidence of welfare poverty is much 

largerr than for well-being poverty. 

Thee different approaches to the measurement of poverty examined in this chapter are: (1) 

objectivee relative measures of poverty. This approach seems to be non-relevant, as it only 

givess income distribution statistics describing relative income ratios but they are not related to 

absolutee levels of poverty. As a consequence, the results for the Russian Federation yield 

incrediblyy low poverty ratios; (2) objective measures based on the "official" poverty line. The 

"official ""  poverty line is based on the work carried out by Popkins et al. (1996) who define 

povertyy lines on the basis of a subsistence level of expenditures obtained as 1.3 times a 

subsistencee food basket. In this chapter, the "official" objective estimates are compared with 

twoo subjective measures: namely, the Leyden Poverty Line (LPL), and the Subjective 

Financiall  Satisfaction Poverty Line (SFSPL). These subjective measures are more flexible as 

thee 'level' of satisfaction considered to be a 'minimum' can be changed. When taking 
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differentt satisfaction levels (e.g. 3 or 4) in an 11-level scale into account, the subjective 

measuress can give rise to similar poverty ratios as those derived from the objective "official" 

povertyy measurement. 

Subjectivee measures show strong consistency, in other words, the outcomes from the LPL 

andd the SFSPL are comparable. Furthermore, the results obtained by Ravallion and Lokshin 

(1999),, using a subjective measure based on the Economic Ladder Question (IEQ), are also in 

linee with our results derived from the Financial Satisfaction (FS) question. 

Givenn such a multitude of poverty indicators, the question naturally arises: Which of them 

shouldd be preferred? This obvious question is, however, easier asked than answered. The 

preferredd measure of poverty depends on data availability and intuitive feelings. We would 

preferr to stick to one of the subjective measures because they are based on the respondents' 

ownn feelings of income-poverty. Then SFS(3) and LPL(4) seem to be the most adequate. 

Besides,, subjective measures are very flexible since the level below which an individual is 

consideredd poor can be easily changed. Thus, we can find poverty ratios using SFS(3) and 

alsoo using SFS(4) or SFS(2). Besides the SFS and LPL, which measure income poverty, we 

havee also presented a measure for well-being poverty. In our study well-being poverty, which 

iss much lower than income poverty, is measured using a subjective question. Subjective well-

beingg (SWB) is a more complex phenomenon than FS and thus more difficult to estimate and 

understand.. Therefore the SWB poverty estimates for the Russian Federation have to be 

viewedd with caution. Further research in this direction is needed. 

Thee consistent results found for subjective measures, their flexibility and lower cost, and 

theirr importance in psychological matters, make us see a great future for such measures, both 

withinn the framework of poverty analysis and when the objective is to assess an individual's 

happiness. . 




