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Abstract

The paper analyzes the scale and the determin&risusehold poverty in Ukraine during
transition. We derive estimates of poverty incidenand severity and estimate the
determinants of poverty in 1996 and 2004 using temparable surveys. Poverty in both
periods follows some of the determinants commounlgntified in the poverty literature,

including greater poverty among households withdclh and with less education. We also
identify features of poverty in transition, incladi the relatively low importance of

unemployment and the existence of poverty even gmuouseholds with employment.

Poverty determinants change over time in line witkerging labor markets.
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1. Introduction

The paper analyzes household poverty in a transgmmnomy in times of economic shock
and recovery. In particular, we study the incideasd determinants of household poverty and
inequality over time using multiple measures of sehold welfare. Our analysis examines
two comparable household surveys from Ukraine fi®@86 and 2004, which represent years

of extreme economic depression and of sustainabta/ery, respectively.

Our paper hence offers insights into how and howhmilne long-term transition process
affects household welfare. The ‘how’ concerns thles of household composition (including
age and gender), human capital, assets, location t@msition-specific, and potentially
endogenous, labor market issues like wage arréhes:how much’ is addressed by studying
household consumption and household income, amgyziarious poverty lines and

emphasizing the role of inequality.

Our findings are twofold. On the one hand, we aomfthat poverty in Ukraine in both

periods follows some of the determinants commounlgntified in the poverty literature,

including greater poverty among households withdeén and with less education. On the
other hand, we also identify some specific featwkfousehold poverty that are mostly
associated with the transition process such asethgvely low importance of unemployment
and the existence of poverty even among househotdsemployment, especially during the
time of economic collapse. We also document subatachanges in the determinants of
poverty over time, which can be explained by theettjpment of a competitive labor market

and related institutions in Ukraine.

The long-term nature of our study and the iderdtfan of key transmission channels of
transition-related labor market effects on povattyhe household level are unique features of
the paper and hence represent its key contributionise literature. Further strengths of the
paper include its consistent use of multiple messwf household poverty, of multiple
estimation techniques in its poverty analysis ahdnaltiple poverty lines for reasons of
robustness and comparability with alternative #sdi We also address explicitly
distributional consequences of transition acrose thcome distribution and across
geographical dimensions. We believe that our pagpdrence of interest to readers of the
transition literature in particular but also of thi&erature on household welfare under

uncertainty in general.

Finally, we would like to clarify what our paperea®not aim to achieve. We do not conduct

panel data analysis due to data limitations, thresgnting an analysis of poverty dynamics.

2



Furthermore, we do not assess the effects of spoiaies on household welfare, which is
why we have also limited the discussion of the goimplications of our findings. We hope

to turn to these points in our later work.

The structure of the paper is as follows. The 3extion reviews the literature on poverty and
its determinants in the transition context. Sec8aferives some specific research hypotheses.
Section 4 and 5 present the case of Ukraine andatasets and methods used, respectively.
Section 6 discusses the summary statistics andssign results while section 7 concludes.

2. Literaturereview
2.1 Transition and households

Since the fall of the Berlin wall, the countries Gentral and Eastern Europe have been
experiencing profound changes in their economiab sotieties, known as transition. The
move from a planned to a market economy usuallplired macroeconomic stabilization,
liberalization of prices and trade, privatizatiomdathe development of markets and
institutions that were absent or suppressed undetral planning. The path of transition
widely differed across the countries dependingteairtinitial conditions and the sequencing
of political and economic reforms, leading to dseputcomes. But a common feature shared
by the transition economies was a significant decbf GDP, sometimes by more than half
during several years (EBRD 2005).

The transition shock did not come without consegasrior individuals and households. The
strongest impact was via adjustments in the labarket which had to respond to shrinking
demand for labor resulting from output decline. Wihhe speed of adjustment was different
across countries, it typically implied a fall inatewages and a gradually shrinking
employment rate and raising unemployment. Moshefddjustment in the beginning of the
period came via falling real wages, not employmesgpecially in the CIS countries
(Rutkowski 2006). Non-standard mechanisms of |abarket adjustment became widespread.
These included wage arrears, unpaid leaves, reduictihours of work and payments in-kind
on the background of low formal unemployment. Agegorise restructuring took a grasp in
the region, these phenomena were reduced and uoyamgrht grew substantially (Klugman
and Kolev 2001; Gerry, Kim and Li 2004; Boyarchialiar and Maliar 2005).



Another avenue through which the macroeconomicimechffected households was the
reduction in welfare benefits caused by budgetaoplpms in some of the states (Barbone
and Polackova 1996; Klugman and Kolev 2001).

In many countries, transition has been marked Imgiderable rise in income inequality, to a
large extent driven by a rise in the inequalitytlié wage distribution (Keane and Prasad
2002). The wage setting mechanism changed drartgaticestead of being fixed by the state,

wages started to reflect individual productivitydagffort with gradually increasing returns to

human capital (Gorodnichenko and Peter 2005; Murstejnar and Terrell 2005). Another

channel contributing to income inequality was thevelopment of the private sector,

including the privatization of formerly state-ownedterprises, with an increasing role of
income from capital rather than labor.

A quick fall in income coupled with growing ineqiiglsuddenly brought many households,
which under the last years of socialism enjoyeaidyf equal welfare level, on the edge of
physical survival. Household poverty — almost ih @l its numerous dimensions — had
become one of the most important problems facirgg rdgion. Households responded by
adjusting hours of work, resorting to supplemeniagome activities, work in the informal

sector or using subsistence agriculture as a sarstvategy (World Bank 2000a).

As economic growth resumed in mid-1990s in soment@s and by 2000 embraced the
entire region, the situation started to change wdrg real wages and improvements in the
system of social transfers in many countries led stgnificant improvement in the welfare of
households in the region, as best evidenced bynaiderable fall in the number of poor
(World Bank 2005a).

2.2 Determinants of poverty

Poverty is a multidimensional concept describingppbe's lack of capabilities to lead
sustainable livelihoods, that is, without sufferingaterial, social and political deprivation
(Sen 1985). In the empirical economic literaturevgsty is commonly measured by a
household's income or consumption. Generally, Hmldeconsumption is considered to be
the preferred measure, since households aim to tbntbbeir consumption over time so that
consumption better reflects the general welfaresidgss, it is less affected by intertemporal,
seasonal variation than is income (McKay and Law&@®3). Household consumption is also
considered to be measured more accurately. Incoaasumes are expected to underestimate

true welfare because people tend to underrepodmecor have difficulties in quantifying
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their earnings if those stem from self-employmeamd aapital income (Atkinson, Rainwater
and Smeedin 1995). The measurement of income i8 ex@e complicated in transition
countries with a significant informal sector (Mitanc 1999).

Poverty and physical deprivation of households iaddviduals is mainly caused by a lack of
access to and availability of tangible and intalegéssets such as human, natural, physical,
financial and social assets (World Bank 2000b,4). 81 part poverty is determined by the
ability of households to protect themselves agadserse idiosyncratic and covariate shocks,
such as the death of household members, extrematadi agricultural or price changes or
macroeconomic crises (Morduch 1994; Kochar 1995sé1dl998). As a consequence of
shocks, households may lose assets or delibeidgplgte them to smooth their consumption
which translates into negative effects on househ@lfiare (Dercon 2005; Hoddinott 2006).

Empirical research on the determinants of househwadtfare and poverty accounts for
household composition effects, such as househalkel and shares of different age/gender
groups. It is generally expected that different dehold members exhibit different earnings
potentials or might be eligible for different sddieansfers and benefits like child allowances
and pension payments (Glewwe 1991; Lanjouw and IRawal995). Findings in the
development literature generally indicate a nega#igssociation between numbers of elderly
and children per household and household welfareK@¢ and Lawson 2003). Female-
headed households might have a higher probabifitgeacng poor, if social inequality and
discrimination prevail; hence, the effect of femhtadedness on welfare status depends on
the societal circumstances (Harper, Marcus and BI&03). Findings on the effect of
household size on welfare are controversial asduamjand Ravallion (1995) demonstrate:
although studies in developing countries indicdtat targer and younger households are
poorer than smaller and older households (McKaylawdson 2003), these results have to be

treated with caution because of potential econowifissale in household consumption.

Another important determinant of poverty is humapital, i.e. the level of education in the
household. Households with highly educated memhbsgsexpected to be better off, since
they have a competitive advantage in obtaining asidg information and exploiting new
income opportunities faster (Mu 2006). Furthermohggher educated individuals are
expected to adapt better to changing economic tiondj to use assets more efficiently and

to arrange better credit arrangements (Schultz)1975

There are at least two channels through which bdegissets can affect household welfare

status: households with more assets are less li@dde credit constrained, since these can be



used as collateral for borrowing (Deaton 1997,&hIn addition, productive assets like land
and machinery provide households with means torgemencome or to produce food. A
permanent lack of assets might force a househol@ ipoverty trap. Further variables
employed in the literature on the determinants @fepty are controls for regions and the

rural/urban divide and ethnic information on theigehold (Glewwe 1991).

2.3 Poverty in transition

Studies of poverty in the transition countries muenerous. Most assess the scale and severity
of poverty, and often discuss its determinantsasretates. The single most important result
in this literature is that poverty increased intak countries of the region after the start of
transition and then rapidly declined with the reption of robust economic growth
(Milanovic 1998; World Bank 2005a). This is consrst with the viewpoint that poverty in
the whole region was largely a transient phenomeoaansed by crisis-related factors
(Gorniak 2001; Lokshin and Ravallion 2004). Howewehile the transition paths of the post-
socialist economies share important similaritibgytdo not constitute a homogenous group
and a need for differentiated approach to povamghais has become apparent (World Bank
2005a).

Studies of the determinants of poverty in the titaors countries typically focus on household
composition, primarily age and sex, human caplédlor market status and assets. Summaries
of the factors that were positively associated witiverty are provided, for example, by
Gorniak (2001), Klugman, Micklewright et al. (2002nd the World Bank (2000a; 2005a). In
the literature it is typically found that the inemtce of poverty is larger among large
households (e.g., Milanovic 1996), single parentdetolds (Lokshin and Popkin 1999) as
well as households with a higher than average numbdependants in relation to income
earners. Interestingly and in contrast to stylifacts of poverty in many other economies,
there has been little evidence of higher poversk for the elderly in many post-socialist
countries (Milanovic 1996; Klugman, Micklewright et. 2002). Rather, the incidence of

poverty is higher in households with more children.

In addition, most studies from the region concltitlt families whose head or main income
provider has a low level of education are morelyike fall into poverty (World Bank 2000b;

Gustafsson and Nivorozhkina 2004; World Bank 2008@employment is another common
determinant of poverty, though to varying extemgifferent countries and over time. The

importance of this factor has been relatively lpgmounced in the CIS countries, possibly

6



because formal work status did not necessarily magher income due to widespread
arrears, unpaid leaves, etc. which have been deasics of the transition labor markets
(World Bank 2000b; Klugman, Micklewright et al. Z00

Rural households usually have higher incidenceosepy compared with urban areas across
the entire region (Macours and Swinnen 2006). Grieeofew exceptions is an early study of

poverty in Ukraine conducted by the World Bank #9% where a negative link between rural

location and poverty is documented (World Bank 1996

Some studies investigate the effect of ethnicitypomerty and show somewhat mixed results.
For example, the World Bank reports on Latvia angiggzstan (World Bank 2003; World
Bank 2004) provide contrasting pictures for poversks for the Russian minority in these

two countries.

Evidence concerning the gender composition of hweolds and the gender of the household
head in particular is somewhat mixed, presumabRectng different patterns in the
evolution of the participation rates among maled famales, changes in the wage gap and
different degrees of female labor market discrirtiora For example, Brainerd (2000) finds a
substantial decline in female relative wages indRuand Ukraine but a consistent increase in
female relative wages in other countries of Easteurope. Also, the relationship between
gender and poverty may be more complex as illedratly Milanovic (1996): gender per se
seems to matter little, but the incidence of pgvést higher among older women and in

particular for female-headed households.

Several authors (e.g., Okrasa 1999) study the itapoe of asset endowment as a determinant
of poverty. These typically include access to laaxtess to financial resources, liquid assets
or durables as well as social assets, such as retwbcontacts. The possession of or access
to such assets is typically found to be negatiadgociated with poverty as they facilitate

adoption of various coping strategies.

While the cross-country dimension of poverty hasrbexplored in detail and much is known
about its short-term dynamics, there are few studfehe determinants of poverty in the CIS
countries providing a long-term perspective, trgcitme whole transition process. Such
analysis is important from a policy perspective iasllows to shed more light on the
consequences of the transition process and togbifetiire developments in poverty. From an
academic perspective, such analysis sheds lighite@hitherto imperfectly studied long-term
impact of shocks and structural change on poverty.



The lack of evidence is largely explained by uniamlity of data and comparable survey
instruments for the long-term analysis of povertyransition. An exception in the CIS region
is a study by Gustafsson and Nivorozhkina (20049 wiovide an assessment of poverty in
Russia under transition compared with the povestyddions at the later years of the planned

economy. No such studies exist for Ukraine.

3. Aim of the study and hypotheses

This paper focuses on the determinants of povertykraine during transition. Given the

nature of the transition process, marked by maoma&mic shock bringing a huge downward
shift in welfare with subsequent recovery, it ispairticular interest to analyze how different
factors affect poverty in the early and late traosi We will take advantage of two datasets

that allow such comparison for Ukraine.

As much of the previous literature, we examinertie of the household composition, such as
household size, share of working age people, @nldnd elderly. This establishes an implicit
link between poverty and income sources at diffestages of the life-cycle, for example,
income from labor market activities and welfare dféa provided by the state. Given some
evidence of widening male-female wage gap in thadition countries (Ferreira 1999), we
expect female-headed households and those withehigihare of females to lose during
transition relative to the households headed byesmdbased on the discussion of the role of
human capital — in particular, of increasing retuta education (Gorodnichenko and Peter
2005) and the emergence of long-term unemploymedtdiscouraged workers (Lehmann,
Pignatti and Wadsworth 2006) — we expect humantaajm become a stronger determinant

of poverty in the late transition period compardthwhe 1990s.

In addition, building on the well-known stylizedcta about real wages and unemployment
dynamics in the transition countries, we expectliexpunemployment to play a greater role
in the later stages of transition. In the early q@sa the association between explicit
unemployment and poverty may be relatively weakmployment does not necessarily imply
higher income due to widespread wage arrears, dripave and in-kind wages. We also
hypothesize that the macroeconomic shock resuitintpe fall of real wages in the 1990s
increased household dependence on income coming fron-wage sources, such as
subsistence agriculture and other forms of non-etawkctivities, which often require
possession of or access to specific assets, laing e example. With economic recovery

and steady growth of wages in the 2000s, the dunritan of these additional sources of
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income to household welfare may shrink, though mdepends on whether the benefits of
robust economic growth pertain to poor househotddift them out of poverty. The latter
issue emphasizes the need to study the effect mbusg factors at different points of

household welfare distribution.

A closely related issue is the relationship betwddferent welfare measures, like income
versus consumption, in different periods of traasit Firstly, it is important as consumption
may be a better measure of welfare, especiallyomntries with high share of shadow
economic activity. Secondly, it is related to tesue of consumption smoothing, also studied
in the transition context (Skoufias 2003; Mu 2008)hile not being the main focus of our
paper, the differences between welfare measuresib@as income and consumption are also

addressed in the present study.

Finally, we study changes in the effect of housghatation on the propensity of being poor.
This is closely related to the issues of rural-arlthvide (stemming, for example, from
availability of subsistence agriculture) and unégyrawth across regions. In particular, one
may expect that the benefits of economic growthenled in the 2000s are concentrated in
big cities and more industrialized regions compawath small towns and regions with

significant share of agriculture.

The analysis of changes in the determinants of gppue Ukraine closely scrutinizes the

nature of poverty in transition. Of particular irgst is whether poverty in the post-socialist
countries, mostly regarded as a transitory phenomeanansforms into a structural one due to
the emergence of a competitive labor market andntreasing importance of education. We

leave this issue for future research.

4. The case of Ukraine

After independence in 1991, Ukraine experiencedbstantial economic crisis. Compared to
other transition countries, the privatization psx#vas very slow and enterprise restructuring
started late (Estrin and Rosevear 2003). ComparédGentral European transition countries,
the economic crisis was longer and deeper. In X9PB@ per capita was 3,640 USD at PPP
while by 2004 GDP per capita reached 6,394 USDRR PTransMONEE 2006). Yet real

GDP in 2004 represented only about 58 percentsaf989 value. The decline of real wages
followed a similar pattern. Until 1999 real waga®pped to half of their 1989 value and

experienced a vigorous recovery, almost reachiegl®B89 values by 2004. The macroeco-

nomic indicators allow us to divide the adjustmirticess into two phases: the early period of
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contraction characterized by shocks and generalagoi crisis until the turning point in

1999-2000 and a period of sustained economic regenece.

In the phase of economic contraction the employmatd decreased while unemployment
rates increased (Table 1). After 1999, however,dineelopment of labor force participation
followed a different path: the employment ratioysid generally constant at around 67 percent
and unemployment declined. Hence, in 1996 housshette exposed to a negative income
shock caused by the enormous squeeze in real wabés,unemployment was modest and
labor force participation still relatively high. iBhgave raise to the phenomenon of “working
poor” in the early period of transition (World Bai®96). This picture changed during the
recovery phase: in 2004 households with workingskbold members benefited from the
huge increase in real wages, but the share of wgngeople was much lower. By 2004 the

risks of unemployment and non-participation in fddsor market had risen sharply.

Evidence on poverty in Ukraine comes from two Wdkhk studies (1996, 2005) which use
different survey instruments and therefore are qoite comparable. The first of the
mentioned studies provides a static picture based395 data while the latter covers the
period from 1999 to 2003 but says little about ithigal period of the transition to a market

economy.

One especially interesting feature of Ukraine is tegional divide, which is especially
apparent in the differences between the Easterme iRassian speaking, an Western, more

Ukrainian speaking, regions (Mroz and Pavliuk 1996)

5. Data and methodology
5.1 Data description

This study uses data from two surveys collectedkiraine by the Kiev International Institute
of Sociology (KIIS) in 1996 (in short Ukraine-96nd 2004 (Ukrainian Longitudinal
Monitoring Survey, ULMS). Both are nationally repeatative household surveys. Similar
sampling strategies and substantial similaritiethefsurvey instruments provide an excellent
opportunity for intertemporal comparison of houddhwelfare. Information about both

surveys is provided in Table 2.

Table 3 shows descriptive statistics of two welfam®xies — household income and
consumption — and of all variables used in thisgpapo aid intertemporal comparisons, we
express all monetary measures in July 2004 Uknaihigtvnias using monthly CPI deflators.
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Table 3 includes variables reflecting household position characteristics, productive assets,
geographical controls, and transition specific &lsomeasured at the household level. Both
surveys define a household as consisting of alkeéhpersons living together and sharing
common at least some common income and expenditBe=sdes household composition
variables listing the size of the househadtaylihsiz) and the shares of groups in the household
(femshare, kidshare, oldshare), the datasets include the years of schookdgd) of the most
educated household member as well as the age andgagred of the head of household
(agehead, agehead?). The female-headed households are identified thighhelp of a dummy
variable {emhead). The variableukrainian indicates that a household normally speaks
Ukrainian. The productive asset variables are acte$and éccess) and possession of a car
or truck carown). The other variables in Table 3 are geograplooatrols. We distinguish
between rural areas, towns with population up te bandred thousand inhabitants and big
cities as well as several macro-regions (as coralty defined by the KIIS). The last four
variables in Table 3 proxy for the transition rethtshocks at the level of household: wage
arrears d&rrears), in-kind payments of wagesinkind), unpaid leave léave) and

unemployment statusigemp).

5.2 Methodology

An analysis of poverty implies determining the eni for classifying households or
individuals as poor (for example by household ineoor consumption) and defining a

poverty line, splitting the population into the p@nd non-poor groups.

The long tradition of poverty analysis suggestd thare is no universal approach that is
appropriate for all countries. For example, in theveloped economies where a physical
survival of people is hardly an issue an analysipaverty typically implies a focus on

relative poverty lines, and is closely related e study of inequality. In contrast, in the
developing countries, satisfying basic needs, aginutrition, often remains an issue. This
warrants a focus on absolute rather than relativeegty. Moreover, as much of the
population in these countries are involved in narkat activities such as subsistence
agriculture, income as a criterion becomes problemadence, most studies evaluate

household expenditure or consumption.

In what follows, our analysis of poverty is baseul two criteria for classifying certain
households as poor and others as non-poor — hddseltome and consumption. To identify

poor households, we introduce two distinct povéirigs. The first is derived from survey
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consumption and price data according to the cobtisic needs method. The method is based
on determining the calorie requirements for peaglelifferent age and sex, estimating the
cost of a calorie for people close to poverty, tautsing spatial price indices and making
allowance for non-food consumption. For an overvigiwthe approach see, e.g., Kakwani
(2003). To assess extreme poverty we additionattpduce an adjusted version of this line
which is set at the basic nutrition threshold omggardless of whether a household has non-
food expenditures or not. Second, we use an irtierred poverty line of 4.3 dollars per day
per capita, defined in the international 2000 dsll&his is a benchmark poverty line often
met in the poverty literature for transition couedr(World Bank 2005b). This poverty line is
recalculated into hryvnias using PPP and CPI vatuegided in the September 2006 edition
of the IMF World Economic Outlook databdse.

We analyze determinants of household welfaren a multivariate framework using the

following reduced-form linear model:

® = a+tLp+Ay+ (transition shocks) u+ Vi o + ¢ (2)

where the basic specification contains exogenoufamgedeterminants describing household
characteristicd; and geographic controls. We additionally control for productive assés

in the basic regression. In equation £l)s an error term that is assumed to be uncorgtlate
with the explanatory variables. As a next step w&oduce additional controls — binary
variables measuring transition-specific shockshanhousehold level such as the payment of
wages in-kind ifkind), wage arrearsafrears), forced unpaid or low-paid leavéedve), and
unemployment ynemp). These variables take the value of unity if ther@s at least one

member of the household who faced such a shockttgce

The impact of same factors on household welfare waay depending on the location of the
household in the overall distribution of welfare @xplore these possibilities, we resort to the
guantile regression framework in estimating equmaftid) for G, household consumption.

Thus, to study how the distributional position ohausehold affects the interplay between

explanatory variables and; @e estimate a parametric model similar to equafinwith

LThe details of the calculations of poverty lines available from the authors upon request.

2 We are aware of the potential endogeneity of @ansition shock variables. In a preliminary chec& w
instrumented those variables with industry andtiocaspecific variables and did not find any sigeaht bias in
our OLS estimates for the year 2004 (results ateshown). Results for 1996 turned out to be leswicwing
and apparently require additional work, which warplor later versions of this paper.
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Qu(Ci| X)) instead ofE(Ci| X;) and® € {0.1, 0.25, 0.5, 0.75, 0.9}, whef@, (C;) denotes thé"
qguantile of total household consumption conditional the explanatory variables. As
opposed to the linear OLS model where parameterestimated at the conditional sample
mean of the dependent variable we thus can analgigerminants of welfare at different

percentiles of its distribution.

Our second approach to assessing the determindngsowerty is by estimating the
households’ probability of being either income, doar consumption poor. In classifying the
households as either poor or non-poor we make tigheoadult equivalence concept. In
particular, when calculating “adult equivalent Sine assume economies of scale of 0.9 and
a discounting coefficient for children of 0.75 (P@aand Zaidi 1999). A household i = 1...N
is considered to be poor; @ 1) if its total consumption, food consumptionimcomen; are

below the poverty lina:
pi=1 ifm <m (2)
p=0 otherwise

Analysis is based on the assumption that the pibtyatf being poor can be estimated with

the probit model that contains the same determsnasin (1):

Prob (p = 1) =F (L; §+ A y + (transition shocks); i + V; 6+ &) 3)

As in the case with continuous measures of houdelelfare, the basic model only contains
admittedly exogenous variables, and the extendedemalso makes use of the transition

shock variables.

6. Results
6.1 Summary statistics

Table 4 shows the summary statistics that chaiaetgoverty and inequality in Ukraine in
1996 and 2004 according to our data. Not surprigjrte specification of the poverty line
(compare specifications I-lll in Table 4) has an#figant impact on the estimates of poverty
incidence and severity. However, there is clead@we of a decrease in poverty as measured

either in consumption or income terms and a namgvaf the poverty gap (measuring the
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average distance between the poor households’ sgtgn and the poverty line). In addition

the data show a decrease of inequality over theghexs evidenced by the Gini coefficient.

We next take a look at the differences in char&ttes of households comprising the poor
and non-poor groups based on the consumption measuwwelfare and the consumption

poverty line (Table 5). It turns out that poor am@h-poor households were not statistically
different from each other in terms of householdesiz 1996. In 2004, however, poor

households are significantly larger. The latteroaggion is a typical finding in the poverty

literature, though it is debated if it should beemreted in a causal way (Lanjouw and
Ravallion 1995).

The composition of poor versus non-poor househloddschanged with respect to the share of
the elderly in the household: in 1996, poor houlkkhdnad a higher fraction of elderly
members (though the difference in means was naststally significant) with the situation
reversing in 2004, when there is a significantlgher share of elderly people in non-poor
households. This may reflect the significant inseeaf welfare state benefits for pensioners
in the year 2001 (World Bank 2005b).

Most of the labor market shocks (with the excepidrarrears) were randomly distributed
among poor and non-poor households in the eamgititan period, highlighting the universal
character of the transition shock. Interestingtyears in 1996 were significantly more typical
of non-poor, rather than poor, households. In 200d,0nly characteristic that was different
between the two groups of households was unemploynvath poor households being
significantly more affected. This is in line wittheg observation that the adjustment
mechanisms in the labor market were different enttho phases of the transition process and
lends some support to our hypothesis that unemmaynbecame an important poverty

determinant until 2004.

As the industrial structure differs a great dealween different types of settlements in
Ukraine, the geographical distribution of the tiios shock may be very uneven. In
particular, the economies of so-called single gmiee towns could be ruined very suddenly
by a strong negative shock in a single industrjpld® shows a strong geographic component
in the variation of the incidence of in-kind payrtseeand unemployment in both years. The
latter increased in all settlement types betweed6lghd 2004 with the strongest raise in the
rural areas, possibly because of a delayed ergerpestructuring in the agrarian sector. The
incidence of in-kind payments as well as other tabarket shocks considered in this paper
has decreased between 1996 and 2004, but wasuststantial in rural areas in 2004. Overall,
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this evidence points to the hypothesis of the irdavelfare improvement in big cities during
transition and supports our decision to account geographical characteristics in the

regression analysis.

6.2 Multivariate regression results

We consider different welfare measures and poveryg to develop a better understanding of
well-being in Ukraine. Table 7 shows regressionltsgor determinants of household welfare
in 1996 and 2004 measured by household consumptidnincome in terms of July 2004
Ukrainian hryvnias. The regressions are well-fiftedpecially for consumption, and are
highly significant. There is no indication for matillinearity impeding the precision of our
results as indicated by a variance inflation fatést (results not shown).

Negative and statistically significant coefficiewnts the share of females in the working age in
2004 and no statistically significant relationsimpl996 hints on a growing gender gap over
the course of transition. This finding is reinfalcley the estimated relationship between the
gender of household head and household welfar@aiticular, female-headed households
appear to have enjoyed higher consumption levelsl®96 than their male-headed

counterparts, and in 2004 we see no signs of sustangage. Moreover, the analysis

unequivocally shows a strengthening inverse linkwben the share of children and

household welfare in 2004 as compared with 1996er@lly the results for gender and

children provide evidence of growing social stiaéifion between 1996 and 2004. We believe
that the lack of evidence of such stratificatiorl®96 is due to a universal nature of the initial
transition shock that affected nearly all houseboidthe country as well as to the socialist
egalitarian system, which had widely leveled owt@mments.

Regression results provide evidence that the impo# of education has increased during
transition as shown by the rise in the coefficienthagnitude and t-statistic in 2004 as
compared with 1996. The gain associated with aintiaddl year of schooling raised from 3.6
to 7.1 percent of the mean income. Access to laasl an important contributor to household
welfare in both 1996 and 2004, and apparently rsmpeificant in 1996. As markets regained
stability and more options for cash generation becavailable, subsistence agriculture —

which required access to land — has diminishecthportance.

We also find strong effects of the geographicaatmn of households on their welfare. This
is true of both settlement type and macro-regi¢tsuseholds in urban settlements could

generally enjoy higher income levels than rural dehwlds; however, the result is the
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opposite for consumption. This presumably reflgctblems with supplying towns and cities
with food after a considerable decline in agricdtyproduction in the early transition period
along with rising food prices (cp. Swinnen 2002),aore likely, higher growth in the urban
areas once the economy passed the stage of camiradbuseholds residing in large cities
clearly became the winners during transition — h@\significantly higher consumption and
income levels in 2004 than rural households andélooids located in small towns. The latter
improved their consumption levels between 1996 304, but even in 2004 were not

significantly better off than rural households.

An interesting welfare pattern arises on the maegienal level. While households in the
(predominantly Ukrainian-speaking) Western part hadear welfare advantage during the
dawn of transition, it was completely lost by 200Hile the East improved a lot in terms of
income. The capital of Kiev has had a significamtifare advantage throughout the whole

period.

Next we analyze the probabilities of falling intoverty (Table 9). As a robustness check we
run the regressions for several poverty lines. Weeove patterns that are very similar to
those reported above. A higher share of elderlthenhousehold reduces the probability of
being poor in both periods. A particularly high giaal effect (negative in sign) for income
poverty in 2004 says that elderly may positivelyntcibute to the welfare position of
households, which was also reported by the WorldkB2005b). This may be explained by
the sharp increase in pensions since 2001, whigh comprise a stable stream of income.
Moreover, the likelihood of extreme poverty (foodop) is much lower for households with

greater share of elderly household members indigdkiat their basic needs are secured.

Evidence of geographical clustering of poverty twvas found in the analysis of income and
consumption is reinforced in the probit analysmis1996 the probability of being consumption
poor is significantly higher for households in urbareas compared with rural households
(column 1). By 2004 the difference decreases censidy for urban households as a whole,
and becomes insignificant for households basedrmel cities (column 4). This points to the
fact that small urban-type settlements are stifl unfavorable position, many of them having
suffered from long-term destruction of (sometim@syle-enterprise) production facilities.
Combined with the observation of lower income powen urban settlements, this is
consistent with findings from other transition ctwes that rural households are more likely
to be income poor, while urban households are rhlkeé/ to be consumption poor (Knight
and Shi 2006).
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A further step in our analysis is done by includtransition specific labor market shocks in
the regression equations. While wage arrears rigtuealuced household income in 1996, the
receipt of in-kind payment appears to have beertipely associated with consumption (see
Table 8). The latter result is counterintuitivef Ipossibly points to the fact that households
which received in-kind payments were generatingeast some labor income. As in-kind
payments constituted only a part of income, cashpvabably received, too. We have already
seen in the descriptive statistics that unemploynakh not play a significant role in the
determination of welfare at the beginning of tréingi presumably because of the delayed
restructuring of enterprises. But by 2004, whenrdstructuring process accelerated and led
to widespread layoffs, unemployment became an itappdeterminant of welfare (columns
3 and 4). Again, the Ukrainian labor market movednt non-standard adjustment
mechanisms via arrears, in-kind payments and forleave towards adjustment via
unemployment. The probit models that include sheakables confirm these results (Table
10). For example, they show that the probabilitypeing extremely poor in 1996 was 8.9
percent higher for households with at least one bsrtaking forced leave. As a robustness
check we repeat the probit analysis with the adtive poverty line set at 4.3 USD and find
considerable stability in our results (Table 12 aable 13).

The descriptive statistics of the depth of povgfable 4) suggested strong changes in
consumption and income inequality over time. Wedfwe also estimate quantile regressions
to test if the coefficients change across theibistion (Table 11). McFadden’s R2 is between
0.18 and 0.28 in 1996 and 0.26 and 0.40 for 2004vsty the good fit of our estimation.

The first remarkable result concerns the genderposition of household, including gender
of household head. In both 1996 and 2004, a higihare of working age females is
associated with significantly lower consumption hagher quantiles of the consumption
distribution only. Thus, for less well-off and pdeouseholds the gender composition was of
little importance in both periods. This evidenceyrha combined with the results for gender
of household head. In particular, we see that othergs being equal, female-headed
households had a higher consumption in 1996, eXoephose located at the very bottom of
the distribution. In 2004, in contrast, the gendéithe household head was not associated
with household consumption in any part of the tstion. Overall, these two results hint on

a growing, or at least not decreasing, gender gapmnsumption between 1996 and 2004.

As regards the share of elderly members of the dfmld, it is associated with lower

household consumption in 1996, though the resuibtssignificant at the very bottom of the
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consumption distribution. In 2004, a higher shafeelerly members drives household
consumption down only at higher quantiles, perhapgating a faster growth of pensions
relative to wages between 1996 and 2004 (as metiabove, this may well be due to the

welfare reform of 2001).

Similarly to the OLS and probit results, having mahildren is negatively associated with
household consumption in 2004, moreover, the weahip is fairly similar across different
guantiles. In 1996, children appear to have hale lgffect on consumption at the bottom of

the distribution, and positive at the top, thedatesult seems to be driven by outliers.

Households preferring Ukrainian language at the tofithe interview were not different from
households choosing Russian at all quantiles ottmsumption distribution (except for the
marginally significant coefficient at the top ofthlistribution in 1996) providing no evidence

of discrimination of non-Ukrainians.

As regards household head age, there is evidenaenoh-monotonic relationship between it
and consumption in the lower quantiles in 1996. plrticular, at the bottom of the
consumption distribution, it was positively asstethwith consumption until a turning point
of about 53 years, when the relationship changgul $ior the next two quantiles the pattern
stays the same with the turning points being 31 2Bdears respectively. The result may
reflect a combined effect of the earnings-genegafbility (possibly lower among older
people as much of their human capital and theiesgpce of the previous economic system
was devalued) and different availability of sogiatworks and contacts for people of different
ages. If networks are built over the life-cyclege thbserved association in 1996 may be

explained by a greater use of them at the timeaadghip.

One of the most remarkable of the quantile regoesanalysis concerns education. Though
we observe a positive association of education fatisehold welfare in both 1996 and 2004,
this relationship varies across quantiles. In 18@6effect of education is somewhat stronger
at lower quantiles, while in 2004 it is much strengt the top of the distribution. This is

consistent with increasing role of human capitarahe course of transition.

Another important result is related to the acceskmhd — an asset that can potentially help
households to avoid poverty. The quantile regressimalysis provides evidence of a more
important role of access to land in the lower gikemtof consumption distribution in 1996
compared with 2004 indicating a more important @iesubsistence agriculture in the early
transition period.
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Finally, quantile regressions confirm strong regiopatterns in consumption that have been
documented in OLS and probit analysis. In partiGulacation in a big city is positively
associated with consumption at higher quantilethefdistribution in 2004, but not in 1996.
In 1996, instead, urban location was driving congtiom down at higher quantiles, especially
for households in towns. We also observe a posdmne significant effect for Kiev in both
1996 and 2004, though in 1996 it was only signiftcat higher quantiles. Overall, these
results testify to changing urban-rural divide, hwltetter-off urban households benefiting
disproportionally from the rapid economic growthtbbé 2000s. Another remarkable result is
that households in Western regions of Ukraine ceiep} lost their advantage in terms of
consumption between 1996 and 2004, the result beimgst in all parts of the consumption
distribution.

7. Conclusions

Our paper analyzed the incidence and determinaintsoosehold well-being at times of
economic decline and recovery, paying particulatergion to specific transmission
mechanisms of economic transition to various tygfe@sousehold poverty and inequality. We
used comparable household survey evidence fromitkifaom 1996 and 2004, two years
representative of the contracting and expandingghaf the transition process, respectively.
This analysis yields important insights into figsues.

First, there is robust evidence of a strong dectihdoth poverty and inequality over the
eight-year period of analysis in Ukraine. Howewart work also shows the sensitivity of the
poverty estimates to the choice of welfare indicaaad poverty line. The literature on
Ukraine and on transition generally has to be nagvare of the limitations of narrow welfare
indicators. We caution policy makers to rely to@aviy on too few welfare indicators to

assess the welfare and distributional impact af therk.

Second, transition in Ukraine has seen an incremsecio-economic stratification over time

(and across space, as we will conclude below). ¥peaed to find a widening gender gap in
welfare and this held in general. However, we olediess gender inequality than we had
feared. Female-headed households, for example,va¢rgorse off in 2004 than male-headed
households. Other household characteristics aldterad. The poverty risk associated with
children was a clear empirical finding and raisesraportant area for future policy action.

The age of the household head, a proxy for soolretwork capital, plays an important role

as well, with older household heads increasingipdexposed to a higher risk of poverty.
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This suggests that the new labor markets placenanidihing premium on having experienced
the Soviet economy, which may raise the risk ofnoppleyment for older workers in the later
phase of transition. We also expected higher educ&b have a positive effect on welfare.
This we did find, with the added twists that retuio education rose over time and that
education paid higher returns for the better-oftigeholds. This last finding may signal

market imbalances which reduce the distributioraldiits of growth.

Third, we accounted explicitly for the transmissimechanisms of the transition process by
including specific shock variables such as wageaasr and forced leave. As expected, we
found these variables to be more important in #réez period, when the observed magnitude
of these variables was also much higher. In thevery phase of transition, unemployment
became a risk factor for poverty, just as it iOBECD economies. We plan to account better
for the potential endogeneity problems relatedh® gshock variables in future work but we

expect that our main finding will remain unchanged.

Fourth, we expected that household welfare in #réeg period of transition would depend
on the existence of asset endowments like lanfadt) the analysis reveals that land access
mattered for household welfare in 1996, especfallypoorer people. This result motivates us

to study coping strategies of households in traarsgconomies in more detail in future work.

Finally, our emphasis on spatial differentiation &ddition to the temporal issues discussed
above) revealed that the location of a householttemeal significantly for its welfare. City
dwellers were the winners of the transition procespecially if they already were in the
upper end of the welfare distribution. Furthermdreuseholds in the East of the country
gained while households in the West lost econotyiaaler time. Perhaps this finding also
helps to explain part of the motivation of Ukramsato participate in the Orange Revolution,
which polarized the country along similar geographiines. The effects of location should
be of interest to politicians as these effects migpal a lack of national market integration

and insufficient labor mobility across the country.
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Appendix

Table 1: Output and employment indicators for Ukraine

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Real GDP (index, 1989 = 100) 100 96.6 86.4 78.0 66.9 51.6 453 40.8 39.5 388 38.7 410 448 471 51.5 57.8
Real wages (index, 1989 = 100) 100 109.3 114.2 123.7 63.2 56.5 62.3 59.3 577 557 484 489 59.0 70.8 827 96.7

a

Employment ratio (number of employed as % of
population aged 15-59) 83.2 81.9 80.5 78.5 76.2 731 76.8 772 76.7 74.9 653 66.3 66.2 670 66.9 67.0
Annual unemployment rate (average % of the labor
force) 5.6 7.6 8.9 11.3 119 11.7 11.1 10.1 9.1 8.6

Source: UNICEF Innocenti Research Center (2005)

a. Data for 1989-1994 taken from CIS Stat (2001); data since 1995 based on labor force survey.
b. Based on labor force survey; data for 1995-1997 as of October; 1998 as of November; 1999-2004 year average.



Table 2: Overview over household surveys in Ukraine

Ukraine-96 ULMS 2004
Period of data June-August 1996 June-October 2004
collection

Multistage random sampling with Multistage random sampling with
Sampling method probability proportional to size PPS: 24 probability proportional to size PPS: 24

oblasts plus AR Crimea, settlements and
rajons (primary sampling units)

oblasts plus AR Crimea, settlements and
rajons (primary sampling units)

Sample population

households and all working-age adults
aged 15 years and older, excluding
persons in the army, in prison or under
medical treatment

households and all working-age adults
aged 15-72 years, excluding persons in the
army, in prison or under medical
treatment

Observations

2,322 households
5,403 individuals

3,449 households
7,200 individuals

Individual information

education, employment, unemployment,
incomes

education, employment, unemployment,
incomes

Household information

demographic structure of the household,
assets, income, expenditure, subsistence
agriculture

demographic structure of the household,
assets, income, expenditure, subsistence
agriculture

Source: Technical Report KIIS, 1996 and 2004



Table 3: Variable overview

1996 2004
Variable Variable description N mean sd min max N mean sd min max
consum Total household consumption; in 2164 517.5 358.7 11.50 3303.6 3282 792.5 482.4 34.09 5582.9
July 2004 value
income Total household income: 2164 352.8 378 0 4091.9 3282 646.2 521.9 0 5350
reported household income
hhsize Household size (for regressions: 2164 3.014 1.555 1 11 3282 2.893 1.332 1 13
log of household size)
femshare  Share of working age females in 2164 0.231 0.232 0 1 3282 0.299 0.262 0 1
household
oldshare Share of elderly household 2164 0.396 0.420 0 1 3282 0.328 0.399 0 1
members (F: 55+; M: 60+)
kidshare Share of children in household 2164 0.132 0.182 0 0.667 3282 0.091 0.160 o) 0.75
(younger than 15)
ukrainian ~ Ukrainian is preferred language 2164 0.495 0.500 0 1 3282 0.486 0.500 0 1
agehead Age of household head in years 2164 49.58 15.81 18 90 3282 46.89 13.92 18 85
edumax Highest education attained in 2164 11.61 3.613 0 16 3282 12.20 2.370 4 18
household
femhead Female headed household 2164 0.233 0.423 0 1 3282 0.215 0.411 0 1
carown Car ownership 2164 0.179 0.383 0 1 3282 0.207 0.405 0 1
access Land access 2164 0.755 0.430 0 1 3282 0.764 0.424 0 1
(land use & dacha ownership)
town Town (OV: Village) 2164 0.177 0.382 0 1 3282 0.277 0.448 0 1
city City (> 100,000 inhabitants) 2164 0.450 0.498 0o 1 3282 0.385 0.487 0o 1
Kiev City of Kiev (OV: Center) 2164 0.043 0.204 0o 1 3282 0.040 0.197 0 1
West Western oblasts 2164 0.227 0.419 (0] 1 3282 0.207 0.405 (0] 1
East Eastern oblasts 2164 0.211 0.409 0 1 3282 0.238 0.426 0 1
South Southern oblasts incl. AR Crimea 2164 0.256 0.436 0 1 3282 0.238 0.426 0 1
arrears At least one person in the 1806 0.413 0.492 0 1 3282 0.055 0.228 0 1
household has wage arrears at
present time
inkind At least one person in the 1805 0.085 0.279 0 1 3282 0.038 0.191 0 1
household received income in-
kind during the last 12 months
leave At least one person in the 1800 0.050 0.217 0 1 3282 0.006 0.080 0 1
household had forced leave
during last week
unemp At least one person in the 1811 0.089 0.285 0 1 3258 0.143 0.350 0 1

household is unemployed
(ILO definition)

Source: Ukraine-96 and ULMS 2004, authors’ calculations.
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Table 4: Poverty and inequality measures

1996 2004
Consumption Income Consumption Income
(I) 4.3 US$ poverty line
POVerty headcount ratio 0.309 0654 0.095 0-264
FGT, a=0
(II) Food poverty line
Poverty headcount I‘atiO 0.102 0.421 0‘038 0‘163
FGT, a=0
(IIT) Consumption poverty line
(a) Poverty headcount ratio
FGT, a=0 0.216 0.544 0.148 0.332
(b) Average normalised
poverty gap
0.0 0.2 0.0 0.122
FGT, a=1 57 77 34
(c) Average squared
normalised poverty gap 0.023 0.012 0.012 0.067
FGT, a=2
Gini coefficient 0.365 0.499 0.316 0.392

Source: Ukraine-96 and ULMS 2004, authors’ calculations.
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Table 5: Descriptive statistics by poverty status

2004
consumption poor not consumption poor consumption poor not consumption poor

variable N mean sd N mean sd N mean sd N mean sd

consum 467 250.1 150.3 1697 588.6 366.6 486 413.7 195.8 2796 858.3 487.0
income 467 234.6 245.5 1697 385.3 401.0 486 445.7 318.8 2796 681.1 542.1
hhsize 467 3.096 1.621 1697 2.991 1.536 486 3.438 1.437 2796 2.799 1.290
femshare 467 0.210 0.222 1697 0.237 0.235 486 0.292 0.234 2796 0.300 0.266
oldshare 467 0.427 0.407 1697 0.387 0.422 486 0.269 0.343 2796 0.338 0.407
kidshare 467 0.127 0.179 1697 0.134 0.183 486 0.122 0.179 2796 0.086 0.157
ukrainian 467 0.368 0.483 1697 0.530 0.499 486 0.508 0.500 2796 0.481 0.500
agehead 467 50.60 16.11 1697 49.30 15.71 486 44.61 13.43 2796 47.29 13.97
edumax 467 10.90 3.848 1697 11.80 3.522 486 11.81 2.309 2796 12.26 2.375
femhead 467 0.242 0.429 1697 0.231 0.422 486 0.146 0.354 2796 0.227 0.419
carown 467 0.096 0.295 1697 0.202 0.401 486 0.126 0.332 2796 0.221 0.415
access 467 0.625 0.485 1697 0.791 0.407 486 0.731 0.444 2796 0.770 0.421
town 467 0.210 0.408 1697 0.168 0.374 486 0.294 0.456 2796 0.274 0.446
city 467 0.527 0.500 1697 0.428 0.495 486 0.370 0.483 2796 0.387 0.487
Kiev 467 0.043 0.203 1697 0.044 0.204 486 0.019 0.135 2796 0.044 0.205
West 467 0.118 0.323 1697 0.258 0.437 486 0.268 0.443 2796 0.196 0.397
East 467 0.347 0.477 1697 0.174 0.379 486 0.249 0.433 2796 0.236 0.425
South 467 0.233 0.424 1697 0.262 0.440 486 0.210 0.408 2796 0.243 0.429
arrears 390 0.339 0.474 1407 0.426 0.495 486 0.047 0.213 2796 0.056 0.230
inkind 390 0.059 0.236 1406 0.096 0.295 486 0.035 0.184 2796 0.038 0.192
leave 391 0.072 0.258 1400 0.045 0.207 486 0.008 0.090 2796 0.006 0.078
unemp 392 0.115 0.319 1410 0.083 0.276 484 0.207 0.405 2774 0.132 0.339

Source: Ukraine-96 and ULMS 2004, authors’ calculations.
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Table 6: Incidence of transition specific labor market shocks by settlement type

1996 2004
village town city village town city
N  mean sd N mean sd N mean sd N mean sd N mean sd N mean sd
unemp 673 0.068 0.253 323 0.108 0.311 806 o0.101 0.301 1108 0.158 0.365 901 0.162 0.369 1249 0.117 0.321
arrears 672  0.444 0.497 323 0.390 0.489 802 0.383 0.486 1111 0.059 0.235 909 0.059 0.237 1262 0.048 0.215
inkind 671  0.137 0.344 322 0.078 0.268 803 0.051 0.220 1111 0.077 0.266 909 0.034 0.182 1262 0.006 0.079
leave 672 0.055 0.228 323 0.043 0.204 796 0.050 0.219 1111 0.005 0.073 909 0.006 0.074 1262 0.008 0.089

Source: Ukraine-96 and ULMS 2004, authors’ calculations.

A6



Table 7: OLS Regressions: Household consumption and income

1996
€y (2 (3) (4)
Household Household income Household Household income
consumption consumption
Log of household size 377.145 161.817 436.082 324.297
(19.08)*** (6.17)%** (22.09)*** (14.05)***
Share of working age -64.290 10.218 -05.435 -112.396
females in household (1.45) (0.17) (2.00)** (2.01)**
Share of elderly household -74.298 -35.438 -08.234 -50.424
members (2.18)** (0.78) (2.55)** (1.12)
Share of children in -21.261 -102.669 -189.463 -407.151
household (0.44) (1.59) (3.33)*** (6.13)***
Ukrainian is preferred -5.001 -36.395 -4.114 -52.845
language (0.31) (1.72)* (0.21) (2.30)**
Age of household head 0.773 0.057 -0.021 -0.623
(1.42) (0.08) (0.03) (0.81)
Squared age of household -0.018 -0.013 -0.021 -0.020
head (3.55)*** (1.85)* (2.65)*** (2.10)**
Highest education attained 8.627 12.600 26.626 34.341
in household (4.64)*** (5.10)*** (8.43)*** (9.30)***
Female headed household 49.046 -0.024 17.143 2.620
(2.52)** (0.00) (0.75) (0.10)
Car ownership 126.066 107.549 226.312 196.996
(8.53)*** (5.48)*** (13.08)*** (9.74)***
Land access 70.721 56.458 51.867 18.565
(4.60)*** (2.77)*** (2.74)*** (0.84)
Town (OV: Village) -52.036 66.012 -6.219 59.307
(3.18)*** (3.04)*** (0.34) (2.78)***
City -27.396 129.675 53.596 212.441
(1.75)* (6.25)*** (2.63)*** (8.93)***
Kiev (OV: Center) 148.172 330.500 274.856 250.054
(4.91)*** (8.25)*** (7.12)%** (5.55)%**
West 62.706 57.322 -24.136 31.735
(3.94)*** (2.71)%** (1.21) (1.37)
East -16.184 -5.219 -12.506 95.429
(0.83) (0.20) (0.55) (3.59)***
South 21.627 18.016 -6.612 44.003
(1.24) (0.78) (0.30) (1.72)*
Constant 43.124 -25.847 79.901 -90.065
(0.92) (0.41) (1.32) (1.27)
Observations 2164 2164 3282 3282
R-squared 0.51 0.22 0.38 0.27
Wald test, 6.53 1.77 3.72 3.08
agehead=agehead2=0
Prob > F 0.001 0.171 0.024 0.046

Absolute value of t statistics in parentheses
* significant at 10%; ** significant at 5%; *** significant at 1%
Source: Ukraine-96 and ULMS 2004, authors’ calculations.
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Table 8: OLS Regressions: Household consumption and income, accounting for transition shocks

(1) (2) 3 4)
Household Household income Household Household income
consumption consumption
Log of household size 388.942 204.413 451.027 352.684
(18.47)*** (7.09)*** (22.71)%** (15.38)***
Share of working age -67.271 9.429 -103.788 -131.514
females in household (1.50) (0.15) (2.17)** (2.38)**
Share of elderly household -84.560 -57.909 -129.343 -112.113
members (2.43)** (1.21) (3.39)*** (2.50)**
Share of children in -21.143 -167.181 -210.087 -460.730
household (0.39) (2.26)* (3.66)*** (6.96)***
Ukrainian is preferred -6.316 -39.305 -0.886 -47.043
language (0.38) (1.75)* (0.05) (2.07)**
Age of household head 0.967 0.315 0.206 -0.307
(1.72)* (0.41) (0.31) (0.41)
Squared age of household -0.017 -0.016 -0.021 -0.021
head (3.32)*** (2.24)** (2.66)*** (2.29)**
Highest education attained 7.048 11.752 27.210 34.926
in household (3.74)*** (4.55)%** (8.63)*** (9.59)***
Female headed household 70.976 26.022 22.881 11.684
(3.54)*** (0.95) (1.00) (0.44)
Car ownership 131.086 80.533 220.419 186.049
(8.42)*** (3.78)*** (12.77)*** (9.33)***
Land access 59.123 39.612 58.950 27.836
(3.68)*** (1.80)* (3.11)*** (1.27)
Wage arrears 16.622 -50.107 27.173 -13.550
(1.22) (2.69)*** (0.89) (0.38)
In-kind income 38.403 14.454 -46.301 -178.883
(1.81)* (0.50) (1.26) (4.21)***
Forced leave -94.305 -15.081 -103.188 -102.668
(3.54)*** (0.41) (1.24) (1.06)
Unemployment -13.831 -28.297 -134.097 -242.967
(0.66) (0.99) (6.81)*** (10.68)***
Town (OV: Village) -44.501 50.644 -7.571 53.591
(2.63)*** (2.19)** (0.41) (2.54)**
City -13.487 113.366 50.638 197.844
(0.83) (5.08)*** (2.47)** (8.37)***
Kiev (OV: Center) 128.796 301.193 269.365 225.200
(4.05)*** (6.92)*** (6.95)*** (5.03)***
West 65.603 59.725 -31.511 16.019
(3.97)*** (2.64)*** (1.58) (0.70)
East -10.551 -2.653 -15.914 92.492
(0.52) (0.10) (0.70) (3.54)%**
South 23.312 13.882 -9.018 37.040
(1.30) (0.57) (0.41) (1.47)
Constant 34.389 6.963 80.790 -56.269
(0.72) (0.11) (1.33) (0.80)
Observations 1796 1796 3258 3258
R-squared 0.54 0.23 0.39 0.30
Wald test, 6.00 2.52 3.58 3.07
agehead=agehead2=0
Prob > F 0.003 0.081 0.028 0.047

Absolute value of t statistics in parentheses
* significant at 10%; ** significant at 5%; *** significant at 1%
Source: Ukraine-96 and ULMS 2004, authors’ calculations.
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Table 9: Probit Regressions of being consumption poor, food poor or income poor

-- Marginal effects --
' 1996 ' ' 2004 '
(€Y) (2) (3) 4) (5) (6)
Consumption Food poor Income poor  Consumption Food poor Income poor
poor poor
Log of household size 0.120 0.047 0.223 0.149 0.042 0.293
(3.84)*** (2.38)** (5.38)*** (8.37)*** (5.15)%** (11.40)***
Share of working age -0.152 -0.082 -0.200 -0.122 -0.005 -0.169
females in household (2.11)** (1.84)* (2.16)** (2.82)*** (0.25) (2.76)***
Share of elderly -0.135 -0.117 -0.201 -0.110 -0.039 -0.369
household members (2.48)** (3.39)%** (2.84)%** (3.23)%** (2.30)** (7.30)***
Share of children in -0.044 -0.023 -0.065 -0.051 -0.006 0.018
household (0.57) (0.46) (0.65) (1.07) (0.29) (0.25)
Ukrainian is -0.025 -0.004 0.090 -0.007 0.007 0.072
preferred language (0.99) (0.26) (2.72)*** (0.40) (0.89) (2.94)%**
Rescaled age of -0.017 -0.029 -0.044 -0.020 0.013 0.015
household head (0.20) (0.54) (0.39) (0.37) (0.52) (0.19)
Rescaled squared age 0.372 0.217 0.264 0.172 0.056 0.315
of household head (4.78)*** (4.53)*** (2.47)** (2.56)** (1.82)* (3.13)***
Highest education -0.018 -0.012 -0.033 -0.017 -0.006 -0.040
attained in household  (5.90)**+ (6.28)*** (8.30)*** (5.88)*** (4.19)*** (9.50)***
Female headed 0.030 0.027 0.038 0.001 -0.001 0.115
household (0.96) (1.27) (0.94) (0.04) (0.13) (3.69)%**
Car ownership -0.107 -0.042 -0.120 -0.079 -0.020 -0.125
(4.67)*** (2.77)*** (3.95)*** (5.56)*** (3.00)%** (5.97)***
Land access -0.151 -0.098 -0.067 -0.047 -0.004 -0.035
(5.80)*** (5.41)*** (2.14)** (2.70)*** (0.45) (1.39)
Town (OV: Village) 0.069 0.017 -0.099 0.030 0.011 -0.087
(2.51)** (0.97) (2.92)*** (1.83)* (1.42) (4.00)***
City 0.046 0.017 -0.199 0.020 0.008 -0.174
(1.81)* (0.99) (6.26)*** (1.07) (0.88) (6.97)***
Kiev (OV: Center) -0.044 -0.007 -0.285 -0.087 -0.004 -0.141
(1.02) (0.25) (4.17)*** (2.97)*** (0.25) (3.07)***
West -0.114 -0.072 -0.063 0.031 0.001 -0.024
(4.75)*** (4.79)*** (1.90)* (1.73)* (0.07) (1.02)
East 0.090 0.037 0.165 0.009 0.019 -0.127
(2.82)*** (1.79)* (4.20)*** (0.46) (1.83)* (4.63)***
South -0.031 -0.020 0.030 -0.020 -0.001 -0.068
(1.15) (1.18) (0.85) (1.05) (0.16) (2.57)**
Observations 2164 2164 2164 3282 3282 3282
Pseudo R-squared 0.12 0.13 0.11 0.08 0.08 0.17
Wald test, 23.437 20.746 6.131 6.566 3.920 10.629

agehead=agehead2=0

Absolute value of z statistics in parentheses
* significant at 10%; ** significant at 5%; *** significant at 1%
Source: Ukraine-96 and ULMS 2004, authors’ calculations.
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Table 10: Probit Regressions of being consumption poor, food poor or income poor, accounting for transition

shocks
-- Marginal effects --
' 1996 ' ' 2004 '
(€Y) (2) (3) 4) (5) (6)
Consumption Food poor Income poor  Consumption Food poor Income poor
poor poor
Log of household size 0.101 0.027 0.178 0.145 0.042 0.271
(2.83)*** (1.21) (3.82)*** (8.13)*** (5.04)%** (10.31)***
Share of working age -0.100 -0.061 -0.216 -0.125 -0.004 -0.151
females in household (1.31) (1.28) (2.17)** (2.87)*** (0.19) (2.41)%*
Share of elderly -0.135 -0.101 -0.186 -0.102 -0.036 -0.305
household members (2.30)** (2.73)*** (2.42)** (2.99)*** (2.10)** (5.92)***
Share of children in -0.038 0.006 0.030 -0.039 -0.007 0.100
household (0.41) (0.11) (0.25) (0.81) (0.32) (1.39)
Ukrainian is -0.003 0.011 0.108 -0.010 0.005 0.070
preferred language (0.12) (0.62) (2.98)*** (0.55) (0.67) (2.80)***
Rescaled age of 0.002 -0.059 -0.071 -0.028 0.011 -0.006
household head (0.02) (1.00) (0.57) (0.51) (0.44) (0.07)
Rescaled squared age 0.382 0.228 0.265 0.174 0.054 0.343
of household head (4.54)*** (4.44)*** (2.30)** (2.60)*** (1.76)* (3.35)%**
Highest education -0.016 -0.010 -0.032 -0.017 -0.006 -0.041
attained in household (4.91)*** (5.10)*** (7.59)*** (6.00)*** (4.22)*** (9.72)***
Female headed 0.016 0.012 0.014 -0.000 -0.001 0.108
household (0.46) (0.54) (0.32) (0.01) (0.09) (3.45)***
Car ownership -0.118 -0.049 -0.122 -0.078 -0.019 -0.120
(4.64)*** (2.96)*** (3.57)*** (5.50)*** (2.93)*** (5.63)***
Land access -0.151 -0.084 -0.058 -0.050 -0.003 -0.049
(5.23)*** (4.30)*** (1.65)* (2.86)*** (0.44) (1.89)*
Wage arrears -0.041 -0.014 0.021 -0.024 -0.008 0.040
(1.80)* (0.95) (0.71) (0.92) (0.70) (1.00)
In-kind income -0.020 -0.007 0.035 -0.019 -0.001 0.168
(0.54) (0.28) (0.75) (0.63) (0.04) (3.36)***
Forced leave 0.071 0.089 0.149 0.066 0.014 0.038
(1.51) (2.67)*** (2.56)** (0.86) (0.38) (0.34)
Unemployment 0.055 -0.006 -0.007 0.050 0.011 0.261
(1.52) (0.30) (0.14) (2.86)*** (1.36) (9.98)***
Town (OV: Village) 0.048 0.006 -0.109 0.030 0.011 -0.083
(1.63) (0.31) (2.92)*** (1.84)% (1.44) (3.76)***
City 0.034 0.013 -0.194 0.017 0.008 -0.166
(1.20) (0.70) (5.49)*** (0.95) (0.89) (6.51)***
Kiev (OV: Center) -0.043 0.010 -0.281 -0.089 -0.010 -0.113
(0.90) (0.31) (8.67)*** (3.01)*** (0.62) (2.33)**
West -0.113 -0.072 -0.078 0.033 0.001 -0.008
(4.31)%** (4.47)*** (2.12)** (1.84)% (0.18) (0.32)
East 0.107 0.046 0.179 0.010 0.019 -0.126
(3.00)*** (1.99)** (4.13)*** (0.49) (1.78)* (4.55)***
South -0.031 -0.015 0.027 -0.018 -0.002 -0.057
(1.05) (0.82) (0.67) (0.96) (0.20) (2.12)**
Observations 1796 1796 1796 3258 3258 3258
Pseudo R-squared 0.12 0.13 0.12 0.08 0.08 0.20
Wald test, 21.670 19.675 5.309 6.763 3.526 11.683

agehead=agehead2=0

Absolute value of z statistics in parentheses
* significant at 10%; ** significant at 5%; *** significant at 1%
Source: Ukraine-96 and ULMS 2004, authors’ calculations.
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Table 11: Quantile regression, dependent variable: household consumption

1996 2004
1oth percentile 25th percentile 50th percentile  75th percentile  9oth percentile 10th percentile 25th percentile 50th percentile 75th percentile 9oth percentile
Log of household size 173.451 246.964 310.897 389.257 461.372 237.905 306.839 364.987 486.571 594.980
(9.03)*** (16.40)*** (19.06)*** (19.07)*** (14.54)*** (16.73)*** (23.64)*** (21.38)*** (20.39)*** (15.78)***
Share of working age 13.880 -61.058 -75.604 -111.784 -76.563 -16.354 -6.891 -47.295 -143.341 -48.540
females in household (0.33) (1.81)* (2.06)** (2.64)*** (1.36) (0.50) (0.21) (1.14) (2.60)*** (0.59)
Share of elderly -13.558 -58.086 -82.769 -146.958 -127.366 0.096 3.658 -60.865 -163.644 -71.199
household members (0.39) (2.24)** (2.93)*** (4.47)*** (2.94)*** (0.00) (0.14) (1.82)* (3.77)*** (1.07)
Share of children in -1.424 -41.417 9.335 153.558 380.696 -154.277 -126.174 -143.921 -161.979 -172.697
household (0.03) (1.12) (0.23) (3.20)*** (5.57)%** (3.66)*** (3.25)*** (2.92)*** (2.47)** (1.70)*
Ukrainian is 9.436 13.899 4.661 -25.873 -41.233 6.002 16.348 12.156 -6.216 21.330
preferred language (0.60) (1.16) (0.35) (1.66)* (1.83)* (0.43) (1.22) (0.72) (0.27) (0.65)
Age of household 1.165 1.114 0.877 0.665 -0.373 0.298 0.055 0.434 -0.297 -1.807
head (2.28)** (2.81)*** (1.95)* (1.29) (0.53) (0.63) (0.12) (0.77) (0.38) (1.51)
Squared age of -0.011 -0.018 -0.017 -0.011 -0.013 -0.013 -0.021 -0.034 -0.018 -0.045
household head (2.25)** (4.79)*** (3.97)*** (2.10)** (1.82)* (2.14)** (38.74)*** (4.94)%** (a.97)** (3.06)***
Highest education 7.614 6.621 5.723 5.201 5.729 11.832 14.947 19.859 22.372 19.047
attained in household (4.14)%%* (5.00)*** (3.73)*** (2.84)*** (2.23)** (5.78)*** (7.41)*** (7.28)*** (5.74)*** (2.86)***
Female headed -1.600 34.684 54.742 61.184 50.525 25.510 13.080 5.172 20.307 0.800
household (0.08) (2.37)** (3.39)%** (3.08)*** (1.75)* (1.57) (0.85) (0.26) (0.74) (0.02)
Car ownership 74.950 94.202 125.347 131.309 154.119 133.122 153.554 190.470 248.053 323.109
(5.19)*** (8.54)*** (10.24)*** (9.06)*** (7.77)%** (10.70)*** (13.25)*** (12.72)%** (12.24)*** (10.66)***
Land access 87.877 64.431 51.107 43.080 52.122 31.882 42.491 72.263 60.229 52.428
(6.08)*** (5.57)*** (4.02)*** (2.86)*** (2.52)** (2.40)** (3.36)*** (4.42)*** (2.69)*** (1.54)
Town (OV: Village) -14.360 -9.894 -12.561 -37.349 -51.596 -47.015 -15.738 9.290 17.043 -25.602
(0.89) (0.81) (0.93) (2.34)** (2.34)** (3.61)*** (1.29) (0.59) (0.80) (0.79)
City 7.513 4.444 -0.300 -20.793 -22.844 -18.534 10.787 54.823 67.229 64.975
(0.50) (0.38) (0.02) (1.37) (1.09) (1.26) (0.79) (3.12)*** (2.83)*** (1.84)*
Kiev (OV: Center) 19.217 40.337 79.310 210.212 264.780 109.125 170.173 259.597 322.212 395.749
(0.69) (1.81)* (3.19)*** (7.07)*** (6.33)*** (4.00)*** (6.59)*** (7.78)*** (7.13)*** (5.82)***
West 36.011 36.511 45.224 49.248 56.808 -5.118 -37.973 -25.680 -19.294 -28.790
(2.35)** (3.09)*** (3.43)*** (3.21)%** (2.75)%** (0.36) (2.87)*** (1.49) (0.82) (0.81)
East -22.855 -23.475 -25.039 -8.624 -5.145 -14.187 -12.579 -11.960 -12.783 62.069
(1.25) (1.64) (1.56) (0.44) (0.18) (0.89) (0.81) (0.61) (0.49) (1.59)
South 26.415 25.993 17.940 21.877 15.855 8.214 6.378 -11.326 8.454 24.575
(1.56) (2.01)** (1.25) (1.27) (0.64) (0.53) (0.43) (0.60) (0.33) (0.66)
Constant -105.382 5.359 90.621 214.081 333.286 34.913 63.696 142.282 278.336 530.642
(2.43)** (0.16) (2.34)** (4.65)*** (5.16)*** (0.79) (1.54) (2.72)%** (3.88)*** (4.62)***
Observations 2164 2164 2164 2164 2164 3282 3282 3282 3282 3282
Wald test, 4.32 12.97 8.49 2.62 1.92 2.30 7.37 12.25 2.38 7.46
agehead=agehead2=0
Prob > F 0.013 0.000 0.000 0.073 0.147 0.100 0.001 0.000 0.093 0.001

Absolute value of t statistics in parentheses
* significant at 10%; ** significant at 5%; *** significant at 1%
Source: Ukraine-96 and ULMS 2004, authors’ calculations.
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Table 12: Robustness check: Probit Regressions of being consumption poor or income poor
Poverty line at 4.3 USD (PPP 2000)

-- Marginal effects --
' 1996 ' ' 2004 '
(1) (2) 3 4
Consumption poor Income poor Consumption poor Income poor
Log of household size 0.108 0.148 0.058 0.182
(2.88)*** (3.87)%** (4.10)*** (7-99)***
Share of working age -0.109 -0.127 -0.002 -0.157
females in household (1.30) (1.48) (0.06) (2.87)%**
Share of elderly household -0.000 0.026 -0.006 -0.338
members (0.01) (0.39) (0.23) (7.31)***
Share of children in -0.034 0.050 0.051 0.017
household (0.36) (0.54) (1.31) (0.27)
Ukrainian is preferred -0.032 0.064 0.002 0.058
language (1.07) (2.10)** (0.14) (2.64)***
Rescaled age of household -0.032 0.059 -0.021 -0.034
head (0.32) (0.57) (0.47) (0.46)
Rescaled squared age of 0.408 0.185 0.089 0.262
household head (4.40)*** (1.85)* (1.64) (2.94)***
Highest education attained -0.025 -0.030 -0.012 -0.034
in household (7.24)*** (7.93)*** (5.53)*** (8.99)***
Female headed household 0.058 0.065 -0.004 0.154
(1.58) (1.75)* (0.27) (5.31)***
Car ownership -0.116 -0.130 -0.068 -0.107
(4.17)*** (4.53)*** (5.59)*** (5.67)***
Land access -0.192 -0.020 -0.029 -0.007
(6.40)*** (0.70) (2.06)** (0.31)
Town (OV: Village) 0.079 -0.069 0.030 -0.106
(2.53)** (2.09)** (2.20)** (5.69)***
City 0.028 -0.142 0.026 -0.155
(0.94) (4.72)*** (1.74)* (6.96)***
Kiev (OV: Center) -0.094 -0.158 -0.051 -0.063
(1.80)* (2.58)*** (2.12)** (1.49)
West -0.141 -0.042 0.021 -0.028
(4.94)*** (1.34) (1.43) (1.36)
East 0.095 0.116 0.022 -0.098
(2.59)%** (3.23)*** (1.29) (3.97)***
South -0.051 0.033 -0.011 -0.055
(1.61) (1.00) (0.70) (2.34)**
Observations 2164 2164 3282 3282
Pseudo R-squared 0.12 0.11 0.06 0.15
Wald test, 19.729 4.323 2.739 8.697

agehead=agehead2=0

Absolute value of z statistics in parentheses
* significant at 10%; ** significant at 5%; *** significant at 1%
Source: Ukraine-96 and ULMS 2004, authors’ calculations.
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Table 13: Robustness check: Probit Regressions of being consumption poor or income poor, accounting for

transition shocks
Poverty line at 4.3 USD (PPP 2000)
-- Marginal effects --

(1) 1996 (2) (3) (4)
1 2 3 4
Consumption poor Income poor Consumption poor Income poor
Log of household size 0.082 0.094 0.057 0.156
(1.91)* (2.21)** (3.95)%** (6.75)***
Share of working age -0.049 -0.119 -0.006 -0.152
females in household (0.54) (1.31) (0.16) (2.74)%**
Share of elderly household -0.016 0.046 -0.003 -0.281
members (0.24) (0.64) (0.11) (6.01)***
Share of children in -0.046 0.182 0.056 0.080
household (0.41) (1.66)* (1.41) (1.27)
Ukrainian is preferred -0.003 0.071 -0.000 0.058
language (0.10) (2.12)** (0.02) (2.61)***
Rescaled age of household -0.010 0.035 -0.026 -0.065
head (0.09) (0.31) (0.59) (0.88)
Rescaled squared age of 0.463 0.197 0.092 0.278
household head (4.54)*** (1.83)* (1.70)* (3.08)***
Highest education attained -0.024 -0.030 -0.012 -0.035
in household (6.35)*** (7.39)*** (5.60)*** (9.28)***
Female headed household 0.040 0.042 -0.004 0.148
(1.00) (1.03) (0.27) (5.10)***
Car ownership -0.129 -0.129 -0.067 -0.103
(4.09)*** (4.01)%** (5.54)*** (5.35)***
Land access -0.185 -0.012 -0.031 -0.020
(5.51)*** (0.37) (2.21)** (0.84)
Wage arrears -0.060 0.022 0.000 0.038
(2.15)** (0.81) (0.00) (1.04)
In-kind income -0.026 0.041 -0.009 0.156
(0.59) (0.96) (0.36) (3.53)%**
Forced leave 0.076 0.115 0.028 0.065
(1.39) (2.24)** (0.44) (0.62)
Unemployment 0.123 -0.001 0.024 0.247
(2.83)*** (0.02) (1.71)* (10.26)***
Town (OV: Village) 0.043 -0.071 0.030 -0.102
(1.26) (1.97)** (2.20)** (5.44)***
City 0.012 -0.136 0.025 -0.146
(0.35) (4.11)*** (1.63) (6.44)***
Kiev (OV: Center) -0.091 -0.146 -0.055 -0.032
(1.58) (2.15)** (2.27)** (0.72)
West -0.158 -0.050 0.022 -0.014
(5.04)*** (1.43) (1.48) (0.67)
East 0.123 0.115 0.021 -0.097
(2.98)*** (2.93)*** (1.25) (3.94)***
South -0.063 0.030 -0.010 -0.045
(1.80)* (0.83) (0.67) (1.89)*
Observations 1796 1796 3258 3258
Pseudo R-squared 0.13 0.11 0.06 0.18
Wald test, 21.604 3.853 2.979 9.552

agehead=agehead2=0

Absolute value of z statistics in parentheses
* significant at 10%; ** significant at 5%; *** significant at 1%
Source: Ukraine-96 and ULMS 2004, authors’ calculations.
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