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Introduction

In the course of its transition to a market system, the Russian economy has
experienced a series of shocks. It has experienced a sharp fall in output: its 1997 GDP is
almost a third less than it was ten years ago. It has suffered from rapid and continuing
inflation: over the period under study here (March 1993 to September 1996), the price level
increased 46 times. It has witnessed the appearance of open unemployment, affecting  some
10 percent of the labor force by 1997. Real wages and pensions have declined by a half
compared to their pre-transition levels, and delays in their payment have become endemic. A
few, who have either been enterprising and lucky, or politically well-connected, have
amassed considerable fortunes. As a consequence, income inequality has increased by an
unprecedented speed (the Gini coefficient has risen four to five times faster than it has
during the 1980Õs in the United States2), as has the number of families living in poverty.3

Against the background of such rapid, and economically, generally unfavorable
developments, the populationÕs views about what constitutes poverty, and what it
considers to be a minimum income Òneeded to make ends meetÓ, must have evolved as well.
Because the decline in income was sharp, it enables one to see, within a very compressed
time period, how conceptions of wellbeing and deprivation respond to abrupt changes in
income. For most people in most countries, these factors remain relatively constant over
considerable periods of time. It is therefore difficult to observe the impact of changes in
external circumstances on the formation of attitudes or expectations. The Russian experience
allows us to explore the impact of abrupt changes in circumstances.  In addition, the question
of what the population views as a minimum acceptable income has obvious political
implications: if most of the population feels poor, it is unlikely to support the reforms. This
paper will explore how the perception of the poverty line, among the population as a whole,
has changed in Russia over the period 1993-96.

Section 1. The Model: Estimating the Subjective Poverty Line

In the literature on the subjective-welfare estimation the usual specification
defines the minimum income necessary for a family (MYf) to make ends meet as a
dependent variable,4 and, in its most parsimonious formulation, total household income
(Yf) and family size (n), as explanatory variables (e.g. Hagenaars and van Praag, 1985; van
Praag and Van der Saar, 1989).

                                                
2 See Milanovic (1998, p. 40ff).

3 See, for example, Braithwaite (1997), Glinskaya and Braithwaite (forthcoming), Milanovic (1998),
Lokshin and Popkin (1998), Ovcharova, Turuntsev and Korchagina (1997).

4MYf may be considered  a point on a household cost function related to a specific welfare level umin.
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)ln,(lnln nYfctMY ff =  (1)

The minimum income necessary for a family to make ends meet is obtained from
the so-called Minimum Income Question (MIQ) such as Òwhat do you consider as an
absolute minimum net income (per period of time) for a household such as yours?Ó (see
Flik and van Praag, 1991, p.320).

Obviously, the family size influences positively the minimum income or its
Òsubjective poverty lineÓ (SPL)Ñthe terms will be used interchangeably. In addition, the
actual level of family income, which may be regarded as a proxy for familyÕs Òpermanent
incomeÓ, influences positively SPL. The rationale is that families accustomed to a higher
standard of living will, everything else being the same, have higher aspirations and hence
higher estimate of what ÒtheirÓ minimum income is. This was termed by van Praag (1971),
Òthe preference driftÓ, and its value, in a double-log formulation such as (1), will lie
between 0 and 1. If the preference drift equals 0, then the subjective poverty line becomes
an absolute poverty line. At the other extreme, when the preference drift is 1, every
increase in real income ÒexactsÓ the same percentage increase in what is perceived to be
the poverty line. The poverty line then  becomes fully relative.  Not surprisingly, most
research has yielded the values of the parameter drift between 0.4 and 0.7 (see, e.g. Flik
and van Praag, 1991, p. 325; van Praag and Flik, 1992, p. 10) which accords well with our
intuitive perception that as people get richer they set the necessary minimum higher, but
do not raise it (in percentage terms) as much as their income goes up.

Answers to the MIQ will yield a number of observations such as in Figure 1. We
fit the regression based on these observations, and the intersection of the regression and
actual income Yf (see point A in Figure 1), is defined as the ÒsocialÓ subjective poverty
line. To see why this is so, notice that households to the left of  A have an income that is
below the regression line (that is, less than ÒsocietyÓ deems needed). They are considered
poor. On the other hand, all those lying to the right of A are not ÒsociallyÓ considered to
be poor since their actual income is above the regression lineÑeven if they may consider
themselves to be poor (e.g. their required minimum income may lie at C, much above their
own income).

If we then write out (1) in log-linear form,

nYMY ff lnlnln 20 βββ ++= 1

and let MYf=Yf,

nYf lnln1( 20 βββ +=)− 1        (2)
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The elasticity of family size with respect to subjective poverty line (i.e. parameter

_ in the expression of the equivalent income, Y/n_) becomes 
1

2

−1 β
β

.

Figure 1. Determining the social poverty line

The VCIOM (All-Russian Center for Public Opinion Research) data set available
to us (see the discussion of the data set in Section 2), however, does not contain precisely
the MIQ as explained above. Instead of asking the household head for his/her opinion on
the minimum income for the entire family, the enumerator asks the question, "What
income, in your opinion, constitutes the subsistence minimum per person at the present
time?Ó This is a very general minimum income question, asking in effect for the householdÕs
view as to the  minimum income for an adult (since person is likely to be interpreted as an
adult person)Ñnot what would be the minimum income per person for that family.5 This
problem does not allow us to apply the theory sketched above in a straightforward
fashion, but to use an alternative approach.

                                                
5If the latter were the case, the problem could be easily solved. If respondents are rational, there is no

difference between asking them what is the minimum total income for their family and the minimum
per capita income for their family. The answers to the latter could then simply be multiplied by  the
number of family members to obtain the minimum family income.
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Equation (3) shows the effective formulation based on the question as asked. We
also introduce other control variables that may be relevant.

),,,,,(lnln 2* timeREGIONSETTLEMENTageageYfctAMY =                        (3)

AMY represents answers to the minimum income for an adult question, Y* the
ÒtrueÓ income level of the household (i.e. income per equivalent adult of a household); age
of the respondent; size of the settlement, and region where the family lives.6 The crucial is
ÒtrueÓ income variable. In trying to find out how people perceive, depending on their
income, what is the minimum income for an adult in Russia, we have to find income Y*
such that it accurately reflects householdÕs economic welfare. This clearly is unlikely to
be total family income since it does not take into account the number of people who share
it. It could be a per capita income, or an income per equivalent adult which accounts for
economies of size. Therefore Y* is defined as Y/nθ where θ is a parameter for economies
of size ranging from 0 (full economies of size) to 1 (no economies of size or per capita
measurement). The problem is, of course, how to determine the right θ. We argue that the

right θ (θ*) will be the one which would make the sign of the household size (n) variable
introduced as an additional control in (3) statistically not significantly different from zero.
The rationale is as follows. Once we identify the ÒtrueÓ household income, there is no
reason why householdÕs size or family composition will matter at all for what people
regard as the minimum income for an adult in Russia. We shall therefore try different
values of Y(θ*), and choose the θ=θ* that makes the coefficient on ln n in equation (3)

equal to zero. Note also that for values θ<θ*, we expect the coefficient on ln n to be
negative, because large householdsÕ economic welfare is overestimated (they are not as
rich as they seem). Their estimate of the minimum income (AMY) is therefore
systematically biased downward, which in turn leads to a negative correlation between
AMY and ln n and a negative regression coefficient. For values θ>θ*, the opposite is true
and we expect the regression coefficient to be positive (see Figure 4 below).

Including the age and age2 variables accounts for the life cycle (parabolic) effect
whereby the perceived needs increase until they reach a peak, and decrease thereafter. Since
this variable captures the age of the respondent (not necessarily the age of the household
head; see below Section 2), one must be careful with its interpretation.

We capture the importance of the environment on the perception of poverty line by
introducing the variables for the size of settlement and regional location.  People living in big
cities or richer regions (e.g. Moscow, St. Petersburg) will face higher prices and would be
expected to pitch their poverty line higher. 7 The social reference (demonstration) effect

                                                
6 The dummy variables in (3) are written in upper case.

7 Our data base is not deflated for regional price differences since regional CPIs are not available.
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may also be important in larger cities, as people seeing the wealth of others come to
expect more. Living in a harsh climate might also increase oneÕs perception of the necessary
minimum income.

Finally, we introduce time in our model in order to capture the change in the
perception of the poverty line over time.  Our hypothesis is that the subjective poverty line
will decrease as time passes on and people adapt to the new and worse conditions, and
adjust their expectations accordingly.  The period covered by our data spans 3_ years, from
March 1993 to September 1996, during which time the Russian population experienced a
severe decline in real income. The decline is estimated at 14 percent based on our Survey
results or almost 20 percent based on official (Goskomstat) monthly estimates of population
income over the same time period (see Figure 2). 8 The question we ask is whether, in
addition to the income effect, the mere passage of time, and realization of seemingly ever
worsening circumstances, will lead the public to scale down its expectation of what the
minimum ÒtolerableÓ income is. As the adaptation to the less fortunate circumstances
proceeds, we would expect that the time variable will enter negatively in equation (3).

Figure 2. Real population income, Q1/1993 to Q3/1996
(in constant March 1993 roubles; per capita; per month)

Sources: Survey per capita income calculated from VCIOM surveys. Official per capita income from monthly
Goskomstat statistics.

                                                
8 Figure 2 also allows us to note that VCIOM  Survey underestimates incomes by about 40 percent compared

to the official data, but also that the underestimation diminishes with time. Most of the difference is due
to the omission of income in kind from the Survey data.
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Section 2. The Data

We use the twenty-nine cross-sectional VCIOM (All-Russian Centre for Public
Opinion Research-VCIOM in its Russian abbreviation) data sets covering the period from
March 1993 to September 1996. The survey is a representative sample of Russian
households conducted monthly (between March 1993 and January 1994) and approximately
every second month since.  Although most of the questions in the Surveys are concerned
with the household (family), there were questions that targeted individuals.  These variables
include, among others, gender, age and education.  In most surveys, such questions are
targeted specifically to the head of the household.  Here, however, the respondent is not
necessarily the household head. The fact that the respondent need not be the household head
might have an adverse effect on the accuracy of some data (for example, the respondent may
not be fully aware of all the components of  household income).

The original data set consisted of 91,090 observations spread over 29 cross sections.
The number of observations was reduced to 80,826 after omitting the observations that did
not contain  information on family income (total or by components).  When the incomplete
observations were omitted, individual cross sections contained between 3,626 (January
1994) and 2,034 (September 1996) observations. Although the reduction of the sample size
over time was considerable it did not, according to the VCIOM staff, affect the
representativity of the sample. The sampling procedures used were improved.9

The basic characteristics of the households and respondents surveyed are given in the
Annex 2. The total family income variable was computed as a sum of income components:
main income and income from the second job, income from private sector activities,
pensions, other social transfers (family allowances, unemployment benefits, sickness
benefits etc), stipends, alimonies, income from financial papers, income from sale of self-
produced goods, and other monetary incomes.10  The all Russia monthly CPI, with March
1993 as a base, was used to deflate all the monetary variables.  We assume that the inflation
affects all regions equally since regional CPIs are not available.

In real terms, the subjective minimum income for an adult (AMY) decreased
dramatically between March 1993 and September 1996. It started by being higher than Rs.
35,000 in the early surveys and ended with Rs. 15,000 (see Figure 3).11 The Ministry of
Labor official minimum income for an adult (the prozhitochnyi minimum) remained constant

                                                
9 I owe this information to Jeanine Braithwaite.

10 For details on how total family income variable was constructed see Annex 1.

11 Calculated as an individual-weighted  average of  AMYÕs over all households See Annex 3 for more
details.
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in real terms at some Rs. 10,000.12 The gap between the two therefore steadily diminished.
At the beginning of the period, the average subjective minimum income for an adult was 3
and _ and even four times higher than the official minimum; at the end of the period, the
ratio was 1.7. The public perception of  the minimum income for an adult Russian thus
gradually became closer to the official minimum.

Figure 3.  The average subjective poverty line for an adult,  the official poverty minimum
for an adult,  and average per capita income (per month; in March 1993 roubles)

   Note:   Number of survey given on the horizontal axis. Survey years  shown immediately above. The
average subjective poverty line for an adult is the simple individual-weighted average of poverty lines (AMY)
in the surveys; the official poverty line for an adult is MinTruda Rossii all-Russia official poverty line; the
average per capita income is the average income from VCIOM surveys (same as in Figure 2).

The composition of the households, as well as the demographic characteristics of the
respondents, stayed roughly the same over time (see Annex 2 and Annex 3). The average
household, over the entire survey period, consisted of 3.1 members, with 0.7 children. For
comparison, according to the all-Russia official statistics for 1994, the average household
size was 2.84 members (Goskomstat Rossii, 1995, p.28). The average age of the Survey

                                                
12 The official  minimum is composed of a given bundle of food and non-food goods. Its slight oscillations

around Rs. 10000 at  March 1993 prices are due to the fact that the CPI that we use to deflate the
nominal monthly values of the official minimum might have at times increased faster or slower than
the cost of the minimum bundle of goods.
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respondent was 42.7 years, and he/she spent 11.2 years in school.13 59.2 percent of the
respondents were women; according to the official 1995 statistics, women accounted for 53
percent of the Russian population.

Most of the respondents (76.5 percent) lived in urban areas, a percentage quite close
to the official 1995 statistics (73 percent).  A plurality of respondents (46 percent) lived in
cities with the population less than 100,000, followed by 25.1 percent of those who lived in
cities with the population over a million. 14

                                                
13 The average duration of schooling of the population over 15 years of age calculated from the 1993

Russian Living Standard Monitoring Survey (RLMS) is a little over 9 years.
14 In order to indicate the existence of possible outliers in the data, and especially in the variables total

family income (Yf), and AMY, we create ÒflagÓ variables out1, out2 and out3.  All three variables
were computed for each cross section separately.  Variable out1 takes value 1 if variables Yf and AMY
both exceed mean plus 5 standard deviations, and zero otherwise.  Using this rule the total of 701
observation (0.87 percent of the entire sample) was flagged as outliers.  Variable out2 is equal to 1
whenever variables Yf and AMYf  both exceed the corresponding upper confidence limit of 99.5
percentile, and zero otherwise. The total of 350 observation (0.44 percent of the entire sample) was
flagged as outliers. Finally, we use the method developed by Hadi (1992; 1994) (using the hadimvo
procedure in STATA) to compute the flag variable out3.  The total of 2,634 observations is identified
as possible outliers, which represents 3.28 percent of the total sample.  While the results turned to be
robust for the exclusion of the observations (households) flagged by out1 and out2, they are somewhat
sensitive when the observations flagged by out3 are excluded.
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Section 3. Estimating the Subjective Poverty Line in Russia

We first try to estimate the ÒtrueÓ household income using different values of θ.
To do so, we run the basic model (3) including in addition to the variables shown there  ln
n, as the control variable for household size. Figure 4 shows how the coefficient on ln n
changes as θ in Y(θ)* varies from 0 to 1. For θ=0.62, the coefficient becomes equal to
zero.15

Figure 4. Coefficient of ln n as function of the economies of size parameter

We then move to the direct estimation of equation (3) using Y*= 62.0N

Y
. The

results are shown in Table 1. All the regressions are run with Huber (robust) variances to
adjust for the fact that the observations are drawn from different time-clusters (that is,
from the 29 surveys) and that variability of observations within each survey is less than if
all observations were drawn at random from the population at large. 16 Nevertheless, as
the t-values in Table 1 show, practically all the coefficients are significant at probability
far greater than 99 percent.

                                                
15 It is statistically insignificantly different from zero for a few other values around 0.6, but takes its lowest

values for θ=0.62.
16 That is, the variability of observations from the pooled cross-sections is less than if all 80,000 of our

observations were drawn from one cross-section.
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Elasticity of  the subjective poverty line for an adult  with respect to income is
0.144 for the overall sample and 0.132 in a regression that excludes Hadi outliers. 17  This
is a significantly lower value than reported by Frijters and van Praag (1994) in their study
of the former Soviet Union and Russia. For Russia in 1993 and 1994, Frijters and van
Praag, report the preference drift value of 0.62 and 0.64 respectively (somewhat higher
than the value they find for the Soviet Union in 1991: 0.41). However, these results are
not entirely comparable. Frijters and van Praag used a variant of the so-called income
evaluation question (IEQ)18 in order to obtain the left-hand side variable (Òthe Leyden
poverty lineÓ), while in our case we have as the dependent variable what people consider
to be a minimum income for an adult.

Our preference drift is also significantly lower than the value found in some
Western countries. Flik and van Praag (1991, p.327), for example, report for the
Netherlands a preference drift of 0.59; Hagenaars and van Praag (1985, p.151) report for a
collection of West European countries a coefficient of about 0.54. A part of the difference
may be due to a ÒricherÓ choice of control variables included here (regional and size of
settlement dummies) as well to the introduction the time variable. In effect, if we run a
very parsimonious formulation such as (1),19 which is basically what Hagenaars and van
Praag (1985) do, the preference drift increases from 0.14 to 0.23.

 This latter value (0.23) is almost identical to the preference drift obtained by
Ravallion and Lokshin (1998, p.30). They use what they dub the Economic Ladder
Question (ELQ) whereby individuals rank their own subjective level of living going from 1
(the poorest) to 9 (the richest). The rankings are, like in the rest of the subjective poverty
literature, explained by the underlying differences in real income. The sample they use is a
representative sample of the Russian population in 1996 and is obtained from a different
survey than ours (the Russian Longitudinal Monitoring Survey).  

The fact that two independent studies, using two different surveys, come with
very low values of the preference drift for Russia requires explanation. There are, we
believe, two possible explanations. The first is the difference in formulations. It is

                                                
17 As mentioned before, the exclusion of other outliers (out1 and out2) does not have an effect on the results

and is not shown here.
18 Under Income Evaluation Question methodology, a respondent is asked to write down what level of

income his/her family would consider to be Òvery badÓ, ÒbadÓ, ÒmiddlingÓ, ÒgoodÓ and Òvery
goodÓ. The mean of the five answers is defined as the Leyden poverty line. (More on the
methodology, see Hagenaars and van Praag, 1985; Flik and van Praag 1991). In addition, Frijters and
van Praag (1994) upgraded the reported family incomes in order to take into account unofficial sources
of income, again based on respondentsÕ subjective perception of importance of informal income
sources. Finally, a very high number of households (e.g. 2,668 out of 8,979 in the year 1991) were
simply deleted from the sample due to missing observations, and the rest of the sample was
reweighted (although the details are not given). It would thus appear that, possibly because the
quality of the survey was wanting, a large degree of ad-hoc adjustments was made.

19 Without a control for household size, for the reasons explained above.
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possible to imagine that peopleÕs views will vary less with income when they are asked
what they consider to be a minimum income for an adult in general (as in VCIOM survey)
than when they are asked what is the minimum income for their own family. In the latter
case, poor people may pitch their minimum fairly low, while the rich may find it hard to
imagine living without a relatively high income. For an abstract (adult) individual in a
country, their opinions may not be so far apart. Second, a low preference drift may also
suggest a relative homogeneity of peopleÕs perceptions, as people on the top of the
income scale do not evaluate the minimum income needed Òto make ends meetÓ so much
higher than the poor. The homogeneity, in turn, can be explained by the relatively recent
ÒexplosionÓ of income inequality which means that people who had more or less same
incomes only recently will not suddenly diverge very much in their perception of the
poverty line. Clearly, in countries (as in Western Europe) where income differences have
historically been greater and where income mobility was less (in the sense that people
with current high incomes probably had high incomes five or ten years ago), the
perception of the poverty line may differ significantly between the rich and the poor. But
in a country, like Russia, which, until recently was very egalitarian, and was then
subjected to an almost random and huge income shock, which made some peopleÕs income
increase manifold and other peopleÕs incomes drop significantly, perceptions of the
minimum income would still be relatively similar.

The economies of scale parameter (θ) is, as mentioned before, 0.62. This result
too is in sharp contrast with Frijters and van Praag (1994) finding. They report elasticity
of the family poverty line with respect to household size to be 0.2. They claim that this
low value (compared to Western Europe) Òreflect[s] the relatively cheap and good
facilities for child care in the USSR, still existing in 1991Ó (1994, p.10). However, they do
not mention that _ is composed of two elements. One is economies of size, that is, how
minimum needs increase with the number of household members (regardless of whether
they are children or adults). The second element is the cost of children. Now, while the
low cost of child care  might have pushed _ down under the socialist regime, the first, and
a more important element,  economies of size, pushed it up (see Lanjouw, Milanovic, and
Paternostro, 1998). This is because public or semi-public goods, like utilities, rent etc.
were cheap relative to private goods. The share of spending on public goods was
routinely much below the corresponding values in market economies (e.g. rent spending
accounted for a few percents of total expenditures, while its share in market economies is
15-20 percent). As shown in Dreze and Srinivasan (1995, p.27), the parameter for the
economies of scale is bounded from above by the share of spending on private goods.
Since this share was high in socialist economies, so must have _. This can be understood
intuitively too: if public goods are practically free and households spend their income
only on food, there would  scarcely be any economies of size. Thus, Frijters and van
Praag (1994) contention that a low _ in the USSR is appropriate is wrong.

However, again, our economies of scale parameter is not much different from the
one reported in Ravallion and Lokshin (1998). In the already mentioned study, they find
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the economies of scale parameter to be 0.42 (Ravallion and Lokshin, 1988, p.30) with a
standard error of 0.148.

Table 1. Regression results

Dependent variable:ln subjective minimum income for an adult (AMY)

(1) Basic equation
with Huber
(robust) variances

(2) = (1) without
Hadi outliers

(3) = (2) with Gini
coefficient

Ln equivalent
income (Y*) 1/

0.144
(24.0)

0.132
(22.3)

0.132
(22.3)

Age 0.016
(14.0)

0.017
(17.1)

0.017
(17.1)

Age2 -0.0002
(-18.9)

-0.0002
(-20.5)

-0.0002
(-20.6)

Small towns and
villages (popul.
Under 100,000)

-0.062
(-4.2)

-0.065
(-4.3)

-0.066
(-4.4)

Towns (between
100,000 and _
million)

0.064
(4.0)

0.056
(3.4)

0.056
(3.4)

Medium size cities
(between _ and 1
million)

0.058
(4.7)

0.059
(4.8)

0.0.58
(4.9)

Northern region -0.243
(-12.0)

-0.220
(-11.7)

-0.223
(-10.7)

Central and Black
Earth

-0.330
(-13.9)

-0.307
(-13.0)

-0.311
(-10.9)

North Caucasus -0.225
(-5.7)

-0.210
(-5.6)

-0.210
(-5.5)

Volga-Vyatka -0.324
(-13.1)

-0.291
(-12.3)

-0.295
(-10.6)

Volga -0.256
(-6.9)

-0.236
(-6.9)

-0.239
(-7.0)

Urals -0.194
(-7.8)

-0.179
(-7.5)

-0.182
(-6.7)

West Siberia -0.150
(-6.4)

-0.131
(-6.0)

-0.132
(-5.6)

East Siberia and
Far East

0.035
(1.6)

0.030**
(1.4)

0.028**
(1.3)

Time -0.017
(-17.7)

-0.017
(-18.0)

-0.017
(-17.3)

Regional Gini
coefficient (by
survey)

-0.054**
(-0.4)

Constant 2.889
(82.7)

2.822
(97.8)

2.847
(40.0)

Sample size 79,595 76,965 76,965
R2 (adjusted) 0.189 0.191 0.191
F value 210.6 246.9 243.4

Note:   t-values given in parentheses (under the coefficients). All coefficients are significant at the 1
percent level, except those with * which are significant at the 5 percent level, and  ** =not significant.
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For size of settlement, the omitted category is larger cities (population over 1 million).  For the
regions, the omitted variable is Moscow-city.  1/ Defined as Y/N0.62.

The parabolic age effect implies that the subjective poverty line rises with age
until a certain point, after which needs decrease. The peak obtains at around 40 years of
age, some 4 _ years later than reported by Frijters and van Praag (1994, p. 11). However,
since the variable captures respondentÕs age, it may not be representative of the
household age composition.

The dummy variables adjust for the size of the settlement where the family lives,
and region. For the size of settlement, the omitted category is larger cities (with over 1
million population). The subjective poverty line is lower in small towns and villages.
Surprisingly, the perceived minimum income for an adult is higher in towns and medium
size cities than in the very large metropolitan areas. We would expect that the ÒneedsÓ
increase monotonically with the size of  settlement, be it because the cost of living is
higher or the demonstration effect is greater. The absence of this regularity for the large
metropolitan areas may be due to the fact that some of the effect is picked up by the
regional variables.

For the regional variables, Moscow-city is the omitted category. Of course,
subjective needs in all other regions except East Siberia and Far East are less than in the
city of Moscow.20 Compared to Moscow, the subjective poverty line is lower (under
ceteris paribus conditions) by between 13 percent in West Siberia, and 30 percent in
Central and Black Earth and Volga-Vyatka regions. In East Siberia and Far East, the
subjective needs are about the same as in Moscow. High poverty line in East Siberia and
Far East is explicable by the harshness of the climate (which requires higher housing and
energy expenditures) and its remoteness which means that prices of consumption goods
are higher. We discuss the difference between the regional subjective and official  poverty
lines in Section 4 below.

The variable time, measured in months with March 1993 as a starting point,
shows how the subjective poverty line for an adult has changed through downscaling of
peopleÕs expectation.21 In principle, we would expect this effect to operate through the
income variableÑlower income would, through preference drift, reduce the subjective
poverty line. But in conditions of a rapid decline in real income as in Russia 1993-96,
expectations are apparently downscaled even faster. Thus passage of each month (after
March 1993) reduced the subjective poverty line by 1.7 percent. After more than three

                                                
20 Moscow-city does not include the Moscow region, which is a part of the Central and Central Black Earth

region.
21 An alternative formulation is to use survey dummies. The results are given in Annex 5. Up to August

1993 (survey no. 6), the coefficients are positive, indicating an increasing subjective poverty line.
Then for a few months they are not significantly different from zero before turning consistently
negative, suggesting a decreasing subjective poverty line as time goes on.
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years of depression (by the Fall  of 1996), the publicÕs perception of the minimum per
capita income was about _ of what it would have been with the same real income in the
beginning of the period (Spring of 1993).22

Finally, in variant 3 (Table 1), we introduce a measure of income inequality (regional
Gini coefficient) to account for a possible increase in the subjective poverty line due to
higher  inequalityÑan influence found in Hagenaars and van Praag (1985) and explained by
the demonstration effect (greater inequality and therefore presence of higher incomes invites
people to pitch their poverty lines higher). We calculate the Gini coefficient for per capita
income for each region and for each survey (see Annex 3), and include it in the regression.
However, we find no evidence that inequality influences the subjective poverty line.

                                                
22 We introduced (time)2 variable to check if the time effect may be subsiding as surveys progressed. It was

found not significantly different from zero.
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Section 4. Comparison of  regional ÒsubjectiveÓ and official poverty lines

We have already seen (see figure 3) that the subjective poverty line for an adult
was several times higher than the official poverty line (prozhitochnyi minimum) for an
adult although the gap between the two diminished. A different question is how the
structure (rankings) of the regionalÑofficial and subjectiveÑpoverty lines differ. Table 2
shows the rouble amounts for the official and subjective regional poverty lines in 1996.
As we would expect subjective poverty lines are always higher, but the extent of how
much higher they are differs between the regions: the official poverty line is less than half
of the official one in the North Caucasus, but is almost two-thirds of the subjective line in
the North.

Table 2. Official and subjective regional poverty lines in 1996
(in 000 of March 1993 roubles)

Regions (2)
Official

poverty line

(3) Subjective
poverty line

Ratio (2):(3)

North 8.30 12.7 0.65
Central and Central Black Earth 6.55 11.3 0.58
North Caucasus 6.17 12.9 0.48
Volga-Vyatka 6.82 11.5 0.59
Volga 6.84 12.4 0.55
Urals 7.47 13.4 0.56
West Siberia 8.79 14.1 0.62
East Siberia and Far East 9.06 16.8 0.54
Moscow 10.3 16.3 0.63

Note: Official poverty lines calculated from Goskomstat Rossii (1997, Table 2.7 and Table 4.20).
Subjective poverty lines calculated from  variant 2 (Table 1 above). The subjective poverty  lines cover the
period January-September 1996.
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The implication of these regional differences is that the official poverty lines do
not accurately reflect population perception of the differences in subjective needs
between the regions.23 Figure 5 shows that if Moscow-city poverty lines, both subjective
and official, are set at 100, relative subjective poverty line for all but one region (Northern
Russia), are higher than the official. This suggests a pro-Moscow bias in setting of the
official poverty lines. For example, the official poverty line for an adult in the Caucasus is
40 percent below that of Moscow; but the public perception of the minimum there is that
it should be only 20 percent below the Moscow subjective poverty line (Figure 5).

Figure 5. Regional poverty lines: subjective and official (Moscow-city=100), year 1996

                                                
23 This despite the fact that the correlation coefficient between the official and subjective poverty lines is

0.85.
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Section 5. How many people are poor?

In this section, we look at the proportion of the poor where ÒpoorÓ are defined
according to three criteria. The first criterion defines as Òsubjectively poorÓ those
households that are poor according to their own assessment, that is households whose
view of the minimum income for an adult is greater than their actual adult equivalent
income (AMYf>Y*f  for a given family). This criterion leads to inconsistencies, in the sense
that two identical households with the same incomes may be classified as respectively
poor and non-poor depending on how they perceive own wellbeing. Furthermore, we
impose a ÒsocialÓ equivalence scale (θ=0.62) which may not correspond to the household
own equivalence scale. This is why the second criterion, the Òsocially subjectively poorÓ
is, as discussed in Section 1, used instead. This criterion defines as poor those households
whose current income per equivalent adult (Y*f using θ=0.62) is less than the social
subjective minimum income (per adult) for such a household predicted from the regression
3 (the variant with Huber-robust variances and excluding Hadi outliers). Finally, under the
third criterion, the poor are those whose current income per equivalent adult (Y*f using
θ=0.62) less  than the official all-Russia poverty line (per working adult). Figure 6 shows
the share of households who are poor according to the three criteria. We can make several
conclusions.

First, an extremely high percentage of the population (almost always greater than
60 percent) is subjectively poorÑwhatever (subjective) criterion is used. This is
consistently higher than the percentage of the poor according to the ÒobjectiveÓ criterion
of the official poverty line.

Second, there is a clear tendency for the ÒsubjectiveÓ poverty headcounts to
decrease with time. This is not surprising because we have already noted a sharp decrease
in the subjective poverty line with the passage of time. As the subjective poverty line
decreased faster than population real income, fewer people assessed themselves as poor.
This explains how the percentage of the ÒsociallyÓ subjective poor went down from 90
percent of individuals in March 1993 to less than 60  percent at the time of the last
Survey while real average per capita income decreased by 14 percent.
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Figure 6. The share of the poor individuals in total population according to
three concepts of  poverty

Note: All shares are individual-based.

Third, since real income declined while the official poverty line remained the same,
the percentage of those with income less than the official poverty line increased from a
third of the population in 1993 to more than one-half in 1995 before heading down
toward 40 percent in the late 1996.24 It is thus somewhat ironic that while the decrease in
real income has  made more people poor according to an ÒobjectiveÓ and fixed yardstick,
the same reduction in real incomes has reduced peopleÕs perception of the minimum
income they need in order to survive and has made fewer of them feel poor. This is why
the decrease in the percentage of the self-assessed poor coincided with the decline in real
income (Figure 6). The decline in the percentage of the self-assessed poor decelerated only
between mid-1994 and mid-1995 (surveys 16 to 24) when the current real income took a
further sharp dip: it required a larger than usual decrease in real income for the percentage
of the self-assessed poor to stay constant. One could say that there are two ways to

                                                
24 This percentage may not be compared with the percentage of the poor from the official Goskomstat

statistics that ranged between 22 and 31 percent over the same period (Goskomstat Rossii, 1998,
p.79), or the percentage obtained from the Russian Living Standards Measurement Survey (see
calculations by Jeanine Braithwaite in World Bank 1998, p. 5) because income in these cases is
defined to include non-cash sources while VCIOM income includes only cash sources (see footnote 8
above).
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make fewer people feel poor: to augment their real incomes fast or to reduce their incomes
equally fast. In Russia, unfortunately, it was the second alternative that happened.

Figure 6. Real per capita income (March 1996=100) and the percent of self-assessed
poor

Note: real per capita income calculated from VCIOM surveys.

Fourth, the use of the ÒsocialÓ subjective poverty line yields in all but two
surveys higher poverty headcounts than own assessment (Figure 5). That means that
some households that are ÒsociallyÓ considered poor, do not view themselves as such.25

This, in turn, indicates that there are households who are located in the triangle OAB
(Figure 1). They are to the left of the social poverty line (AB), and are thus ÒsociallyÓ
poor. However, their own assessment of minimum income is less than their actual income.
This may indicate the presence of the much-discussed pockets of social resilience and
patience that are often associated with the Russian population.

                                                
25 A caveat is in order there. Since we assume that all households have the social equivalence scale reflected

in θ=0.62, it could well be that some households whom we classify as poor according to their own
view, may in fact have a lower  θ, and thus do not regard themselves as poor. The opposite
classification mistake is possible with the non-poor households whose θ is greater than 0.62.
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Conclusions

In the three-and-a-half years (March 1993 to September 1996) covered by the
VCIOM surveys of the Russian population, real per capita income decreased by between
15 and 20 percent. This came on top of severe income contraction in 1991 and 1992.
Thus, the Russian population experienced one of severest peacetime depressions in the
20th century. At the same time, income inequality substantially increased. What
happened, under these rather exceptional conditions, to the public perception of minimum
income needed to Òmake ends meetÓ?  We would expect that the subjective poverty line
would decrease too. Indeed, the time variable was found significant as each month lowered
the subjective poverty line by 1.7 percent. Thus, after more than three years of
depression, the publicÕs perception of  a minimum income for an adult to survive was
about _ of what it would have been with the same real income in the beginning of the
period. Yet the cross-sectional Òpreference (income) driftÓ parameter was relatively low,
at slightly less than 0.15: each percent of real income decrease would, on average, reduce
public perception of the poverty line by 0.15 percent. Some of the ÒsluggishnessÓ is due
to the inclusion of the time variableÑa mere passage of time amid seemingly never
improving circumstances led the population to downscale its expectations. However, even
after dropping the time variable, Òincome driftÓ remains low (0.23) in comparison to West
European countries, where it ranges between 0.4 and 0.7. This seems to suggest a relative
homogeneity of  peopleÕs perception of the subjective poverty line (for an adult Russian).
Those on the top of the income scale do not evaluate the minimum income needed to
survive so much differently than the poor. This is in turn explicable by either (or both)
the poverty line question formulation that implicitly addressed the needs of an adult, or
relatively recent ÒexplosionÓ of income inequality. The question formulation might have
influenced the answers in the sense that the rich and the poor individuals might differ less
when asked to assess how much an abstract  person needs in order to survive than when
asked how much they themselves need. The recent increase in inequality might mean that
people who had more or less same incomes until only recently will not suddenly diverge
very much in their perception of the poverty line.

We also find that subjective needs vary as function of the region. The poverty line
is the highest in East Siberia and Far East, and Moscow city. The poverty line in other
regions is less between 13 percent (West Siberia) and 30 percent (Central and Black Earth,
and Volga-Vyatka) than in Moscow-city. These differences are smaller than the
differences in the official regional poverty lines. This suggests the existence of a pro-
Moscow bias in the setting of the official poverty lines.

A very high percentage of the population (always in excess of 60 percent)
considered itself poor using the ÒsocialÓ subjective poverty line. The percentage of the
subjectively poor tended to decline as the minimum income itself was reduced. We thus
faced a somewhat unusual situation that the percentage of the subjectively poor decreased
more or less in step with reduction in peopleÕs real income. Only larger than usual income
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decreases were ÒneededÓ to jolt the populationÑthat is to keep the percentage of the
poor unchanged. It is also noteworthy that the percentage of the self-assessed poor was
always lower than the percentage of the poor according to the ÒsocialÓ subjective poverty
line. This suggests the presence of the pockets of the population who regarded  own
income as adequate, while, in the view of the public perception of the minimum income,
they were deemed Òpoor.Ó These last two findingsÑthe decline in the percentage of the
subjectively poor as real income went down, and the lower percentage of the self-assessed
than ÒsociallyÓ subjective poorÑsuggest two mechanisms of adaptation to the worsening
circumstances: (1) reduction of what people perceive to be a minimum income needed for
survival, and (2) the existence of  very modest (less demanding) pockets of the
population.
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Annex 1. The construction of  the  income variables

The VCIOM data set contains a number of income variables that are measured on
both individual and household level. Two reported income variables are individual:
individual main income (main_inc) and individual income from the second job (sj_inc).
Household (family) income components include family main job income (mj_inc), family
income from the second job (sj_inc2), income from private sector activities, pensions,
other social transfers, stipends, alimonies, income from financial papers, income from sale
of self-produced goods, and other monetary income.  

The total family income (tot_inc) variable is also included in the data set and it is
supposed to be equal to the sum of family income components,.  This however is  rarely
the case.  In a number of cases, the tot_inc was reported missing although the income
components were available.  Also, in a number of cases even though all the income
components were missing, the tot_inc took a positive value. Furthermore, there were
inconsistencies in reported individual and family main income (i.e. between main_inc and
mj_inc), as well as between individual and family second job variables (i.e. sj_inc and
sj_inc2).

For that reason, we chose to recompute the total family income (variable tot) as a sum
of family income components, that is as a sum of mj_inc, sj_inc,  and income from private
sector activities, pensions, benefits and subsidies, stipends, alimonies, income from
financial papers, income from sale of self-produced goods, and other monetary income.
This was done as follows:  

•  The individual main income variable before April 1994 (the number of survey,
n_survey=13) corresponds to the variable main_inc, and to the variable main_in2
thereafter (the two variables have same definition, only the name has been changed).
Thus, for n_survey > 13, we replace the value of main_inc with main_in2.  However,
there is no data available for November 1995 since there was no question concerning
the main income in that survey, and therefore we do not have observations on the
main individual income for that survey.

•  Family main income (mj_inc) and income from the second job (sj_inc2) variables are
to be at least equal to the corresponding variables for the individual.  Therefore, where
the data on family income was missing or less than the individual income, we replace
the value of the family income with the observation on individual income.

In cases where all the income components are missing, we replace our tot with
VCIOM computed total income (tot_inc).  Also, where tot<tot_inc, we take the value of
tot_inc.  Although the code book reports that Ò0Ó should be treated as a missing variable
(NA), both  true zero and missing responses seem to be coded as Ò0Ó.  We didnÕt attempt
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to distinguish between the two, since the efforts in that direction were unlikely to be
fruitful.  

Variable list:

lnyp: logarithm of poverty line, minimum real subsistence level per (adult)
person in Russia

lnyf: Logarithm of total real computed family income;
lnfs Logarithm of family size
famsize1-5: Dummies for the family size;
age, age2: age and age square;
rd1-9: Regional dummies:

− rd1 - 1 if North
− rd2 - 1 if Central and Central Black Earth
− rd3 - 1 if North Caucasus
− rd4 - 1 if Volga-Vyatka
− rd5 - 1 if Volga region
− rd6 - 1 if Urals
− rd7 - 1 if West Siberia
− rd8 - 1 if East Siberia and Far East
− rd9 - 1 if Moscow-city;

shpen: Share of real pension in the real total income (to avoid large number of
missing variables, we treat missing observations for pension as zero);

sizes1-4: Size of the settlement:
− sizes1 - settlements with the number of residents less than 100,000
− sizes2 - from 100,000 to 500,000
− sizes3 - from 500,000 to 1,000,000
− sizes4 - 1,000,000 and more;

educ1-9: Dummies for education groups:
− educ1 - primary and less than primary
− educ2 - incomplete secondary
− educ3 - complete secondary without a diploma
− educ4 - technical college and less than secondary
− educ5 - complete secondary with diploma
− educ6 - technical college plus secondary education
− educ7 - vocational college, secondary or vocational education
− educ8 - three to four years of university
− educ9 - university completed
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Annex 5.  Regression results with cross section dummies

Dependent variable: ln subjective minimum income for an adult (AMY)

(1) Basic
equation with
Huber (robust)
variances

(2) = (1)
without Hadi
outliers

(4) = (3) with
Gini coefficient

Ln family income
1/

0.139
(39.0)

0.127
(36.7)

0.123
(35.1)

Age 0.016
(18.5)

0.017
(20.6)

0.018
(21.4)

Age2 -0.0002
(-23.9)

-0.0002
(-26.0)

-0.0002
(-26.9)

Small towns and
villages
(population
under 100,000)

-0.062
(-7.9)

-0.065
(-8.8)

-0.064
(-8.5)

Towns (between
100,000 and _
million)

0.066
(7.5)

0.577
(6.9)

0.058
(7.0)

Medium size
cities (between _
and 1 million)

0.060
(5.7)

0.060
(6.0)

0.060
(6.0)

Northern region -0.243
(-24.1)

-0.221
(-23.4)

-0.222
(-23.5)

Central and
Black Earth

-0.330
(-29.4)

-0.309
(-29.1)

-0.311
(-29.3)

North Caucasus -0.225
(-18.3)

-0.211
(-18.0)

-0.214
(-18.4)

Volga-Vyatka -0.324
(-25.5)

-0.292
(-24.1)

-0.294
(-24.2)

Volga -0.257
(-21.8)

-0.238
(-21.3)

-0.241
(-21.6)

Urals -0.194
(-18.0)

-0.180
(-17.7)

-0.180
(-17.8)

West Siberia -0.147
(-12.4)

-0.128
(-11.4)

-0.130
(-11.6)

East Siberia and
Far East

0.034
(2.7)

0.027*
(2.3)

0.029*
(2.5)

Gini coefficient -0.033
(26.7)

Survey 2 -0.003**
(-0.2)

-0.006**
(-0.4)

0.115
(7.5)

Survey 3 0.116
(6.6)

0.085
(5.2)

0.065
(3.9)

Survey 4 0.144
(8.5)

0.135
(8.5)

0.266
(18.8)

5 0.123
(7.1)

0.097
(5.9)

0.093
(5.7)
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6 0.626
(3.7)

0.515
(3.2)

0.061
(3.8)

7 0.026**
(1.5)

0.012**
(0.8)

0.091
(6.4)

8 -0.014**
(-0.8)

-0.033*
(-2.1)

0.042
(2.8)

9 -0.021**
(-1.2)

-0.022**
(-1.4)

0.097
(6.7)

10 -0.060
(-3.5)

-0.057
(-3.6)

0.134
(9.8)

11 -0.099
(-5.8)

-0.096
(-6.1)

-0.204
(-11.2)

12 -0.122
(-7.4)

-0.116
(-7.4)

-0.093
(-6.1)

13 -0.173
(-9.9)

-0.168
(-10.1)

-0.113
(-7.2)

14 -0.123
(-7.0)

-0.122
(-7.3)

0.035*
(2.3)

15 -0.099
(-5.7)

-0.098
(-6.0)

-0.011**
(-0.8)

16 -0.195
(-11.1)

-0.199
(-11.9)

-0.302
(-16.1)

17 -0.098
(-5.6)

-0.078
(-4.7)

-0.068
(-4.1)

18 -0.249
(-14.0)

-0.236
(-13.8)

-0.122
(-7.9)

19 -0.383
(-19.5)

-0.377
(-19.9)

-0.281
(-15.9)

20 -0.455
(-24.5)

-0.444
(-24.8)

-0.278
(-17.3)

21 -0.395
(-21.9)

-0.399
(-23.4)

-0.390
(-23.1)

22 -0.393
(-21.9)

-0.390
(-23.0)

-0.393
(-23.2)

23 -0.370
(-21.2)

-0.371
(-22.4)

-0.256
(-17.2)

24 -0.445
(-24.9)

-0.447
(-26.5)

Dropped

25 -0.391
(-22.4)

-0.386
(-23.3)

-0.274
(-18.4)

26 -0.455
(-25.4)

-0.440
(-25.5)

-0.401
(-24.3)

Survey 27 -0.638
(-35.6)

-0.640
(-38.1)

-0.686
(-38.9)

28 -0.580
(-32.0)

-0.585
(-34.2)

-0.531
(-32.8)

29 -0.615
(-33.7)

-0.611
(-35.4)

-0.575
(-34.5)

Constant 2.774
(106.1)

2.720
(110.1)

1.204
(22.7)

Sample size 79,595 76,965 76,965
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R2 0.462 0.489 0.490
F value 1661.1 1782.5 1745.7

Note: t-values given in parentheses (under the coefficients). All coefficients are
significant at the 1 percent level, except those with * which are significant at the 5 percent
level, and  ** =not significant.

For size of settlement, the omitted category is larger cities (population over 1
million).  For the regions, the omitted variable is Moscow-city.   1/ Defined as Y/N0.62.


