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Abstract
%

T his paper investigates th e  rôle o f th e  social safety n et and  labou r m ar venter 1 x ?  

on th e  decline in fam ily cash welfare th a t occurred du rin g  th e  period  199^

D raw ing on th ree  cross sections of th e  R ussian Longitudinal M onitoring  Survey, we 

find that, th e  decline in living s tan d a rd s  may largely be explained  by changes in the  

labou r m arket. Am ong these changes, reductions in the  re tu rn s  to  th e  tim e  sp en t in 

em ploym ent and  increasing frequency of wage arrears a re  m ost im p ortan t , m ore so 

th a n  increases in unem ploym ent or th e  fall in real wages am ong workers who were 

fully paid. T he con tribu tion  of falling s ta te  transfers to  falling living s tan d a rd s  is 

nonetheless substan tia l. We also find th a t th e  sources o f th e  decline in household 

welfare vary su bstan tia lly  across quintiles.

Key words: Russia, living standards, inequality, welfare programs.
JEL Classification: D31, 132, 138.
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1 Introduction

Several years of high inflation, a serious collapse of economic activity, 
and late or even non-payment of wages and social transfers are among 
the characteristics that have dominated Russia in transition. It is scarcely 
possible to imagine ex ante what would have been the welfare - let alone 
the political - consequences of the economic changes experienced in Rus­
sia over the past several years. As the old political regime crumbled, 
inflation surged and output fell precipitously. This occurred together 
with the collapse of internal and external trade and a rapid rise in the 
fiscal deficit. The most critical developments for individuals and house­
holds were continuing high inflation until 1995. severely depressed levels 
of economic activity throughout much of the economy, and sharp declines 
in real earnings.

As shown in Figure 1. very high consumer price inflation emerged 
following the liberalisation of prices in early 1992. amounting to some 
2.500 percent in 1992. 840 percent in 1993. and then declined substan­
tially to 215 percent in 1994. 131 percent in 1995 and 22 percent in 1990 
(Russian Economic Trends). This was reflected in the surging cost of 
the minimum subsistence basket, which rose from 635 Roubles in Jan­
uary 1992 to 379.000 Roubles in December 1990. The break-up of the 
centrally planned system together with high inflation and the consequent 
economic uncertainty have also contributed to a sharp collapse in output. 
As shown in the same Figure 1. recorded GDP fell by more than 40 per­
cent between 1991 and 1996. This official figure is supported by enterprise 
level surveys (Commander et al 1995). The scale of the drop places Rus­
sia among the worst affected of the formerly planned economies, where 
reported GDP declines during the same period range from 11 percent in 
Poland to 57 percent in Lithuania (De Melo et al 1995).

In this context of deep economic crisis, there was a sharp fall in 
living standards. Several studies have already begun to assess the devas­
tating welfare implications of these changes at the aggregate level (see.
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e.g. Braithwaite and Klugman. 1998. Milanovic 1998: Ovcharova 1998: 
Klugman. 1997: Dovle. 1997: Popkin et al. 1996). Available evidence 
does consistently point to a large increase in the number of poor: from 
119c of the population in 1989 to over 30/7 in 1995 using official (Goskom- 
stat) figures, and circa 40% using nationally representative data from the 
Russian Longitudinal Monitoring Survey1 . Whilst most of the earlier 
studies have focused on the incidence of poverty and characteristics of the 
poor, little attention has been paid to a formal empirical investigation of 
the decline in cash consumption among the entire population and varia­
tions in the decline at different points in the expenditure distribution.

The aggregate data from Russian Economic Trends reported in 
Figure 1 show a substantial decline in family consumption since inde­
pendence. The fall in consumption was particularly dramatic at the 
early stage of the transition: almost 40 percent in 1992. The trend was 
reversed in 1993 and 1994. but family consumption declined again bv 
nearly 6 percent in 1995 and remained unchanged in 1996. Turning to 
the Russian Longitudinal Monitoring Survey provides an even more im­
pressive picture of the fall in living standards. Between 1994 and 1996. 
the period for which we have available micro data, the ratio of family cash 
expenditures over the poverty line fell by about 20 percent. The decline 
in cash welfare was however not spread equally across all households. 
Among the better-off. as measured by the fourth quintile of the adjusted 
expenditure distribution, the ratio declined by 19 percent. Among the 
worst-off. however, in the bottom quintile, the ratio fell by more than 
25 percent. This finding, which is consistent with previous studies that 
looked at inequality (Milanovic. 1998: Fleming and Micklcwright. forth­
coming). naturally raises questions about the respective roles of public 
social transfers and labour market events, and how these account for the 
fall in adjusted cash consumption for families with different welfare po­
sition.

'A ll figures are relative to  the official national poverty line except 1992 Goskomstat 
(based on the old Soviet social minimum).

2
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In this paper, this question is addressed by quantifying the rela­
tive contributions of the erosion of the social safety net and the changing 
labour situation on the decline in household cash welfare at different quin­
tiles of the expenditure distribution. Given the impossibility of accessing 
comparable micro data since the beginning of transition, the analysis is 
unfortunately restricted to the period 1994-1996. As was shown above, 
however, the decline in family welfare that occurred during this short 
period is only a small fraction of the overall decline that Russian families 
have experienced since the beginning of transition. In order to use more 
information from the expenditure-to-needs ratio, we start by applying 
quantile regression methods in order to relate, for different quintiles, the 
expenditure-to-needs ratio to a set of transfer income and labour market 
variables. The declines in the fitted values of these ratios are then de­
composed into changes in social transfers and labour income, and changes 
in the way these factors have affected expenditures. The decomposition 
method employed is a technique of growth accounting which is often used 
in wage discrimination analysis (Blinder 1973: Oaxaca. 1973). and used 
bv Gomulka and Stern (1989) to explain the growth of married women's 
labour force participation in the UK over time.

This paper is organised as follows: in Section 2. we present the 
data and some summary statistics concerning family welfare and the 
potential factors associated with the decline in the welfare ratio. We 
also introduce the concepts of well being used in the analysis, and the 
statistical procedure that is followed to decompose changes over time. 
Section 3 presents the main results. Section 4 concludes.

2 D ata , C oncepts and M eth od ology

2.1 D ata

The data source exploited for this analysis is the Russian Longitudi­
nal Monitoring Survey (RLMS), rounds V-VII. The relevant dates were

3
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Figure 1: Changes in GDP. Inflation and Consumption: 1991-96 (per­
centage)
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November 1994-January 1995 (round V). October-December 1995 (round 
VI). and October-December 1996 (round VII). Since several households 
are followed during the period 1994-96. the RLMS can also be used as 
a panel. However, for the purpose of this empirical analysis, the three 
rounds are used as a time-series of cross sections. The RLMS data are 
intended to be representative of the whole population, and thus the dif­
ferent rounds represent a good opportunity to study poverty over time 
in Russia. We utilise both information collected on households as well 
as extensive information at the individual level. For example, expen­
ditures and sources of income refer to those reported at the household 
level, whilst additional information on the labour force status of house­
hold members was derived from individual raw data. The analysis was 
limited to families headed by an adult and reporting positive expendi­
tures on food. After data cleaning, we were left with a sample size of 
3743 household-level observations for round V. 3574 for round VI. and 
3525 for round VII.

2.2 C onsum ption A ggregate

In this analysis, our monetary indicator of household welfare is derived 
from family cash consumption, as opposed to total expenditures. We 
are in fact primarily interested in looking at the impact of falling cash 
income, from the labour market and the safety net. on the capacity for a 
family to use its revenue to purchase goods and services according to its 
needs, and this leads us to focus on cash expenditures. Our welfare indi­
cator aggregates the total cash expenditures on food and non-food items 
of the household in the month preceding the survey. We exclude the im­
puted expenditures represented by the consumption of home-produced 
goods (such as food), as well as expenditures on consumer durables and 
savings.

The relative importance of each of these consumption items is re­
ported in Table 1 by quintile of the log welfare ratio (see definition below).

o
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Cash consumption represents the major component of total expenditures 
in the RLMS. and its share tends to have increased between 1994 and 
1996. The imputed value of home-produced food is another important 
component of total consumption, in particular among families with low 
cash expenditures. As shown in Table 1 though, this item has decreased 
over the period, but this may be the consequence of the fall in the relative 
prices of home produced goods. In contrast, expenditures on durables 
and savings represent only a very small fraction of the consumption ag­
gregate.

Focusing on cash expenditures is arguably a narrow dimension of 
welfare, especially in Russia where the extent of the barter economy is 
large, and where the actual level of consumption is higher than cash ex­
penditures given the importance of home production. However, there 
are several reasons for excluding home production and focusing on cash 
welfare in our case.

First, if we want to recover the impact of changes in cash income 
on the capacity for a family to use this cash income to purchase goods 
and services, we need to exclude non-cash consumption such as home 
produced goods. Another argument for exclusion is that home produced 
food may be endogenous to low monetary income, if home production 
is a coping mechanism. In the RLMS. we do find a negative correlation 
between labour income and home production during the period 1994 to 
1996. and a negative correlation between public transfers and home pro­
duction in 1995 and 1996. Hence over time, the impact of falling cash 
transfers and labour income on cash expenditures could have been par­
tially offset by an increase in home production. This substitution effect 
would not appear in the overall level of the welfare indicator if one in­
cludes home production. However, it would be wrong to conclude that 
there is no cause to worry about the decline in cash expenditures if these 
expenditures were partially compensated by an increase in home produc­
tion. and ignore the fact that the ability of families to purchase goods and 
services has declined. For some families, growing food is a regrettable ne­
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cessity. and there are some strong negative effects associated with home 
production, both in terms of forgone leisure and constraints imposed on 
the consumption choice.

The two other groups of items that we have excluded are consumer 
durables and savings. Even though these items are a strong signal of 
ability to purchase goods and services, they make household compar­
isons difficult. Expenditures on durables are lumpy and some households 
may have used their savings to buy consumer durables in an earlier pe­
riod than the month preceding the interview, the interval for which the 
consumption aggregate is constructed. However, as shown in Table 1. ex­
penditures on consumer durables and savings are relatively low in Russia 
and their exclusion should not underestimate family cash welfare too 
much.

Lastly, our definition of cash consumption does not impute either 
expenditures on subsidised social services nor on owner-occupied hous­
ing. The latter omission should not have a dramatic impact, since rental 
expenditures remain low in mid 1990s at least relative to Western norms2. 
The treatment of social services (health care and education) is possibly 
more problematic -  however, since subsidised services are fairly univer­
sally available, welfare comparisons between households should not be 
affected too much.

2For example, in late 1995. average expenditures on rents and utilities corre­
sponded to less than  4.59? of to ta l expenditures so so the omission of the  im puted 
value of expenditures on owner-occupied housing should not affect welfare compar­
isons across households too much.
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Table 1: Consumption items by quintile of the log welfare ratio (in per­
cent).

Items Q20 Q40 Q60 Q80 Q100
1994 1996 1994 1996 1994 1996 1994 1996 1994 1996

Cash consumption 66.4 71.7 80.3 87.4 84.9 89.2 85.3 90.4 87.7 88.2
Home production 29.3 25.6 14.7 9.9 10.1 8.0 8.9 5.1 0.8 7.6

Durables 2.0 1.3 2.5 1.7 2.2 1.4 2.5 2.3 2.8 2.3
Savings 2.3 1.4 2.5 1.0 2.8 1.4 3.3 2.2 2.7 1.9

Total 100 100 100 100 100 100 100 100 100 100
Source: RLMS rounds V. VI and VII.
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2.3 The W elfare R atio

In the previous section, we presented the way we constructed a cash con­
sumption aggregate to measure the ability of a family to purchase goods 
and services. We need however to adjust this consumption aggregate 
for household needs. An increasingly common practice is to follow the 
welfare ratio approach and to divide our consumption aggregate by a 
poverty line specific to each household. The use of the welfare ratio has 
been recently discussed by Ravallion (1998) and Deaton and Zaidi (1999). 
One argument for the use of the welfare ratio is that it has a straightfor­
ward theoretical link to total expenditure. It also measures well-being on 
a continuous scale, contrary to the traditional binary poverty measure. 
This makes distributional analysis easier. The poverty line used to adjust 
household cash expenditure in order to obtain a measure of family cash 
welfare is discussed below.

2.4 The Poverty Line

In Russia there is an official national poverty line (referred to as the Min­
imum Subsistence Income or MSI) that has been in use since 1992. In 
the present analysis, we used the regional poverty lines that are based on 
a similar methodology as that used to derive the national threshold, with 
several important adjustments. First, variation in the level of regional 
prices and regional inflation is taken into account. Second, the actual 
composition of the underlying food basket varies according to observed 
regional consumption patterns3. Third, the different needs of families of 
varying composition and size are taken into account through the inclu­
sion of both equivalence scales and economies of scale, as explained below.

As noted above, high rates of inflation have characterised much of 
the period of transition in Russia. Moreover there was significant varia-

3 See Popkin et al (199G) for an elaboration of the approach used. Note that the 
consumption patterns were those of the second lowest income decile, collected by the 
official Family Budget Survey.
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tion in regional rates of inflation (Stewart 1997). This is one argument 
for standardising household expenditures by regional poverty lines.

The official poverty line accords implicit equivalence scales to differ­
ent age and gender groups (children under IS. male 18-59. female 18-54. 
male 60 and above, and female 55 and above). These depend partly 
on value judgements and the weight attached to the needs of different 
groups in the population. This has some crucial effects on the results. 
For example, since it gives less "weight" to the elderly whose minimum 
subsistence needs are deemed to be lower than those for prime age adults 
and children, the proportion of the old who are observed with low living 
standards is obviously affected.

Economies of scale in family consumption arise when the incremen­
tal costs of an additional member fall because the costs of the household 
-  such as rent and utilities -  can be "shared" among an increased num­
ber of members. Whilst the principle is clear, the exact extent of such 
economies is an empirical question. Prior to the economic reforms and 
early in the transition in Russia, the extent was arguably limited given 
the low relative prices of. and hence expenditures on. rent and utilities 
(see footnote 2 above). As the transition has proceeded there is more of 
a case for the inclusion of economies of scale. The regional poverty lines 
constructed as part of the RLMS data set used in this analysis incorpo­
rate economies of scale. The calculations underlying these adjustments 
were based on the so-called Rothbarth approach4.

The economies of scale adjustments incorporated in the RLMS data 
set are such that the poverty line for a family of two is only 0.89 that 
of an unadjusted threshold obtained as the sum of the regional Mini­
mum Subsistence Income of two adults. This falls with additional family

4The R othbarth approach is based on the estim ation of demand functions for so- 
called adult goods: see Popkin et al (1996) for details of what was done in Russia. It 
differs from the more conventional m ethod associated with Buhm an et al (1986) that 
has been adopted by the OECD and others.
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members, so that the fifth to eighth member of the household "count" 
for only about 0.7. As we might expect, these adjustments reduce the 
poverty head count. Specifically, in late 1994. the use of regional poverty 
lines adjusted for economies of scale reduces the poverty head count bv 
some 15 percentage points below that found using a national poverty line 
which neglects scale economies. The profile of poverty is also significantly 
affected, reducing the representation of children and young adults among 
the poor.

The choice of equivalence scales and economies of scale are in­
evitably subject to debate. For example, under the RLMS approach 
the needs of a three-person household comprising a mother and two chil­
dren would be subject to the same economies of scale adjustment as a 
two-parent, one-child household. Whether or not this is the most appro­
priate treatment is a question that we do not investigate here.

Recall however that the choice of a poverty line may not be innocu­
ous. The choice of scaling included in the regional poverty line could 
affect the correlates of the welfare ratio. Even though decisions about, 
for instance, regional price adjustment and economies of scale are often 
subject to discussion, it seems essential to know whether the results are 
robust to the choice of alternative parameters. For this reason, a sen­
sitivity analysis of key results to different consumption adjustments is 
performed.

2.5 Sum m ary Statistics

2.5.1 The expenditure-to-needs ratio

The expenditure-to-needs ratio fell by an average of 20 percent between 
1994 and 1996. from 3.31 in 1994 to 2.71 in 1995 and 2.64 in 1996. And 
this is of course only a small fraction of the decline in living standards that 
has occurred since the beginning of the transition. In other words, aver­
age cash household expenditures, as defined above, represented in 1996
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only about two and a half times the average poverty threshold. Whereas 
in 1994 expenditures averaged more than three times the poverty line. 
However, as shown in Figure 2. the decline in the ratio was not spread 
equally. At the bottom quintile, the ratio fell by more than 25 percent. 
At the top quintile, however, the ratio declined somewhat less, by about 
19 percent.

The deterioration in household welfare was concentrated between 
1994 and 1995. but has continued through to 1996 for the Hist three quin­
tiles. Among families at the top quintile of the expenditure distribution, 
however, the decline was reversed after 1995.

The scale and the timing of this deterioration is partly explicable 
by macroeconomic factors. The level of inflation and the extent of the 
decline in output have been more limited in 1995 and 1996. compared 
with 1994. The quarterly inflation rates were still high at 37 percent in 
November 1994-January 1995 (Round V) but then dropped sharply to 8 
percent in October-December 1995 (Round VI) and 3 percent in October- 
December 1996 (Round VII) (Russian Economic Trends. 1997.2). In 
turn, the decline in recorded GDP was about 13 percent in 1994. but 
only 4 percent in 1995. and 5 percent in 1996.

2.5.2 Possible factors associated with falling cash consumption

In order to isolate the respective contributions of the safety net and the 
labour market to the decline in adjusted family expenditures, we distin­
guish between the income changes due to changes in public and private 
transfers, and changes due to labour market events. The definitions of 
all the variables used in this empirical analysis are presented in Table 
2. Given the impossibility at the time of the study of accessing reliable 
monthly regional price indices for the period 1994-1996, all the income 
variables are adjusted to June 1992 prices using a national index. The 
mean values of all the explanatory variables are presented in Table 4. 
The overall decline in average income broken down by income sources is
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Figure 2: Decline in cash expenditure-to-needs ratio
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depicted in Figure 3.
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Labour market events The past several years of economic tran­
sition in Russia have been associated with enormous changes in the labour 
market. Falling output, increasing consumer prices, and tightening firm 
budget constraints have all contributed to the sharp decline in the level 
of real wages depicted in Figure 3.

In late 1996. overall labour income represented only about 80 per­
cent of its 1994 values, even though the sharp fall between 1994 and 1995 
was partially reversed in late 1996. In Table 3. we have represented the 
composition by income of each of the five quintiles of the log welfare ra­
tio in 1994 and 1996. This table shows that labour income represented 
a higher share of total income for those families with high cash expendi­
tures. However, the relative share of labour income has increased slightly 
at the bottom of the expenditure distribution. A priori, this overall de­
cline in labour income could reflect a combination of factors, such as 
reduced time spent working among the employed, increases in both open 
and hidden forms of unemployment, increased incidence of wage arrears, 
and falling real wages even among those individuals who were fully paid. 
Trends with respect to each factor are examined below.

As reported in Table 4. the average among household members of 
the hourly wage rate for those household members who reported no wage 
arrears has remained practically unchanged between 1994 and 1996. The 
initial fall from 29 roubles in 1994 to 25 roubles in 1995 was almost re­
versed by an increase in late 1996. In other words, workers who were 
not affected by wage arrears usually experienced a decline in their real 
wages between 1994 and 1995. but the trend was reversed after that. In 
Table 5. we have reported the mean value of the labour market variables 
for different percentiles. This table shows that among the better-off, as 
measured by those households situated above the 80th percentile, the 
wage rate has tended to increase while at the bottom of the distribution, 
the wage rate has declined.

Interestingly, the monthly hours spent in primary and secondary
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employment by household members who were supplying positive hours 
show an increase of the order of 6 percent between 1994 and 199C. This 
increase is observed at all quintiles. This finding suggests that the main 
source of the overall decline in labour income is not a reduction in the 
employment hours of the working family members.

What then can explain the large fall in labour income? We would 
expect that increased unemployment is likely to have contributed to the 
observed decline. Unemployment has been shown to be a significant 
explanatory factor in the profile of Russian poverty (Commander and 
Yemtsov. 1997). During the two year period under investigation, open 
unemployment in the sample increased from 7.7 percent of the labour 
force in 1994 to 9.1 in 1996. At the household level (Table 4). the share of 
unemployed members among working age adults increased from 7.4 per­
cent in 1994 to 8.6 percent in 1996. But this hides substantial differences 
across quintiles. As shown in Table 5. the incidence of unemployment is 
much higher at the bottom of the expenditure distribution. At the same 
time, the share of household members spent on compulsory unpaid leave, 
which has been identified as a form of hidden unemployment (Standing. 
1997). has remained quite low on average, with higher rates at the bot­
tom of the expenditure distribution.

Although open unemployment has indeed risen, earlier studies and 
anecdotal evidence (Alfandari Schaffer. 1996: Lehmann et al. 1998: 
Desai <k Idson. 1997) have concluded that adjustment on the quantity 
side of the labour market has been limited relative to the scale of output 
decline. In late 1996. the rise in unemployment was indeed low compared 
with other European countries in transition (Commander 1996). Wage 
arrears tend to have been the dominant form of labour market adjust­
ment in Russia.

Payment arrears have in fact become a widespread problem in a 
number of former Soviet countries, including Russia. Ukraine. Armenia. 
Georgia and Moldova. The phenomenon has on occasion threatened po­

18

©
 T

he
 A

ut
ho

r(s
). 

Eu
ro

pe
an

 U
ni

ve
rs

ity
 In

st
itu

te
. 

D
ig

iti
se

d 
ve

rs
io

n 
pr

od
uc

ed
 b

y 
th

e 
EU

I L
ib

ra
ry

 in
 2

02
0.

 A
va

ila
bl

e 
O

pe
n 

Ac
ce

ss
 o

n 
C

ad
m

us
, E

ur
op

ea
n 

U
ni

ve
rs

ity
 In

st
itu

te
 R

es
ea

rc
h 

R
ep

os
ito

ry
.



litical stability, at least according to Western press reports about delays 
in payment of wages to Russian coal miners, to take the best-known ex­
ample. In the RLMS. the share of workers in the household reporting 
the non payment of their wage in the preceding month increased by 60% 
from 16 percent in 1994 to more than 24 percent in 1996. Again, how­
ever. the incidence of wage arrears was much higher at the bottom of the 
expenditure distribution, suggesting that this factor substantially alters 
family cash consumption. It is however difficult to measure the real ex­
tent of wage arrears and its associated impact on welfare: some workers 
were actually paid, but not completely, so that the share of individuals 
reporting the non payment of their wage is only a small fraction of the 
people affected by wage arrears. Also, though the data provide some in­
formation on the overall amount of wage arrears, looking at the impact of 
this variable on the expenditure-to-needs ratio is misleading. We do find 
in fact a surprisingly positive correlation between the amount of wage 
arrears and cash expenditures, but this reflects the fact that people with 
high contract wages and high expenditure levels are at the same time 
more likely to report higher amounts of wage arrears.

Public transfers An extensive range of benefits was inherited 
from the Soviet period and most families continue to receive some pub­
lic income support. In late 1996. public transfers represented about 30 
percent of the income of the poorest (Table 3).

However in the context of deep economic crisis, the government's so­
cial policy has failed to stem the rise in poverty. Between 1994 and 1996, 
the average real value of public social transfers per households dropped 
by more than 30 percent. At the same time, as shown in Table 3, the 
relative share of public transfers has decreased quite substantially. But 
the relative decline in the share of public transfers has not been spread 
equally across all households: those at the bottom end of the distribution 
have experienced a higher decline. The fall in public social benefits can 
be attributed to lagged indexation in the context of high inflation and
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arrears in benefit payment, which have become widespread3. Between 
1994 and 1996. the share of eligible households not receiving government 
transfers increased sharply: from 3.6 percent to 34 percent for pensions 
and from 33 percent to 62 percent for child benefits (Richter. 1998). 
There is typically no indexation of payments of benefits if and when 
these payments are eventually made. Hence arrears in public transfers 
can result in significant cuts in the real income of the families affected.

Most of the decline in the value of public benefits took place be­
tween 1994 and 1995 (Figure 3). Over the course of 1996. public social 
transfers declined by a further 9 percent. More so than the sharp decel­
eration of inflation in 1995 and 1996. this trend can largely be explained 
by the increase in social spending that took place in the run-up to the 
Presidential elections in summer 1996. The fall in public expenditures on 
social benefits was indeed temporarily reversed between 1995 and 1996 
(Richter. 1998)5 6.

Private Transfers Private inter-household transfers are an im­
portant part of the safety net for households. Assistance from the ex­
tended family and friends has always been an important coping mech­
anism in Russia. Earlier studies have found that private transfers have 
been large and widespread during the transition (Cox. Esed and Jimenez. 
1997). Over the period 1994-1996. the contribution of private transfers 
to household income was on average about 8 percent. This hides how­
ever substantial differences by quintiles. As shown in Table 3. the share 
of private transfers is higher among the worse-off. In contrast to public 
support, the share of private transfers in total income has also increased 
between 1994 and 1996. However, Figure 3 shows that the real value of 
these transfers fell sharply between 1994 and 1995. and then recovered

5Since public transfers are typically calculated on a m onthly basis, arrears refer to 
paym ents not received in the m onth due. The paym ents may be received in a  later 
m onth, in part or in full, or not at all.

6Using da ta  from the M inistry of Finance, Richter (1998) estim ates th a t spending 
on social benefits fell from 7.6 percent of GDP in 1994 to  6.6 percent in 1995 and rose 
again to  7.3 percent in 1996.
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slightly after 1995. In 1996, private transfers nonetheless remained below 
their 1994 values.

Other income sources Trends with respect to other income 
sources that could have contributed to the observed decline in the wel­
fare ratio are presented in Table 4. We can see that capital income has 
declined substantially over the period while the revenues from the sales 
of home produced food have tended to increase. The increase in the 
sales of home produced food could have been the household reaction to 
falling income. As shown in Table 3. the contribution of capital income to 
household income was surprisingly quite equally well distributed across 
households, and so was the share of cash income from the sale of home 
produced goods.

Demographic factors The last set of variables that could have 
been associated with a change in the welfare ratio relates to demographic 
and regional factors. It is not surprising though to notice that the means 
of the demographic and location variables have remained practically un­
changed between 1994 and 1996. Hence, whilst earlier micro analysis has 
shown that family welfare is significantly correlated with certain demo­
graphic and regional variables (Foley. 1997: Klugman and Braithwaithe. 
1998). it was unlikely, given the short period under investigation, that any 
observable demographic and regional changes could explain the decline 
in living standards. It is nonetheless possible, however, that the impact 
of these demographic and regional factors have changed in a way that 
would have affected household consumption adjusted for family needs.
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- Salaries ■ Public Transfers Private transfers

Figure 3: Decline in real income, by source (base=100 in 1994)
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2.6 M ethodology

The previous section has shown that the decline in the welfare ratio 
during the period under investigation was not spread equally across the 
expenditure distribution. The relative importance of income sources and 
its variation over time also differed substantially across the expenditure 
distribution. Hence, in order to use more information from the welfare ra­
tio and to assess the importance of changes in social transfers and labour 
market factors in accounting for the fall in adjusted cash consumption for 
households with different welfare situations, we wish to specify a model 
where the parameter may vary according to the segment of the expen­
diture distribution one is considering. To do that, we first estimate the 
determinants of the welfare ratio using quantile regression models. This 
approach is then applied to the original Blinder/Oaxaca decomposition 
in order to decompose the fall in the welfare ratio at several percentiles 
into mean changes in the characteristics of the population, and changes 
in the impact of these characteristics.

2.6.1 Quantile regression analysis

Having measured family cash welfare by the cash expenditure-to-needs 
ratio, we now desire a better understanding of its determinants. For this 
purpose, we specify a set of regressions of the logarithm welfare ratio 
against a set of variables related to social transfers and labour market 
activity, with additional controls for other family income, family compo­
sition and region. In order to allow different factors to matter in different 
parts of the welfare ratio distribution, we estimate four quintiles of the 
expenditure-to-needs ratio, conditional on the values of the independent 
variables. Quantile regression models are very similar to ordinary regres­
sion, but instead of minimising the sum of the squares of the residuals 
as in OLS, quantile regression models minimise the sum of the absolute 
residuals. Statistical properties of minimum absolute deviation estima­
tors are reviewed by Koenker and Bassett (1978). Apart from the fact 
that quantile regression models use more information from the LHS vari­
able and allow the parameter to differ in different parts of the dependent
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variable, interest has grown in these models due to the desire to get ro­
bust alternatives to the sample mean.

In the minimum absolute value models, the çth regression quantile. 
0 < q < 1, is defined as the solution to the minimization problem:

min ^Tgly, -  QjXij\ -  5^(1 -  q)\y, -  3jXij\
i j

This is set up as a linear programming problem and solved via lin­
ear programming techniques.

Formally, separate adjusted expenditure functions are estimated at 
the 20th. 40th. 60th and 80th percentile for a given year and for all 
households i = 1.....N:

In IF? = aqX, +Ui (1)

where In \Vq is the q quintile of the natural logarithm of the welfare ratio 
for the entire sample. X  is the vector of explanatory variables, aq is the 
vector of coefficients, and u is a random error term with E(u) = 0 and 
Var(u) =  a2.

The ouptut of equation 1 may be interpreted in exactly the same 
way as linear regression output, except that instead of the mean of the 
dependent variable, we predict the chosen quintile of the log ratio for 
the entire sample in a given year using the estimated coefficients and the 
mean characteristics across all households:

lnVF'J = aqX  (2)

where for each year aq is the quantile or minimum-absolute estimate of 
aq, X  are the means across all households of the explanatory variables, 
and In W q is the fitted value of the q quintile of the log ratio estimated 
at the mean of the sample characteristics.
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The vector of X  variables includes social transfers from public and 
private sources on the one hand, and labour income variables on the 
other. Rather than having the overall labour income of the family as 
the explanatory variable, we want to isolate the sources of falling labour 
market earnings and their impact on the welfare ratio. In particular, 
we want to distinguish the effect of wage arrears from the decline in 
wages of those workers who were fully paid. This leads us to include a 
number of variables that are related to labour market activity, and that 
are expected to affect overall labour income. The set of labour market 
variables includes the average hourly wage in the family from first and 
second jobs for those family members reporting no wage arrears, the 
monthly hours spent in employment by family members (from first and 
second jobs) for those individuals receiving some positive wages but not 
necessarily their full wage, the share of working family members affected 
by the non-payment of their wage, the share of unemployed members 
in the family and the share of officially employed family members sent 
on compulsory unpaid leave. This last aspect is often referred to in the 
literature as labour hoarding or hidden unemployment.

2.6.2 The decomposition technique

The linear nature of equation 2 allows straightforward decomposition of 
changes in InWi into changes in the X  and a'1 for several percentiles us­
ing the original Blinder/Oaxaca decomposition technique (Blinder. 1973; 
Oaxaca. 1973). Here, we use this technique in a slightly different way 
to explain observed changes over time (Gomulka and Stern. 1989). In 
other words, we wish to assess how much of the fall in household adjusted 
cash expenditures during the period 1994-96 was due to changes in the 
observable characteristics of the sample population, and how much can 
be attributed to changes in the "treatment" of those characteristics.

For each chosen percentile of the expenditure-to-needs ratio, changes 
in the predicted welfare ratio between periods t+ 1  and t can then easily 
be decomposed into changes in the vector of coefficients including the
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constant and changes in the mean values of the explanatory variables 
weighted by their impact at the chosen percentile in period t:

In W?+i -  InU- =  (5»t+i -  S*t)^«+i-(^+i - X)S5(. (3)

The first term on the right hand side represents the changes in the wel­
fare ratio (in log points) at the <jth percentile explained by changes in 
the coefficients between year t and year t — 1. evaluated at the means 
of the sample for period / — 1. The second term measures the changes 
in the ratio explained by changes in the mean values of the explanatory 
variables holding the coefficients constant at the values estimated for pe­
riod t and for the chosen percentile q.

We can also look at the impact of changes in a particular variable or 
a particular coefficient of interest. The vector of the explanatory variables 
X can be. for example, separated into distinct social transfer SOC and 
labour market LAB  variables. These have the associated coefficients a 
and 3 respectively. The changes in the predicted log ratio for a given 
percentile q between the periods t and t + 1 can then be easily rewritten 
as:

AlnVT« = Aa? SOC t+l +  a» A SOC -  A & LA B l+l + 3'iALAB  (4)

where A indicates the difference between period t and t + 1. On the RHS 
of (4). the first and the third terms measure the effect of a partial change 
in the coefficient of the social and labour market income variables SOC 
and LAB  respectively. The second and fourth terms, in turn, represent 
the effect of a partial change in the mean value of these variables.

In Section 3. we implement the above methodology in three broad 
steps. First, we predict the 20th. 40tlji. 60th and 80th percentiles of the 
log ratio using the actual coefficients found for the year 1994, 1995 and 
1996, but hold the sample characteristics at their 1996 level. The differ­
ence in the predicted values of the log ratio between two periods shows 
how much of the aggregate change can be attributed to changes in the 
coefficients of the model (first term in the RHS in (3)). Then, we hold
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the coefficients constant at their 1994 level, and predict the log ratio 
using the sample characteristics for each year. The differences in the 
predictions tell us how much of the changes can be attributed to chang­
ing characteristics of the population, holding the coefficients constant at 
their 1994 level (second term in the RHS in (3)).

As a separate exercise, we repeat the above two steps for the social 
transfers and labour market variables, utilising equation (4). This gives 
us the partial change in the log welfare ratio due to changes in social 
and labour market income related factors. Xote that this technique is 
merely accounting, in the sense that by definition the aggregate change 
in the log ratio evaluated at a chosen percentile is equal to the sum of 
the marginal changes of the characteristics and the marginal changes of 
the coefficients. However, some of the changes may not be statistically 
significant, in which case the results should be treated with caution.

3 R esu lts

We have documented the general decline in cash consumption adjusted 
for family needs and the factors that could have explained this decline. 
We now go on to estimate the determinants of the welfare ratio, and then 
evaluate the respective contributions of the erosion of the social safety 
net and changing labour market events to the fall in the predicted values 
of the welfare ratio.

3.1 M ultivariate A nalysis

In order to see whether the impact of public and private income sources 
on the welfare ratio matters at different parts of the expenditure distri­
bution we start by estimating the natural logarithm of the expenditures- 
to-needs ratio' for 1994, 1995 and 1996. This is done using quantile 7

7Taking the natural logarithm of the  welfare ratio has the advantage of normalising 
the distribution.
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regression analysis. Note, however, that the multivariate analysis is used 
here as a descriptive device rather than as a model of economic behaviour. 
To a certain extent, some of the variables that are included in the RHS 
could be endogenous to low consumption. This makes difficult the inter­
pretation of the correlations in terms of strict causality. More modestly, 
we wish to isolate the correlation between labour market events and so­
cial transfers on the one hand, and the level of adjusted cash expenditure 
on the other hand. This is how the coefficients of the model should be 
interpreted.
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The set of independent variables follows the considerations in Sec­
tion 2.5.2 above. Within the category of labour market activity there are 
several variables, namely the average hourly wage in the family for those 
employed family members who were fully paid, the monthly hours of 
work for those with non-zero wages, wage arrears, and unemployment8. 
Reflecting the extent of support for living standards provided by the so­
cial safety net. we include all sources of public transfers. Transfers from 
private sources are also included under the safety net heading. We also 
include other income sources from capital income and income from the 
sale of home produced food. Other control variables include demographic 
controls, (specifically, age of the household head, the number of children, 
the number of working-age adults and the number of above working-age 
adults), and region of residence.

Tables 7 to 9 present the results of the quintile regression analysis 
conducted for the four quintiles. Most of the variables have the expected 
effect on the welfare ratio, though there are some unexpected results. In 
the discussion below, we take changes in household welfare to be equiva­
lent to changes in the household's expenditure ratio adjusted for needs. 
To ease the presentation, some selected coefficients are presented in Ta­
ble 6 for 1994 and 1996.

Before turning to the results, an assessment of how far the effects 
of the variables are the same at the different quintiles and how far the 
changes in the coefficients of the model are statistically significant is 
required. Using Wald tests, we were able to reject at the 95 percent 
confidence level the hypothesis that the coefficients were jointly equal 
at the 20th and 80th percentile in 1994. 1995 and 1996. This indicates 
that the explanatory variables have a different impact in different parts 
of the expenditure distribution. We were also able to reject at the 95 
percent confidence level the hypothesis that the coefficients were jointly 
equal between 1994 and 1995, and 1994 and 1996. However, we could

8Note that unemployment includes both open (using the  1LO definition) and hid­
den (the share of officially employed family members on compulsory unpaid leave).
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not reject the hypothesis that the coefficients of the models were equal 
between 1995 and 1996. This indicates that a structural break in the 
data occurred between 1994 and 1995s.

Public transfers are associated with a positive and significant im­
pact on household welfare. During the period under consideration, a 
one thousand rouble (about 7 dollars in June 1992 prices) increase in 
these transfers is estimated to raise the expenditure ratio by around 5-6 
percent at the top quintile, 7-9 percent at the third quintile. 10 percent 
at the second quintile, and by 10-15 percent at the bottom quintile* 10. 
This suggests that despite the erosion of the inherited safety net and the 
widespread delays in payment of benefits, public transfers still play an 
important role overall in protecting household cash welfare. As we see. 
however, the marginal effects on the welfare ratio are much higher at 
the bottom of the expenditure distribution. In other words, the welfare 
ratio seems to depend differently on public transfers depending on which 
portion of the expenditure distribution we examine.

Note that a different pattern is observed for private transfers. The 
effect of private transfers on household welfare appears to be positive and 
significant, but relatively lower for those at the bottom of the distribu­
tion. This result, which contrasts with the descriptive analysis presented 
earlier showing that private transfers represent a larger share of income 
among the poorest, indicates that private transfers have a stronger im­
pact on the adjusted cash consumption of the richest. The size of the 
coefficients are also small compared with those for public transfers, aver­

HThis also councils against the use of fixed-effect or random-effect models using the 
panel dimension of the RLMS. given th a t these models assume th a t the  coefficients 
are constant over time.

10Xote th a t a  common mistake is to  consider that the percentage effects of dummy 
variables in semilogarithmic equations correspond to the coefficient of these variables. 
Hence, as illustrated in an article by Halvorsen and Palm quist (1980), if c is the 
coefficient of a dummy variable in an equation where the dependent variable is log Y, 
then the impact of this variable on Y is exp(c)-l. not c. The approxim ation is good 
only when c is "small"
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aging about one-fourth of the effect of public income support. But this 
could reflect that private transfers represented in late 1996 about 10 to 
15 percent of total income, compared with 30 to 36 percent for public 
transfers.

Almost all of the labour market variables have the expected sign. 
Wages that were fully paid and reported hours of work contributed sig­
nificantly to increase the expenditure-to-needs ratio. In late 1996. a one 
hundred rouble increase (0.7 dollars) in the average hourly wage is esti­
mated to raise the expenditure ratio bv around 50 to 60 percent. The 
returns to the wages that were fully paid also tend to have increased 
slightly after 1994. However, the returns to the time spent in employ­
ment for those receiving positive wages (but not necessarily fully paid), 
as captured by the coefficient of the hours of work variable, decreased 
sharply between 1994 and 1996 at all points in the distribution. A one 
hundred monthly hours increase in the time spent at work was estimated 
to increase the expenditure ratio by 10 to 15 percent in 1994. compared 
with only 5 to 7 percent in 1996. Given that the family hourly wage 
received by workers who were fully paid is included in the equation (and 
that the return to this variable has tended to increase), the decline in 
the returns to the time spent in employment is likely to capture a decline 
in the wage among workers who were not fully paid. But more so than 
the incidence of the non-payment of wages in the survey period, which is 
controlled for in the model, this could pick up the negative cumulative 
impact of past arrears in wages or an increase in the share of the contract 
wage that was not paid fully.

As expected, the wage arrears and unemployment variables have a 
negative impact on the welfare ratio but there are substantial differences 
across quintiles. Both have a stronger negative and significant impact 
at the bottom of the expenditure distribution, but they do not seem to 
affect particularly the expenditures of the richest. At the top quintile, 
the unemployment variable was not significant in 1995 and 1996 and the 
wage arrears variable was significant only in late 1996. In other words,
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unemployment and wage arrears did not affect particularly the adjusted 
cash consumption of the richest, but these factors had a strong negative 
impact at the bottom of the distribution. The size of the negative im­
pact of unemployment has nonetheless tended to decrease over time. In 
1994. a one percent increase in the share of unemployed family mem­
bers among working age adults was estimated to decrease adjusted cash 
consumption by 21 to 60 percent, compared with 8 to 38 percent two 
years later. Among possible explanations, this could mean that a grow­
ing share of the unemployed has managed to complement their income 
by joining the informal sector, something that we do not control for in 
the model11.

The labour hoarding variable has the expected negative sign but it 
is not always significant except for the worse-off. This is not surprising 
given that labour hoarding affects a relatively small share of households. 
But those who are affected are more likely to end up at the bottom of 
the expenditure distribution. We can also see that the impact of labour 
hoarding has changed quite substantially over time.

As expected, capital income has a positive and significant impact 
on the welfare ratio. The correlation between capital income and ad­
justed expenditures also tends to be higher among the richest. A one 
thousand rouble increase in capital income was estimated to raise the 
welfare ratio by 1 percent at the bottom quintile. 2 to 4 percent at the 
second quintile. 2 to 3 percent at the third quintile, and 3 to 5 percent at 
the top quintile. What is a priori more surprising is that the correlation 
between cash income from the sale of home produced food and the wel­
fare ratio tends to be positive and stronger among households situated 
in the middle two quintiles, but it is negative for those who achieved a 
very low level of cash consumption.

The household size variables have a negative impact on the welfare

n We do include earnings from second jobs in the model, but other informal wages 
reported by those ivho are not employed are not included.
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ratio. Since household expenditure has been adjusted for family needs, 
this points to a lower level of cash welfare among large families. This is 
consistent with previous studies showing that larger families have gen­
erally been more likely to fall into poverty (Klugman. 1997). Again, 
however, there are significant differences across the quintiles. Whilst the 
presence of dependants has a strong negative impact on the welfare ratio 
at all quintiles, the negative impact associated with the number of pen­
sioners living in the household is particularly high among the worse-off. 
For this group, the negative impact is even higher than that associated 
with the number of children. Conversely, the negative impact associated 
with the elderly in the household tends to be smaller among the richest. 
However, it was impossible to reject the hypothesis that the coefficients 
on the number of pensioners was the same at the 20th and 80th per­
centiles. The results also indicate that the coefficient on the variable 
showing the presence of an elderly person in the household has tended 
to decrease.

Other control variables such as the location and regional dummies 
are also statistically significant. This was expected given the large rural- 
urban and regional differences that characterise the Russian Federation 
and that could have been underestimated in the regional poverty line. 
The negative association between adjusted expenditures and the rural 
dummy is also much higher among the poorest. Compared with urban 
households, the fact of living in a rural area decreased the welfare ratio 
by nearly 80 percent at the bottom quintile, compared with about 20 
percent at the top quintile. This is a huge effect which points to substan­
tially lower levels of cash consumption in rural areas. The inclusion of 
home production would of course reduce the gap between urban and rural 
households, given that home produced food is especially important in ru­
ral arears and, as was shown in Table 1, at the bottom of the distribution.

Lastly, the coefficients of the constant, which captures unobserved 
characteristics in the model, appear strongly significant but tend to have 
declined substantially during the period. The changes in the coefficients
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of the constant were also statistically significant at conventional levels.

But how far are the previous results robust to our choice of the 
parameters that control for family needs? To address this question, the 
same regressions were ran using two alternative measures of family wel­
fare. First, we tried to adjust family cash expenditure with a national 
poverty line that does not incorporate any economies of scale or regional 
price adjustments. This enabled us to check whether the results were 
sensitive to our choice of scaling and regional price adjustment. Second, 
we also tried to regress family cash consumption without any adjustment 
for family needs to see how far the results were sensitive to the weight 
attached in the poverty line - regional and national - to the needs of 
different groups. The previous results were practically unchanged with 
the use of a national poverty line. We still found significant differences 
across quintiles regarding the impact of labour market and social safety 
net variables and both the size and the significance of the coefficients of 
these variables were similar. Only the impact of the regional dummies 
differed slightly.

Using cash consumption without any adjustment for family needs, 
we still found similar results. The size of the coefficients of the labour 
market and social safety net variables were surprisingly very similar and 
the impact of these variables varied depending on which portion of the 
expenditure distribution we examined, like the results for adjusted cash 
consumption. The main differences concern the impact of the household 
size variables. Without any adjustment for family needs, the number of 
adults and children in the household turned out to increase cash con­
sumption. while when we adjust consumption for family needs, we found 
a negative correlation between household size and family welfare.
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3.2 D ecom position  A nalysis

The foregoing analysis sought to isolate the factors that were significantly 
correlated with the expenditure to needs ratio. We saw some evidence of 
variation by quintiles, which makes the use of quantile regression models 
particularly useful: adjusted cash expenditures among the best-off seem 
to be determined by different factors from those which affect the worst- 
off. Building on these results, we now go on to quantify the impact 
of changes in cash transfers, public and private, versus labour market 
events on the fall in adjusted cash consumption. In the decomposition 
framework set out in Section 2.6.2. aggregate changes over time in the 
predicted log ratio at different quintiles are driven by two forces: changes 
in the mean values of the explanatory variables weighted by the coeffi­
cients associated with the chosen percentile: and changes in the returns 
to those variables. We now proceed to apply this model to the Russian 
data.

3.2.1 Components of the decline in the welfare ratio

The overall results are presented graphically in Figures 4 to 7. These 
show, for each quintile, the actual and the fitted values of the natural log­
arithm of the expenditure-to-needs ratio. Along the curves represented 
by the dotted line, there is a decline in the log ratio due to changing 
sample, whilst the difference between each curve shows the decline in the 
log ratio due to changing coefficients. These figures clearly show that for 
the overall period of 1994-1996. the changing impact of the variables in 
the model are more important than changes in the variables themselves. 
Hence any attempts to forecast the welfare ratio for either 1995 or 1996 
using the 1994 set of coefficients would have performed very poorly since 
a large part of the decline in the ratio between 1994 and the two subse­
quent years is associated with changing coefficients.

Figures 4 to 7 also show that the decline in the ratios for different 
quintiles due to the changing coefficients of the model is much smaller in
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the latter part of the period. 1995-1996. This could be explained by the 
fact that the macroeconomic situation had stabilised somewhat as com­
pared to the differences between 1994 and 1995. This would be reflected, 
of course, in the extent of the changes in the impact of the observed and 
unobserved characteristics of the model.

Formally, the contribution of changes in the explanatory variables 
and changes in the coefficients of these variables towards the decline of 
the ratio is summarised in Table 10. As we already noticed, the smallest 
decline in the log welfare ratio is found at the top quintile and the largest 
at the bottom quintile. Changes in returns to characteristics, including 
unobserved characteristics through the coefficient on the constant, ac­
count for the major part of the decline in the predicted ratio: about 63 
percent of the overall decline at the bottom quintile. 66 percent at the 
second quintile. 73 percent at the third quintile, and 68 percent at the 
top quintile. Changing characteristics of the sample explain the remain­
ing share of the decline in the log ratio: from 37 percent at the bottom 
quintile to 31 percent at the top quintile.
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0.18  -

-4— Observed

■ Predicted using
estimated coef. for 94 

Predicted using 
estimated coef. for 95 

Predicted using 
estimated coef. for 96

Figure 4: Actual and predicted first quintile of the log welfare ratio

3.2.2 Accounting for the role of the safety net and the labour 
market

We now turn to the final task of this paper, and quantify the relative con­
tributions of the weakening of the safety net and changes in the labour 
market towards the fall in family cash welfare between 1994 and 1996. 
The marginal impact of changes in the mean values and changes in the 
coefficients of the labour market and social transfer variables are pre­
sented in Table 11.

Overall, labour market related factors have played a more impor­
tant role than those associated with the social safety net. There are 
nonetheless substantial differences across the quintiles. The largest share 
of the decline in welfare associated with labour market events is found 
at the top quintile (-34.5 percent) and the smallest is found at the third 
quintile (-7.1 percent). The driving forces that have contributed to these 
outcomes are also very different across quintiles.
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0.65

-♦—  Observed

■ Predicted using
estimated coef. for 94 

Predicted using 
estimated coef. for 95 

Predicted using 
estimated coef. for 96

Figure 5: Actual and predicted second quintile of the log welfare ratio
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Figure 6: Actual and predicted third quintile of the log welfare ratio
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Figure 7: Actual and predicted fourth quintile of the log welfare ratio

Among changes in labour market variables, increasing incidences of 
wage arrears tend to have played a major role but its impact on falling 
living standards was much higher at the bottom quintile (-6.6 percent) 
and second quintile (-4.3 percent) than at the third (-2.2 percent) or 
the top quintile (-2.8 percent). In other words, the widening incidence of 
wage arrears has been a more substantial source of the decline in adjusted 
cash consumption among the worse-off rather than among the better off. 
This is consistent with findings elsewhere in the former Soviet Union 
(Klugman. 1998).

Rising unemployment seems to have played a smaller role, and, as 
shown in Table 4. the change in unemployment evaluated at the mean 
was not statistically significant. However, like for wage arrears, the poor 
tend to have suffered more than the rich from increases in unemployment 
(-1.9 percent at the first quintile and -1.8 percent at the second compared 
to -1.2 percent at the third quintile and -0.9 percent at the top).

Like for unemployment, the impact of falling wages that were fully
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paid was rather small (from -1.2 percent at the bottom quintile to -1.7 
percent at higher quintiles). In contrast, we see that the marginal im­
pact on family welfare of an increase in the time spent in employment 
for those who were receiving some positive wages was much higher (from 
about 8 percent at the bottom quintile to 14 percent at the top quintile).

There are also substantial differences across quintiles regarding the 
changing impact of the labour market variables. The marginal impact 
of the decline in the welfare ratio due to a decrease in the coefficients 
of the hour variable, which might pick up a decline in the wage among 
workers who were paid but not fully, was very high among the better-off 
(-91.4 percent and -67.4 percent at the top and the third quintile re­
spectively). but was much smaller among the poorest (-26.2 percent and 
-39.9 percent at the bottom and the second quintile). The decline in the 
return to the time spent in employment was also statistically significant 
at the standard level, except for the bottom quintile. Conversely, the 
increase in the return to wages for those who were fully paid, which was 
statistically significant among the three top quintiles, also contributed 
more to protecting the welfare position of the better-off. as opposed to 
the welfare situation of the worse-off. The results show 47.8 percent for 
the top quintile and 62 percent for the third quintile, compared with 21.8 
percent for the second quintile and 3.3 percent for bottom quintile.

Compared with labour market events, the overall contribution of 
the factors related to public social policy played a smaller role. The 
marginal impact of falling state transfers was nonetheless substantial: 
about 13 to 20 percent of the overall decline in the log ratio.
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The other element of the safety net. private transfers, plays a 
smaller role overall. Whilst between 1994 and 1996 these transfers dropped 
by nearly 13 percent, this accounts for 0.4 to 1.6 percent of the total de­
cline in the welfare ratio.

Having discussed the impact of observed changes in the labour mar­
ket and falling social benefits on adjusted cash consumption, we need to 
mention that unobserved changes remain a substantial factor which have 
affected the welfare ratio. As shown in Table 11. changes in the constant's 
coefficient play an important role in explaining the decline in cash wel­
fare. especially in the middle two quintiles where the marginal impact 
represents about 83 to 103 percent of the total decline.

42

©
 T

he
 A

ut
ho

r(s
). 

Eu
ro

pe
an

 U
ni

ve
rs

ity
 In

st
itu

te
. 

D
ig

iti
se

d 
ve

rs
io

n 
pr

od
uc

ed
 b

y 
th

e 
EU

I L
ib

ra
ry

 in
 2

02
0.

 A
va

ila
bl

e 
O

pe
n 

Ac
ce

ss
 o

n 
C

ad
m

us
, E

ur
op

ea
n 

U
ni

ve
rs

ity
 In

st
itu

te
 R

es
ea

rc
h 

R
ep

os
ito

ry
.



4 C onclusions

This paper has sought to contribute to our understanding of the welfare 
impact of the erosion of the social safety net and changes in labour mar­
ket events during transition. Since the beginning of transition. Russia 
has experienced a sharp decline in living standards, together with a rise 
in inequalities. Using a decomposition technique to explain changes over 
time, we were able to isolate the sources of the decline for the sub-period 
1994-96. the period when data was available. Despite the acknowledged 
shortcomings of the decomposition, which is basically accounting and 
fairly sensitive to the way the socio-economic factors affecting household 
welfare are defined, the results provide some interesting insights.

First, a large part of the overall fall in living standards between 1994 
and 1996 - about two thirds of the overall decline in the log welfare ratio 
- can be explained bv changes in the coefficients of the model. This was 
especially true in 1994-95. when the macroeconomic context deteriorated 
more than in 1995-96. This finding, that the effect of observed charac­
teristics on household welfare tends to vary significantly over time, has 
an important implication for domestic policy makers and international 
advisers concerned with the formulation of poverty relief programmes in 
Russia. In particular, it highlights the potential inadequacy of actions 
and recommendations that are based on profiles of poverty risk factors 
that are 'dated".

Second, changing labour market events dominated among the ob­
served sources of the decline in the welfare ratio. More so than the rise in 
unemployment or the fall in wages among workers that were fully paid, 
the reduction in the returns to the time spent in employment and the 
increase in the share of workers affected by wage arrears have been the 
most damaging for household welfare. There are nonetheless important 
differences in the sources of the decline across quintiles. In particular, 
the rise in unemployment and the increase in wage arrears were much 
more important in explaining the decline in adjusted cash consumption

43

©
 T

he
 A

ut
ho

r(s
). 

Eu
ro

pe
an

 U
ni

ve
rs

ity
 In

st
itu

te
. 

D
ig

iti
se

d 
ve

rs
io

n 
pr

od
uc

ed
 b

y 
th

e 
EU

I L
ib

ra
ry

 in
 2

02
0.

 A
va

ila
bl

e 
O

pe
n 

Ac
ce

ss
 o

n 
C

ad
m

us
, E

ur
op

ea
n 

U
ni

ve
rs

ity
 In

st
itu

te
 R

es
ea

rc
h 

R
ep

os
ito

ry
.



at the bottom than at the top of the distribution.

Third, weakening of the state welfare programmes accounted for 
a substantial part of the decline in the predicted expenditures-to-needs 
ratio. The contribution of falling state transfers was high in all parts of 
the distribution. This clearly indicates that the government's failure to 
adequately protect the level or the regular payment of most benefits in 
the context of a deep economic crisis had a strong negative impact on 
family welfare. However, public transfers still played an important role 
in protecting household cash consumption, especially for the poorest.

Fourth, the decline in private transfers contributed to only a very 
small change in the overall decline in the welfare ratio over the period. 
Private transfers, which represented about 8 percent of family income 
in 1996. have declined less relative to public transfers. It is possible 
that private transfers have acted as a substitute or cushion for household 
welfare in the face of declining labour income and public support. In this 
sense, private transfers could be endogenous (responsive) to household 
welfare, though this point was not empirically tested here.
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Table 4: Mean (Standard Deviations) of the explanatory variables: 1994-
1996

1994 1995 1996
Labour market factors:

T otal m onthly labour income: 3881 (6344) 3089 (4959) 3094* (5659)

Hourly wages fully pa id (>  0)
Av. monthly hours of family m em bers(>  0)
Av. family m em bers unem ployed
Av. family m em bers reporting wage arrears
Av. family m em bers sent on compulsory unpaid leave

29.8 (36.3) 
170 (86) 
0.074 (0.213) 
0.159 (0.313) 
0.005 (0.063)

25.1 (31.3) 
180 (94) 
0.074 (0.212) 
0.181 (0.326) 
0.003 (0.050)

29.2 (38.6)
189 (99)
0.086 (0.230) 
0.244* (0.369) 
0.004 (0.063)

Social Safety Net Income: 
Public transfers 
P rivate transfers

1410 (1567) 
637 (3095)

1068 (1210) 
449 (1980)

969* (1414) 
556 (2899)

O ther income:
Sales of home produced food 
C ap ital income

72 (656) 
921 (5997)

80 (754) 
674 (6077)

109 973) 
540* (3877)

Family s tru c tu re  variables: 
H ead’s age (years)
N um ber of children 
N um ber of working age adults 
N um ber of pensioners

46.5 (15.7) 
0.75 (0.94) 
1.48 (1.08) 
0.61 (0.75)

47.1 (15.8) 
0.74 (0.94) 
1.47 (1.10) 
0.62 (0.75)

46.7 (16.1) 
0.72 (0.92) 
1.48 (1.10) 
0.62 (0.75)

Location and regional variables: 
R ural Household 
Moscow and S t-P etersburg  
N orth and N orth W est 
C entral and  C entral Black Earth 
Volga-Vaytski and  Volga Basin 
N orth C aucasian 
Ural
W estern S iberia
East S iberia and  Far East

0.24 (0.42) 
0.10 (0.29) 
0.07 (0.25) 
0.20 (0.39) 
0.18 (0.38) 
0.11 (0.32) 
0.14 (0.35) 
0.10 (0.29) 
0.10 (0.29)

0.25 (0.43) 
0.09 (0.28) 
0.07 (0.25) 
0.19 (0.39) 
0.18 (0.38) 
0.12 (0.32) 
0.15 (0.35) 
0.10 (0.29) 
0.10 (0.30)

0.26 (0.43) 
0.08 (0.26) 
0.07 (0.25) 
0.20 (0.40) 
0.18 (0.38) 
0.12 (0.32) 
0.15 (0.35) 
0.10 (0.29) 
0.10 (0.29)

Source: RLMS Rounds V, VI and VII. Note: The monetary variables are in
June 1992 roubles per month.* Mean value in 1994 is significantly different than mean value
in 1994 the 95 percent confidence level.
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Table 7: Quantile regression estimates of the log welfare ratio: 1994
Explanatory  variables Q 20

Coef. t- ra t io
Q 40

Coef. t-ra tio
Q 60

Coef. I-rat io
Q 80

Coef. t -ratio

Labour market factors:

Wage fully paid 0.005 4.4 0 006 9.6 0.005 10.1 0.005 9.8
H ours/102 0.113 4.2 0.108 7.0 0.127 8.1 0.149 8.2
Unemployment -0.609 -4.7 -0.430 -5.5 -0.284 -3.7 -0.212 -2.3
W age arrears -0.308 -3.6 -0.145 -2.7 -0.073 -1.4 -0.239 -1.4
Labour hoarding -1.130 -3.0 0.122 0.5 -0.119 -0,1 -0.395 -1.1

Social safety net:

Public transfers/103 0.098 4.0 0.092 6.6 0.075 5.6 0.059 3.6
P rivate transfers/103 0.015 2.7 0.020 3.9 0.024 5.8 0.040 9.3

O ther income:

Sales of home produced food/103 -0015 -0.4 0.047 2.4 0.072 3.4 0.073 2.9
C ap ital incom e/103 0.012 2.4 0.019 7.3 0.029 13.8 0.032 16.0

Family structu re  variables:

H ead’s age -0.001 -0.7 -0.000 -0.2 -0.000 -0.4 -0.000 -0.3
N um ber of children -0.116 -3.9 -0.125 -7.0 -0.132 -7.6 -0.106 -5.0
N um ber of working age adults -0.061 -1.9 -0.113 -5.9 -0.122 -6.3 -0.147 -6.1
N um ber of pensioners -0.162 -2.7 -0.176 -5.1 0.153 -4.6 -0.134 -3.2

Location variables:

R ural Household -0.596 -9.5 -0.398 -11.1 -0.306 -8.8 -0.194 -4.6
Region dum m ies yes(7) yes(7) yes(7) yes(7)

C onstant 0.310 2.0 0.761 8.4 1.080 12.3 1.460 13.8

Pseudo R-squared 0.1046 0.0873 0.0808 0.0883
Sources: RLMS Round V. Sample, size: N=3743.
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Table 8: Quantile regression estimates of the log welfare ratio: 1995
Explanatory variables Q 20

Coef. t- ra tio
Q 40

Coef. t-ra tio
Q 60

Coef. t-ra tio
Q 80

Coef. t-ra tio

Labour m arket factors:

Wage fully paid 0.006 4.5 0.008 11.5 0.009 13.2 0.009 12.2
H ours/102 0.075 3.0 0.073 5.1 0.068 4.3 0.074 3.8
Unemployment -0.411 -3.3 -0.393 -5.2 -0.222 -2.6 -0.115 -1.1
Wage arrears -0.407 -5.2 -0.299 -6.0 -0.299 -3.0 -0.091 -1.2
Labour hoarding -0.655 -1.7 -0.463 -1.4 -0.730 -2.1 -0.249 -0.5

Social safety net:

Public transfers/103 0.150 5.5 0.114 6.9 0.075 4.0 0.054 2.3
P rivate transfers/103 0.047 4.0 0.039 5.9 0.039 4.8 0.033 3.0

O ther income:

Sales of hom e produced food/103 -0.032 -1.0 0.043 2.3 0.060 2.8 0.020 0.7
C apital incom e/103 0.017 3.0 0.023 9.9 0.034 15.6 0.038 18.6

Family s truc tu re  variables:

H ead’s age -0.000 -0.3 0.003 2.7 0.002 1.7 -0.003 -2.1
N um ber of children -0.100 -3.5 -0.115 -6.7 -0.139 -7.1 -0.145 -6.1
N um ber of working age adults -0.071 -2.4 -0.101 -5.6 -0.132 -6.1 -0.159 -5.7
N um ber of pensioners -0.149 -2.8 -0.144 -4.6 0.084 -2.3 -0.120 -2.6

Location variables:

R ural Household -0.543 -9.6 -0.312 -9.1 -0.197 -4.9 -0.180 -3.6
Region dum m ies yes(7) yes(7) yes(7) yes(7)

C onstan t 0.327 2.2 0.527 6.0 0.971 9.6 1.380 11.2

Pseudo R-squared 0.1117 0.0964 0.0941 0.1043
Sources: RLMS Round VI. Sample size: N=3574-
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Table 9: Quantile regression estimates of the log welfare ratio: 1996
E xplanatory variables Q 20

Coef. t-ra tio
Q 40

Coef. t-ra tio
Q 60

Coef. t-ra tio
Q 80

Coef. t-ra tio

Labour m arket factors:

Wage fully paid 0.005 4.6 0.008 11.1 0.009 16.8 0.008 12.5
H ours/102 0.075 3.9 0.066 4.1 0.056 4.2 0.050 2.8
Unemployment -0.388 -4.1 -0.363 -4.5 -0.225 -3.2 -0.084 -0.9
Wage arrears -0.377 -7.2 -0.260 -5.2 -0.182 -4.1 -0.130 -2.1
Labour hoarding -0.377 -1.6 -0.279 -1.0 -0.519 -2.1 -0.442 -2.2

Social safety net:

Public transfers/103 0.128 7.6 0.108 8.0 0.074 6.4 0.054 3.3
P rivate transfers/103 0.012 2.7 0.019 3.2 0.024 5.4 0.029 5.7

O ther income:
Sales of home produced food/103 -0.080 -5.4 0.055 3.8 0.060 2.8 0.039 2.4
C ap ital incom e/103 0.017 2.5 0.040 9.0 0.046 14.7 0.052 16.4

Family s truc tu re  variables:

H ead’s age 0.000 0.5 -0.001 1.3 0.003 3.1 0.003 2.0
N um ber of children -0.131 -5.7 -0.138 -6.8 -0.128 -7.2 -0.145 -6.0
N um ber of working age adults -0.063 -2.6 -0.100 -4.9 -0.123 -6.7 -0.145 -5.8
N um ber of pensioners -0.134 -3.7 -0.140 -4.5 0.125 -4.6 -0.099 -2.6

Location variables:

Rural Household -0.602 -13.1 -0.426 -10.8 -0.386 -11.2 -0.237 -5.1
Region dum m ies yes(7) yes(7) yes(7) yes(7)

C onstant 0.272 2.2 0.594 5.8 0.873 9.8 1.416 11.9

Pseudo R-squared 0.1351 0.0964 0.1107 0.1043
Sources: RLMS Round VII. Sample size: N=3525.
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Table 10: Decomposition of the predicted log welfare ratio between 1994 
and 1996 by quintiles

Quintile Difference 
in log ratio

Percentage due to 
changes in characteristics

Percentage due to 
changes in coefficients

Q20 0.2916 37.2 62.8
Q40 0.2742 34.3 65.7
Q60 0.2722 26.8 73.2
Q80 0.2446 31.5 68.5
Source: RLMS rounds V, VI and VII. Note: Changes in characteristics are evaluated 
using the coefficients estimated for 199f  Changes in coefficients are evaluated 
holding the sample characteristics constant at their 1996 values.
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Table 11: Marginal impact of selected variables and coefficients on the 
changes in log adjusted consumption between 1994 and 1996 (as a per­
centage of the overall decline)

First Q uintile Second Q uintile T hird  Q uintile Fourth Q uintile
L abour m arket events -26.5 -25.6 -7.1 -34.5

Changes in characteristics -2.0 2.1 6.7 8.4
Full wage -1.2 -1.8 -1.7 -1.7
W age arrears -6.6 -4.3 -2.2 -2.8
Unemployment -1.9 -1.8 -1.2 -0.9
Hours 7.7 10.0 11.8 13.8
Labour hoarding 0.0 0.0 0.0 0.0

Changes in coefficients -24.5* -27.7** -13.8** -42.9»*
Pull wage 3.3 21.8* 62.0 47.8**
W age arrears -7.7 -10.2 -9.7* -3.1
U nemployment 5.4 2.2 1.9 4.1
Hours -26.2 -39.9** -67.4** -91.4**
Labour hoarding 0.7* -0.6 0.0 -0.3

Social safety net -6.1 -13.8 -17.9 -20.0

Changes in characteristics -16.5 -21.2 -17.5 -14.6
Public transfers -16.1 -20.3 -16.6 -13.0
P rivate  transfers -0.4 -0.9 -0.9 -1.6

Changes in coefficients 10.4 7.4 -0.4 -5.4
Public transfers 10.7 7.6 -0.3 -2.4
P rivate  transfers -0.3 -0.2 -0.1 -3.0

Changes in the constant 16.5 82.7 103.0 21.9
Source: RLMS rounds V', VI and VII. Note: *(**) Changes in the coefficient
or the set of coefficients are significantly different from zero at the 90 (95) percent level respectively.
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