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with life as a whole. The results obtained are compared with each other and with results derived
using REMHFWLYe’ measures and official figures.
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1. Introduction
What is the true extent of poverty in the Russian Federation? This burning question is being
investigated by a growing number of researchers (see, e.g., Frijters, 1999; Lokshin and Popkin,
1999; Popkin et al., 1996; Ravallion and Lokshin, 1999; Zohoori et al., 1998). The official
estimates are 20.8% for 1997 and 23.8% for 19981. These figures contrast with the impressions of
journalists and other travelers in the Russian Federation who see a lot of conspicuous poverty on
the street. It seems that there is a lot of confusion about this subject. We do not pretend to give a
conclusive answer in this paper, our intention is to shed some light on the question using a large
and informative household panel data set (RUSSET), which was started in 1993. Most of our
colleagues will know of the existence of the RLMS-panel2, run by the University of North
Carolina, the RUSSET panel data, organized by the University of Amsterdam3, is less wellknown, yet it is comparable in quality to the RLMS.
A question on the extent of poverty presupposes an operational definition of poverty,
despite this, and for understandable reasons, there is not a generally accepted definition of
poverty. In section 2, we discuss a number of poverty concepts, which are applied to the
RUSSET-data set. Poverty concepts are divided into objective and subjective measures. The
difference between the two approaches is that in objective measures the poverty line in terms of
income is defined by experts, while the poverty line in the subjective approach is derived from
individual opinions of a population. It is doubtful whether monetary income is a good
determinant of well-being in a society where there are a lot of transactions in kind. More
fundamentally, the question may be posed: is money the primary determinant of life satisfaction?
The obvious answer is no. It follows that we may distinguish between welfare and well-being, the
latter being a wider concept, which includes variables that cannot be bought by money. Welfare
Poverty is then a lack of, economic, welfare, while well-being poverty is tantamount to a lack of
well-being or life satisfaction.
The main result of our study seems to be that depending on the definition used, poverty
ratios vary. Poverty incidence depends on the measurement approach, and on the unit of analysis,
1

These poverty figures are taken from the web page of The Russian Statistical Agency (GKS)
http://www.gks.ru; under Handbook "Russia in Figures" (1999), Main Socio-Economic Indicators of the
Living Standard of the Population.
2
The Russian Longitudinal Monitoring Survey (RLMS) is supervised by the Carolina Population Center at
the University of North Carolina at Chapel Hill. The first phase started in 1992 with around 6300
households. The second phase started in 1994 with almost 4000 households. The data has been collected a
total of 8 times (4 for each phase). See, http://www.cpc.unc.edu/projects/rlms/rlms_home.html.
3
The scientific responsibility for the survey lies with William Saris, University of Amsterdam. Fieldwork
is carried out by the CESSI (Institute for Comparative Social Research, Moscow), coordinated by Dr. Anna
Andreenkova. The survey is financed by the Dutch National Science Foundation (N W O).
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and the choice of equivalence scale (Atkinson, 1991). For example, a number of studies realized
in Western countries show that subjective estimators tend to be lower than objective poverty
ratios (see e.g. Van Praag, and Flik, 1992; and Van Praag, Flik, and Stam, 1997). Our study
shows that this is not the case for the Russian Federation. Additionally, we find that both
subjective and objective poverty ratios are much higher in the Russian Federation than in Western
countries.
We discuss the different concepts and measurement of poverty in section 2. We describe
the data set which we use in section 3. We present our estimates in section 4 and in section 5, we
discuss the results and draw some conclusions.

2. Poverty: Definition and measurement

2.1 Definition of Poverty
The first assumption on which any poverty analysis is based is interpersonal comparability of
welfare or well-being. If the welfare of households A and B, say U A and U B , cannot be
compared, we are unable to say whether A is equal to, or better or worse off than B. Welfare can
be evaluated by individuals on a scale that may be numerical such as a 1 to 5-scale or verbal, say
a scale ranging from ‘very dissatisfied’ to ‘very satisfied’. Interpersonal comparability means that
individuals or households A and B are able to rank their situation on the same scale and that

U A = 1 and U B = 3 implies that B is better off than A. Similarly U A = U B implies that A and B
enjoy the same level of welfare. The welfare concept we use is ordinal, i.e., if U B = 2U A it does
not imply that B is ‘twice’ as well-off as A, we do not know that. If we assume that evaluation is
possible on a continuous scale, even if any real survey evaluation only gives the possibility for
discrete answers on a 5- or 11-point scale, then it is possible to define a poverty threshold U min
such that, if U A ≤ U min , household A is poor and if U A > U min household A is not poor. The
choice of that level U min is purely arbitrary, it is a political decision. The lower the value of

U min that is chosen, the less people will be poor and those who are classified as poor will suffer
more severe poverty.
If we want to recognize poverty, we need indicators of welfare. The most traditional
welfare indicator is household income y. If welfare depends only on income , we have

U = U ( y)
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(1)

where U is the ordinal welfare function. The function is always assumed to be monotonically
increasing in income. If U min is accepted to be the poverty threshold, this yields the poverty line

y min as the solution of
U ( y min ) = U min

(2)

We can see that, if the ordinal utility function is replaced by a monotonic transformation

ϕ (.) , the threshold will become Uˆ min = ϕ (U min ) and
ϕ (U ( y min )) = Uˆ min

(3)

will yield the same poverty line as above. The simplest transformation is evidently U ( y ) = y .
In this case, income is the welfare index. If we assume that income is the only welfare
determinant, there is no reason to introduce the utility concept.
It may be, however, that welfare depends on more variables than just income. The most
traditional variable is family (or household) size fs . Then we have

U = U ( y , fs)

(4)

U ( y min , fs) = U min

(5)

and consequently y min follows from

with a solution for minimum income y min ( fs) , which varies with family size.
Again we may replace U by Uˆ = ϕ (U ( y , fs) = Uˆ ( y , fs ) where ϕ (.) is a monotonic function.
Then y min ( fs) is the solution of Uˆ ( y , fs) = ϕ (U min ) = Uˆ min . Hence a poverty line does not
depend on which transformation is used.
Next, we need a description of the indifference curves

U ( y , fs) = C

(6)

where C stands for a constant. Using the indifference curve we can obtain family equivalence
ratios, which are derived from the equation:
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U ( y + ∆y , fs + ∆fs) = U ( y , fs )

(7)

The solution of this equation with respect to ∆y gives an answer to the question of how much
additional income, ∆y is needed to compensate an increase of fs by ∆fs , e.g. from fs = 2 to fs =
3.
This is presented graphically in figure I. In figure 1 we depict three indifference curves.
The poverty line in the middle is the boundary line between well-off and poor.

fs

poor
Poverty line
Well-off

2

Ymin(2)

Figure 1 Indifference curves income-family size

The upper and lower curves are arbitrary indifference curves in the 'poor' and 'well-off' region
respectively. A poverty line is realistic if y min ( fs) corresponds to a boundary situation between
poor and well-off as felt by the individual/household for their position. Likewise the shape of the
indifference curve is realistic if people with different household situations on the curve feel they
are in the same boundary position, i.e., the welfare of all the different households equal U min .
One of the questions we shall consider in this paper is whether the various poverty lines are
realistic in the sense given above. If U min is not chosen realistically, for instance it is too low,
then a number of people will feel poor, although they are 'officially' not considered to be poor.

2.2 Measurement of Poverty
Let us now list the poverty measures we will apply and explain how they fit into the framework
given above. Two kinds of approaches are presented, namely objective and subjective poverty.
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2.2.1 Objective approaches
We distinguish two objective approaches, viz. an absolute and a relative version.

Minimum income approach (absolute approach)
This is a well-known traditional approach. A minimum income level y min is fixed by experts. As
a rule this level depends on the family size. This relationship with family size is also fixed. For
instance, according to the 'Oxford scale' the first adult counts for 1, other adults for 0.7 and
children younger than fifteen carry a weight of 0.5. For a reference household, say of two adults
and two children, the total weight is then 1+0.7+0.5+0.5= 2.7. The Oxford scale is constructed on
the basis of some intuitive ideas about economies of scale.
In most cases, the level y min is determined as the income which would allow a reference
household to live at a minimum subsistence level. The minimum income for a household with a
weight of 2 is then found to be 2/2.7 times the minimum income of the reference household.
The official poverty line for Russia is constructed on the basis of Popkin et al. (1996).
Their method consists of two steps. One, a reasonable subsistence level food basket is determined
for a two-adults household in the lower income class. Then, the average food share for lower
income classes in 1994 was estimated to be 75% of total expenditure. Hence a minimum income
level was set at 1/0.75=1.33 times the food cost for the minimum basket. This level was defined
as the poverty line for a two-adult household.
Two, a family equivalence scale system is developed, which is based on the Rothbarth
method (Rothbarth, 1943; Deaton and Muellbauer, 1986). The basis of this method is the idea that
consumption per adult of certain "adult" consumption goods should be constant over households
of varying size if the households enjoy equivalent income.
It is obvious that the choice of what makes a subsistence level food basket is rather
arbitrary. Given the fact that the food share decreases with rising income (Engel's law) and that in
Western countries a food share of 1/3 or 1/2 is usually linked with lower incomes (see Orshansky,
1965) it follows that the poverty line in Russia is extremely low and that the blow-up factor is
extremely small. The Rothbarth method is also debatable.

The objective relative approach
The relative approach is a somewhat more sophisticated approach. In this case, the poverty line is
fixed at a specific position in the income distribution of the relevant population. It may be the
20% quantile or 50% of median or mean income in the population (see, e.g., Fuchs, 1967). In
order to correct for differences in family size the incomes are first 'standardized' according to
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some equivalence scale, e.g., the Oxford-scale or the scale suggested by Popkins et al. (1996)
following the Rothbarth method. In this case, the relevant underlying utility functions are

U = F ( y ) where F (.) stands for the standardized income distribution function, and y med stands
for the standardized median income.
In the 20% quantile case, the poverty line is derived from

F ( y min ) = 0.2

(8)

It is obvious that the poverty ratio is constant at 20%. Only the composition of the poor
population may change.
In the 50% median approach, the poverty line y min is defined by

y min

y med

= 0.5

(9)

In this latter approach, the composition and the size of the poor population may change.
The problem with this objective relative approach is its behavior if all incomes grow at the same
rate. E.g., if all incomes are multiplied by two, intuition would say that poverty is reduced.
According to these measures, however, it would stay constant. A similar problem exists if all
prices are inflated by a factor 2. The real income distribution would change, but not the nominal
one.

2.2.2 Subjective approach
The subjective approach may be characterized as follows. One, derive from surveys among
individuals which income level y min corresponds to poverty. Two, derive how y min ( fs) varies
with fs or, if y min is assumed to depend on age and other factors x, how y min depends on these
other factors x. Here, we will assume that y min depends only on family size ( fs ), which includes
all members currently living in the household. Future work will extend the analysis to other more
complex specifications that will take into consideration family composition, e.g., the number of
children and the number of adults. The main objective of the current paper is, however,
methodological and, thus, we simplify the analysis by including only fs .
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There are several variants of the approach, depending on variously worded question
modules. This subjective approach is the core method of this paper.

The Financial Satisfaction Poverty Line (FSPL)

The FSPL is based on the following question:

" How satisfied are you with the financial situation of your family?
0

1

2

3

4

5

6

7

8

9

10

αo = −∞

α1

α2

α3

α4

α5

α6

α7

α8

α9

α 10 = +∞

Not at all
satisfied

Very
satisfied "

Let us denote the answer between zero and ten as SFS (Subjective Financial Satisfaction). Then
SFS will be a function of current income y c , family size fs , and probably other variables such
as age. Simplifying, we have,

SFS = U ( y c , fs)

(10)

Let us assume that poverty is defined by the situation of those who evaluate their situation as 3.
Then y min ( fs) is the solution of

U ( y min ( fs ), fs ) = 3

(11)

If SFS is monotonically transformed by a function ϕ (.) , such that the equation (10) becomes

γ 0 + γ 1 ln y c + γ 2 ln fs = ϕ ( SFS )

(12)

then the solution will be

ln y min =

1
[ϕ (3) − γ 0 − γ 2 ln fs]
γ1

9

(13)

The solution for ϕ which suggests itself is based on the Ordered Probit Estimation method. We
assume

P[n < SFS ≤ n + 1] = P[α n p γ 0 + γ 1 ln y c + γ 2 ln fs + ε ≤ α n +1 ]

(14)

where n = 0,...,10 with α 0 = −∞,α 10 = +∞ . The coefficients γ 0 , γ 1 , γ 2 and α 1 ,...,α 9 are
estimated by Ordered Probit, based on the usual assumptions. The error term is N(0,1) distributed.
Notice that we are forced to specify a concrete level as the poverty line, i.e. 3. We specify level 3,
in the transformation version, α 4 , as the poverty line level, hence.

ln y min =

1
[α 4 − γ o − γ 2 ln fs]
γ1

(15)

In other words, applying to equation (15) the coefficients that have been estimated in equation
(14), we can calculate the Financial Satisfaction Poverty Line at level 3. These results are
presented in section 4.

The Leyden Poverty Line (LPL)

The LPL (see Goedhart et al., 1977) was derived by a research group working at the
University of Leyden in the seventies and eighties (see, e.g., Van Praag and Frijters, 1999).
The basic question module is the Income Evaluation Question (IEQ), which runs as follows.

"Assuming prices to be constant, what monthly income (net of taxes) would you consider for your
household as:

very bad…………………………
bad………………………………
not bad not good…..…………..
good…………………………….
very good……………………….

Thousands of Rubles per month
…………….
…………….
…………….
…………….
…………….

10

"

The answers are denoted by c1 ,...,c5 respectively. This question is slightly more sophisticated
than the SFS question. Firstly, no evaluation of own income is required and secondly we ask for
five different levels, corresponding to the different levels of satisfaction.
The advantages of the IEQ compared to the SFS question are two fold. One, respondents
are less inclined to exaggerate their own dissatisfaction with their own circumstances. In direct
questions such as the SFS, respondents are likely to reduce the satisfaction shown with their own
situation as a strategic reaction.
Two, the IEQ asks for five levels, not one, evenly spread over the satisfaction scale. This
helps to calibrate the answers. Moreover, having five points gives more information about the
relation between income and income satisfaction than having just one answer, related to own
current income. The obvious disadvantage of the IEQ is that it asks for five levels instead of one,
which requires more effort and thinking from the respondent.
It has been shown elsewhere (van Praag, 1991) that the verbal levels may be translated
into equally spaced points on the (0,10)-axis, yielding 1, 3, 5, 7, 9 respectively. It follows that we
can estimate for each respondent his or her own individual welfare function U ( y ) . Taking for

U (.) the long-standing lognormal distribution function Λ ( y; µ , σ ) , we find the individual's
evaluation of an income level y to be

U ( y ) = Λ ( y; µ , σ )

The parameters µ and σ are estimated for each individual by µˆ i =

(16)

1 i =5
∑ ln cij and
5 i =1

2

1 i =5
σ = ∑ (ln cij − µ i ) respectively. It has been empirically established that µ is an individually
4 i =1
2
i

varying parameter, which depends notably on own current income y c and fs . More specifically,
for many countries the relationship

µ = β 0 + β 1 ln y c + β 2 ln fs

(17)

has been found (see, e.g., Van Praag, 1971; Van Praag and Kapteyn, 1973; Hagenaars, 1986 ).
The parameter σ has not been "explained" very well, and it is mostly taken to be constant among
individuals.
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For the lognormal distribution we have

Λ ( y; µ , σ ) = N (

ln y − µ
;0,1)
σ

(18)

In fact, the lognormal distribution is just one ordinal utility version. Again, we may apply any
monotonic transformation and an attractive one is that which yields us

U * ( y ) = ln y − µ

(19)

taking σ to be constant. Then the monotonic transformation used is the inverse of the normal
distribution function U * = σ . N −1 (U ;0,1) , since

  ln y − µ

U * ( y ) = σ . N −1  N 
;0,1 

  σ

(20)

As µ depends on current income y c , the evaluation of current income is

U * ( y c ) = ln y c − β 0 − β1 ln y c − β 2 ln fs = (1 − β1 ) ln y c − β 0 − β 2 ln fs

(21)

The corresponding U -value is

 (1 − β 1 ) ln y c − β 0 − β 2 ln fs 
U ( yc ) = N 

σ


(22)

Now we set y min at a level which corresponds to the label 'bad' in the IEQ, i.e., we specify the
poverty line by

U ( y min ) = 0.4

or equivalently
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(23)

U * ( y min ) = σ . N −1 (0.4)

(24)

or

(1 − β 1 ) ln y min − β 0 − β 2 ln fs = u0.4

(25)

yielding

ln y min =

u0.4 + β 0 + β 2 ln fs
1 − β1

(26)

The poverty level is determined by the choice of 0.4 or u0.4 , the normal quantile corresponding to
an accumulative chance of 0.4. Summarizing, if we apply to equation (26) the coefficients
estimated in equation (17), we find the Leyden Poverty Line for level 4. These results are
presented in section 4. Note that if the SFS and the LPL measures stand for the same concept we
should find that −

γ2
β2
. The income coefficient sign is expected
is approximately equal to
γ1
1 − β1

to be positive for both, SFS and IEQ, whereas the family coefficient sign is expected to have the
opposite sign. As family size rises, while income stays constant, the Subjective Financial
Satisfaction will deteriorate, i.e. negative coefficient. Similarly, increases in family size augment
the income that households consider to be "very bad",…, "very good" (positive coefficient).
Frijters (1999) using the first waves of the RUSSET panel and the Erasmus Houdehold Survey
presents poverty estimates using this method for Russia in 1991, 1993, 1994, and 1995. Thus, his
estimates were performed for an earlier period.

Subjective well-being Poverty Line (SWB)

The previous two measures are based on question modules which focus on 'financial' or
'economic' aspects. A question which attempts to include all aspects of life is a question originally
derived by Cantril (1965). The Cantril question runs as follow:
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"How satisfied are you with your life as a whole?
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The answer to this question is often termed subjective well-being (SWB). It is obvious that SWB
will be determined by many more variables than income and family size alone. Nevertheless,
given that the other variables, such as age, gender, being single and education, are not considered
to be politically relevant, we assume a more simple specification. Let us assume that we estimate
the relationship

SWB = f (ln y , ln fs)

(27)

Following equation (27), in a similar manner to the way SFS was estimated, we find

ln y min =

1
[αˆ 3 − δ 2 ln fs]
δ1

(28)

Actually, a better estimate of the equation is arrived at following Plug and Van Praag (1995) by
including a squared (ln fs) 2 and an interaction term between fs and y , i.e. taking the product
( ln y c ln fs ). This yields additional effects δ 3 and δ 4 in the Ordered Probit equation

δ 0 + δ 1 ln y c + δ 2 ln fs + δ 3 ln fs ln y + δ 4 (ln fs) 2 = ϕ ( SWB )

(29)

The rationale for including the quadratic form is that it seems probable that SWB does not
monotonically increase or fall with family size fs . A finite optimal family size becomes possible
by including the square of fs . Second, we may assume that that optimum fs depends on the
financial situation. This is realized by adding the interaction term.
Then we get for the SWB-poverty line:
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ln y min =

[

1
αˆ 5 − δ 2 ln fs − δ 4 (ln fs) 2
δ 1 + δ 3 ln fs

]

(30)

Next, we can introduce to equation (30) the coefficients estimated in equation (29), to get a
Subjective Well-Being Poverty Line for a level of satisfaction equal to 4. These results are
presented in section 4.
The Cantril question has already been considered among others by Blanchflower and
Oswald (2000), Clark and Oswald (1994), Di Tella et al. (2000), Frey and Stutzer (1999), Frijters
(1999), Frijters and van Praag (1998), Oswald (1997), Plug (1997), van Praag and Plug (1995a,
1995b), and van Praag et al. (2000).

3. Description of the Data
The RUSSET panel data has been used in this study. The design and data collection of the
RUSSET panel have been described in detail in the paper of Saris and Andreenkova (2001) in this
issue. Saris and Andreenkova state that two samples were drawn, for our study we used the new
sample, which consists of two waves, namely wave 5 (1997) and Wave 6 (1998). The initial
Wave came from a national probability sample of the Russian population of 18 years and older. It
consisted of 3700 households, from which only 2000 remained in Wave 4 (1997). The new
sample was initiated in 1997 with 2233 households (Wave 5). In Wave 6 (1998) the number of
households was 1510.We use weight variables constructed on the base of gender, age, and region
for the analysis.
In this study we used the variables family size and family income. Family size refers to
the number of persons that live in the household. Therefore, it does not include children or family
members that live apart. The question of family income is rather intricate in the Russian
Federation. It is well known that the sources of income for Russians are diverse and often come
from the informal economy. The question used to obtain the family income variable runs as
follow

"What is your total family monthly income, including pensions, aliments and so on for the last
month after taxes?"

This type of question is frequently used in household surveys which do not focus especially on
income assessment. In Russia this type of question is used by major opinion agencies such as
VSIOM. It is a straightforward question which can be posed to many respondents in oral or mail
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surveys. Relatively few people refused to answer on this type of question (13% in 1997 and
1998).
The household income concept is clearly an ambiguous concept, which is hard to
materialize, as every income statistician knows. The Russian Statistical Office (GKS) and the
RLMS aim for a much more refined income concept, also covering charity, gifts, income in kind,
such as fruit and vegetables from own garden, subsidies, etc. It is obvious that this household
income concept is more refined than the one we have at hand, but it is also obvious that its
operationalization takes much more time and effort for the respondent, that it will cause higher
non-response rates, and finally that the margin for uncertainty increases, because the valuing of
ones own production or a subsidy on housing, due to leasing for a low rent, gives ample room for
subjectivity for the evaluator. Both concepts have their strong and weak points.
Actually, each Russian household has so to speak two incomes, say y ( A) , assessed
according to the definition we use, and y ( B ) according to the GKS and RLMS definition.
Obviously
( A)
( B)
y ( A) ≤ y ( B ) . It follows that there are also two poverty lines, say y min
and y min
, referring to the
( B)
alternative income concepts. When we apply the poverty line definition based on y min
to our

sample, where income is described as y ( A) , the poverty ratio should be higher than when
( B)
applying the same poverty line ( y min
) to a sample with income defined as y ( B ) . Therefore, even
( B)
when using the same official minimum income ( y min
), we get a higher percentage of poverty

incidence in our sample than that given in the official statistics, figure 2 makes this clear.

y ( A)

y (B )

( A)
y min

Figure 2 Income definition and poverty line
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4. Estimation Results

In this section, we present the estimates of the equations (12), (17), and (29), and the resulting
poverty lines and poverty ratios, equations (15), (26), and (30). The results are based on the
RUSSET data set. For completeness, we add other comparable poverty figures drawn from the
Russian Statistical Office (GKS), from Popkins et al. (1996), and from the "relative" half-median
and half-mean approaches.
Although the data were derived from a longitudinal survey, we use the consecutive waves
as separate cross-sections. The reason for this is that the usual poverty estimates are based on
cross-sections, from year to year.
The estimation results for the SFS (equation 12), for the µ of the IEQ equation (17), and
for the SWB (equation 29) are presented in table 1. The estimation method used for equations
(12) and (29) is Ordered Probit, where the dependent variable takes the values 0,1 … , 10;
equation (17) was estimated using OLS.
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Table 1: Estimation results for wave 5 (1997) and 6 (1998)*
Wave 5: 1997

Wave 6: 1998

Variable

SFS

IEQ( µ )

SWB

SFS

IEQ( µ )

SWB

ln y c

0.722
(0.039)

0.370
(0.018)

0.503
(0.080)

0.570
(0.044)

0.365
(0.020)

0.352
(0.091)

ln fs

-0.522
(0.061)

0.422
(0.032)

1.164
(0.427)

-0.328
(0.066)

0.392
(0.033)

0.579
(0.470)

(ln fs) 2

0.021
(0.120)

-0.085
(0.114)

ln y c ln fs

-0.167
(0.074)

-0.050
(0.078)

Adj-R2 (IEQ)
Pseudo R2

0.210

0.400

0.185

0.205

0.403

0.186

(SFS, SWB)

−γ2

β2

γ1

(1 − β1 )

Wave 5

0.724

0.670

Wave 6

0.575

0.618

0.574

-0.251

Delta method used to
calculate the standardized
difference between the two
ratios 4

* The standard error is given in parenthesis.

When we asses the variances of the two ratios −

γ2

γ1

and

β2

1 − β1

using the delta-method, we

find that the standardized differences between both ratios are 0.574 and -0.251 for wave 5 and 6
respectively. It implies that these differences are statistically non-significant. This indicates that
the IEQ and the SFS question measure similar concepts. The results of the regression of µ show
that family income and family size are positive and significant. This implies that µ depends
strongly on family size and family income. In other words, if family size increases, the income
that a household would consider "very bad", …, "very good" increases. A noticeable difference
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between these results and the ones found in other European countries, is the high coefficient for

ln fs . Usually, the family size coefficient is found to be somewhere between 0.075, Denmark,
and 0.169, Ireland, (see van Praag et al., 1982). The larger family size coefficients found in the
Russian Federation may be due to the fact that family protection policies are much less liberal in
Russia than in Western countries. Therefore, the cost of an additional child is higher in Russia
than in Western countries. The significant coefficient for ln y c indicates an effect of own income
on the evaluation schedule of income. This has been called the preference drift (Van Praag,
1971). This means that own income is an anchor point. Psychologists have called this
phenomenon the hedonic treadmill (Brickman and Campbell, 1971). In contrast to the family size
coefficient, the coefficient for ln y c is found to be rather low when compared to the European
average. This is probably caused by the effect of Russian income varying a lot over time, both in
real and nominal term. Moreover, there is more income in kind. It follows that own income is less
stable as an anchor-point than in Western countries. The SFS estimates are consistent with the
IEQ and indicate that individuals with higher income report a larger SFS value, and that
individuals with a bigger family size experience a lower SFS. The SWB question gives a more
complex picture. One, for wave 6, coefficients involving family size are non-significant, and in
wave 5 the squared of family size is also not significant. Two, family size is incorporated in the
equation as squared and as an intercept term with family income. Three, respondents with a
higher income also report higher SWB. The income coefficient for SWB is in both waves very
significant and considerably high. These results imply that income is an important factor for
subjective well-being in the Russian Federation. Usually it is found that the correlation between
income and life satisfaction is higher for the less developed countries, see, for an overview,
Argyle, (1999).
An alternative measure of poverty can be derived from counting how many respondents
consider their household situation to be under a level 3, 4, or 5. Thus, poverty incidence is
measured as the percentage of individuals responding to the SFS and SWB questions with values
below a specific level. This analysis is presented in table 2. For comparative reasons, table 2 also
shows the results obtained for Germany when using the German Socio-Economic Panel (GSOEP)
data set5. Table 2 exemplifies that the percentage of people who feel dissatisfied with both their

4

  − γ 2   β2
 

−
γ 1   1 − β1  



σ −2γ + σ β2


γ
1− β


2

2

1

1

5

The German Socio-Economic Panel (GSOEP) is a longitudinal panel of households that started in 1984 in
the West and in 1990 in the East . The GSOEP is described in Wagner et al. (1993). The GSOEP is
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financial and well-being situation is rather large, especially when compared to Western countries.
Table 2 also shows that the dissatisfaction levels of Russians are higher for the financial situation
than for the well-being.

Table 2: Frequencies for the SFS and SWB
SFS

SWB

Answers for
RUSSET

Wave 5:
1997

Wave 6:
1998

Wave 5:
1997

Wave 6:
1998

% Below 3
% Below 4
% Below 5

57.8%
67.6%
82.9%

67.8%
77.6%
89.3%

23.0%
32.5%
57.6%

40.7%
51.2%
72.5%

Answers for GSOEP

% Below 3
% Below 4
% Below 5

West Germany *, 1997

East Germany *, 1997

SFS

SWB

SFS

SWB

5.8%
11.2%
24.2%

4.4%
8.5%
20.4%

6.4%
12.6%
32%

5.6%
10.5%
29.9%

A comparable question to the SWB or SFS-question has been analyzed by Ravallion and Lokshin
(1999). They call it the 'Economic Ladder Question' (ELQ) which runs as follows:

"Please imagine a 9-step ladder where on the bottom, the first step, stand the poorest
people, and on the highest step, the ninth, stand the rich. On which step are you today?"

The ELQ has been posed in the roughly comparable RLMS (Russian Longitudinal Monitoring
Survey) data set. Ravallion and Lokshin suggest that their question represents a broader concept
of poverty, than only financial poverty. We are not so sure about this interpretation, as 'poor' is
mostly interpreted in literature and ordinary language as meaning financial poverty. However,
similar figures follow from their paper. Their results show that in 1996, 31.5% of adults
responded to the ELQ with 1 or 2, 54.28% answered 3 or less, 74.47% reported 4 or less, and
94.24% gave a 5 or less to the ELQ (Ravallion and Lokshin, 1999). In 1998, these results were
respectively 37.27%, 61.28%, 81.12%, and 96.86% (Lokshin and Ravallion, 2000). Lokshin and
Ravallion (2000) found that individuals' welfare decreased from 1996 to 1998. This finding is

sponsored by the Deutsche Forschungsgemeinschaft and organized by the German Institute for Economic
Research (Berlin), and the Center for Demography and Economics of Aging (Syracuse University). We are
grateful to these institutes and the project director Dr. G. Wagner for making this data set available.
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consistent with our results and with the economic deterioration of the Russian Federation after the
crisis in August 98.
Next, applying the results given in table 1, we can find the income poverty lines and
corresponding poverty ratios for 1997 and 1998. The poverty lines are presented in table 3 and
the poverty ratios in table 4. The poverty lines presented in table 3 are the following. One, two
relative objective measures are presented, namely the half-mean and half-median. For that, we
used the family size correction given by Popkin et al. (1996, table 10), which is based on the
'adult good' per capita method, in which the 'adult good' is adult male protein intake. Table 3
indicates that the poverty lines for these measures are the lowest and thus will lead to the lowest
poverty ratio (Table 4). Two, two economic welfare poverty subjective measures are presented,
namely the LPL and the SFSPL. These were calculated using equation (15) and (26) as described
in section 2.2.2. Three, we present a well-being poverty subjective measure calculated using
equation (30) in section 2.2.2. Four, table 4 the poverty line derived, using own calculations, in
the style of Popkins et al. (1996) is presented in table 4. Popkins et al. (1996) only offers the
poverty lines until April 1993. Using the inflation rate provided by the GKS, we have converted
their poverty lines to November 1997 and November 1998, when wave 5 and wave 6 of the
RUSSET were conducted. The official poverty line offered by the GKS6 is only available as an
average per capita. Applying the scale used by Popkin et al. (1996, Table 10), we can derive the
poverty line for various family sizes.

[INSERT TABLE 3 ABOUT HERE]

Using the poverty lines (table 3), we can calculate the percentage of our sample living in
poverty. The percentage of individuals in poverty is shown in table 4, where all individuals living
in a poor household are considered to be poor. The equivalence scales in Popkins et al. (1996,
table 10) are used for the half-mean, the half-median, and the Official GKS poverty lines. For the
other measures, the equivalence scales used follow from table 3.

[INSERT TABLE 4 ABOUT HERE]

Table 4 indicates that: one, the relative measures of poverty lead to a very low poverty
incidence and seem rather un-realistic. Two, well-being poverty is much lower than welfare, or
economic, poverty. Three, the objective absolute measures of welfare poverty, Popkins and GKS,
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and the subjective measures, SFS and IEQ, give different results depending on the years, the
satisfaction levels chosen and on the questions used to evaluate poverty. The satisfaction level
chosen for the subjective poverty measures can be varied to obtain the same level of poverty as
that for the objective measures. For example, when comparing the SFS poverty line with the
Popkins poverty line we see similar results for 1998. Therefore, we can say that in 1998, the
Popkins measure, objective poverty, gives similar poverty percentages as the Subjective Financial
Satisfaction poverty line for a level of satisfaction equal to 3. For 1997, the SFS poverty line for
level 3 gives a lower percentage of poverty than the Popkins measure, objective poverty. We
could, however, choose a level of financial satisfaction other than 3. For example, in 1997 the
SFS Poverty incidence at a level of satisfaction equal to 4 is 87.4%, which is similar to the
Popkins poverty incidence of 80.7%. Four, the poverty ratios have increased from 1997 to 1998.
This is in accordance with the worsening situation that the Russian Federation has experienced
since August 1998. Similar results are found by Lokshin and Ravallion (2000) , who using the
RSLM panel, found a deterioration of welfare measured with both objective and subjective
measures after August 1998.
The poverty ratio for the whole Russian Federation using the official poverty line is given
by the GKS as 20.8% (1997) and 23.8% (1998). Those percentages are much lower than in our
case, 52.8% and 64% respectively, where we apply the same poverty line to the RUSSET sample,
i.e. 411.2 rubles per month in 1997 and 493.9 in 1998. Similarly, Popkins et al., (1996), whose
analysis forms the basis for the official poverty ratios (GKS), find lower percentages of poverty
incidence when applying their poverty line on the RLMS sample. The RLMS poverty percentage
is 55% for Round VIII (October 1998 to February 1999)
(http://www.cpc.unc.edu/projects/rlms/rlms_home.html). The reason for this has already been
discussed extensively in section 3. As argued there, the RUSSET uses a definition of income
which differs from the GKS and RLSM definition. In other words, the income definition used in
the RUSSET sample gives much lower incomes. The income distribution differences for the three
cases, i.e. GKS, RLMS, and RUSSET are presented in table 5.

6

See www.gks.ru.
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Table 5: Monthly Income
Description

GKS*

RUSSET
RLMS
Wave 5
Wave 6 Oct-98 to
Nov. 1997 Nov. 1998 Feb-99

1997

1998

Mean Income per capita
In Nominal Rubles

585

573

n.a.

934.7

968.6

Mean Household Income
In Nominal Rubles

1227

1232

1837

n.a.

n.a.

Income Distribution
Average per capita
< 401
< 601
< 801

RUSSET***

RLMS

Wave 5 Oct-98 to
Nov. 1997 Feb-99

Oct-98 to
Feb-99

1997

1998

n.a.
n.a.
n.a.

19.7%
39.1%
55.2%

15.1%
34.1%
52.3%

62.7%
79.4%
89.9%

64.4%
81.5%
91.6%

GKS**

* Average per capita money incomes, monthly, Rubles. **Average per capita money, income, monthly,
Rubles in 1998. *** In nominal Rubles.
n.a. indicates that the information is not available to us.

An interesting question is how poverty affects different demographic groups. The poverty
ratio for different groups is presented in table 6. Men over sixty and woman over fifty-five who
are not working are assumed to be 'retired'. Table 6 shows that the retired have a higher
percentage of poverty incidence. Households with at least one child of 6 years or younger also
have a higher percentage of poverty.

Table 6: Poverty ratios differentiated
Wave 5
Characteristic

Wave 6

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

Retired

88%

89%

92%

96%

Non-Retired

62%

63%

75%

87%

Household with Children with
age <= 6
Household with Children with
age >= 7

70%

74%

83%

93%

69%

69%

79%

89%
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5. Conclusions
A discussion on different concepts and measurement of poverty is presented in this paper. Two
concepts of poverty are presented, namely welfare, economic, poverty and well-being poverty.
The last, is a broader concept that tries to capture satisfaction with life as a whole. In the Russian
Federation for 1997 and 1998, the poverty incidence of welfare poverty is much larger than for
well-being poverty.
Different approaches to the measurement of poverty are also presented in this paper. One,
relative objective measures of poverty are discussed. This approach seems to be non-relevant as it
gives only income distribution statistics describing relative income ratios but they are not related
to absolute levels of poverty. The results for the Russian Federation yield incredibly low poverty
ratios. Two, objective measures based on the "official" poverty line are discussed. The "official"
poverty line is based on the work carried out by Popkins et al. (1996) who define poverty lines,
minimum income level, based on a subsistence level of expenditures obtained as 1.3 times a
subsistence food basket. In the paper, the "official" objective estimates are compared with two
subjective measures, namely the Leyden Poverty Line (LPL), and the Subjective Financial
Satisfaction Poverty Line (SFSPL). These subjective measures are more flexible as the "level" of
satisfaction considered to be a "minimum" can be changed. When taking different satisfaction
levels (e.g. 3 or 4) in a 11-level scale, into account the subjective measures can give rise to
similar poverty ratios as those derived from the objective "official" poverty measurement.
Subjective measures show strong consistency, in other words, the outcomes from the LPL
and the SFSPL are comparable. Furthermore, the results obtained by Ravallion and Lokshin
(1999), using a subjective measure based on the Economic Ladder Question (ELQ), are also in
line with our results derived from the Financial Satisfaction question.
Given such a multitude of poverty indicators the question arises: which of them should be
preferred? This natural question, however, is easier asked than answered. The preferred measure
of poverty depends on data availability and intuitive feelings. We would prefer to stick to one of
the subjective measures because they are based on the respondents' feelings of income-poverty.
Then SFS(3) and LPL(4) seem to be the most adequate. Besides, subjective measures are very
flexible since the level below which an individual is considered poor can be easily changed. Thus,
we can find poverty ratios using SFS(3) and also using SFS(4) or SFS(2). Besides the SFS and
LPL, which measure income poverty, we have also presented a measure for well-being poverty.
In our study well-being poverty, which is much lower than income poverty, is measured using a
subjective question. Subjective well-being is a more complex phenomenon than financial
satisfaction and thus more difficult to estimate and understand. Therefore the well-being poverty
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estimates for the Russian Federation have to be viewed with caution. Further research in this
direction is needed.
The consistent results found for subjective measures, their flexibility and lower cost, and
their importance in psychological matters, make us see a great future for such measures, both
within the framework of poverty analysis and when the objective is to assess an individual's
happiness.
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Table 3: Poverty lines for Wave 5 (1997) and Wave 6 (1998); In nominal rubles per month
Famil
y Size

Half-mean

Half-median

SFS(3)

LPL(4)

SWB(4)

From Popkin et al.*

1997

1998

1997

1998

1997

1998

1997

1998

1997

1998

Char

1997

1998

277

272

209

217

638

1,281

634

857

351

1,195

501

833

2

496

487

374

388

1,053

1,908

1,009

1,316

292

830

718

1,193

3

679

666

512

532

1,412

2,409

1,324

1,690

309

733

Child
0-6
Child
7-17
Male

721

1,199

4

839

824

633

658

1,740

2,842

1,605

2,019

369

705

Fem.

613

1,019

5

994

976

750

779

2,045

3,231

1,864

2,318

480

706

Pens.

416

691

6

1152

1132

869

903

2,333

3,588

2,106

2,594

672

725

7

1321

1297

997

1035

2,608

3,921

2,335

2,853

1,013

755
Avg.

596

992

1

Official (GKS)
1997

1998

411

494

Derived from Popkin et al. (1996) that offer 1993 estimates. The poverty lines have been translated into November 97 and November 98 prices.

i

Table 4: Poverty ratios for Wave 5 (1997) and Wave 6 (1998) (in percentages)*
Fam.

Half-mean

Half-median

SFS(3)

LPL(4)

SWB(4)

Size

Official

Official (GKS)

(Popkins)
1997

1998

1997

1998

1997

1998

1997

1998

1997

1998

1997

1998

1997

1998

33

18

17

14

84

93

84

86

57

91

76

89

70

69

2

23

20

19

14

73

86

73

77

16

51

71

84

49

58

3

27

31

22

25

63

90

61

74

17

36

76

90

53

62

4

34

35

27

25

64

91

63

79

20

31

88

95

52

57

5

17

56

9

45

87

92

57

90

4

40

96

92

43

80

6

67

48

50

43

100

86

83

86

50

43

100

90

67

76

7

33

80

33

60

100

100

100

100

33

60

100

100

33

100

29.5

34.2

22.9

26.3

67.8

90.3

65.9

79.9

20.5

41.2

80.7

91.1

52.8

64

1

Total

* Number of people who live in a poor household
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