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Abstract

The paper analyzes the incidence, the severitytlamdleterminants of household poverty in
Ukraine during transition using two comparable sys/from 1996 and 2004. We measure
poverty using income and consumption and conttastetffects of various poverty lines.
Poverty in both periods follows some of the deteamis commonly identified in the
literature, including greater poverty among housghavith children and with less education.
We also identify specific features of poverty imrtsition, including the relatively low
importance of unemployment and the existence ofeggveven among households with
employment. Poverty determinants change over tirlaé with the experience of transition

and restructuring.

1. Introduction

The paper analyzes household poverty in a transigoonomy in times of economic
restructuring, structural adjustment and subseq@gatvth. In particular, we study the
incidence, severity and determinants of householekty over time using multiple measures
of household welfare. Our analysis examines two pamable household surveys from
Ukraine from 1996 and 2004, which represent yedextsteme economic depression and of
sustainable recovery, respectively. Our paper heffegs insights into how and how much
the long-term transition process affects houselmtare. The ‘how’ concerns the roles of
household composition (including age and gendenpdn capital, ethnicity, assets, location
and transition-specific labor market issues likeggvarrears. We pay particular attention to
adjustments of the labor market which is a key rmaadm by which households experience
macroeconomic and firm-level restructurings. Thewhmuch’ is addressed by studying
household consumption and household income, amgyziarious poverty lines and

emphasizing the role of inequality.

The focus on Ukraine is not by accident. First, doeintry is particularly well suited to

address the questions on the long-term changesverfy induced by the transition process
characterized by large initial shock and followiregcovery. Indeed, the magnitude of the
restructuring was enormous, with real GDP decliroggnore than 60% in the 1990s, and the
recovery of the 2000s was impressive. Second, b&r#s characterized by considerable
regional diversity and the well-known divide alothg ethnic and linguistic lines that became

particularly pronounced since the 2004 Orange rgiai. Finally, Ukraine is also the only
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(apart from the Russian Federation) country in@h8 which has an established household

panel dataset.

We find a substantial level of extreme poverty ikrdine in the middle of the recession,
which halved after four years of robust econommagh. However, absolute poverty declined
less or even increased slightly, depending on teasore used, while inequality improved
only when measured by income. These measuremergsisse highly relevant in the context
of transition and may have led previous studiesintderestimate the extent of poverty in
Ukraine. We also find that the determinants of ptyvin Ukraine are largely in line with the
poverty literature, including greater poverty amdrguseholds with children and with less
education. In addition, we identify some specifeatiires of household poverty that are
mostly associated with the transition process sashthe relatively low importance of
unemployment and the existence of poverty even gmuouseholds with employment,
especially during the time of economic collapse. 8&® document substantial changes in the
determinants of poverty over time, which can belarpd by the emergence of competitive

labor markets as one aspect of the processesnsittcan and restructuring.

The long-term nature of our study and the iderdtfan of key transmission channels of
transition-related labor market effects on poveattyhe household level are unique features of
the paper and hence represent its key contributimiiBe literature. Further strengths of the
paper include its consistent use of multiple messwf household poverty, of multiple
estimation techniques in its poverty analysis ahdnaltiple poverty lines for reasons of
robustness and comparability with alternative ssdi We also address explicitly
distributional consequences of transition acrose thcome distribution and across
geographical dimensions and we investigate thenpaterole of ethnic discrimination.
Finally, no single study has previously addressged questions of transition and structural
change on poverty using Ukrainian data. We belighad our paper is hence of interest to
readers of the transition literature in particldat also of the literature on household welfare

under uncertainty in general.

We would like to clarify what our paper does nandb achieve. We do not conduct panel
data analysis due to data limitations, thus premngra sound analysis of poverty dynamics.
Furthermore, we do not assess the effects of spolaties on household welfare, which is
why we have also limited the discussion of the goimplications of our findings. We hope

to turn to these points in our later work, usingvlyecollected data.

The structure of the paper is as follows. The sexttion reviews the empirical literature on

poverty in transition countries. Section 3 presémésconceptual framework. Sections 4 and 5
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introduce the data and the methods respectivelgtid®e6 discusses the summary statistics

and regression results while section 7 concludes.

2. Transition and household welfare: literaturereview

Macroeconomic and firm-level structural changes thecompanied the transition from a
planned to a market economy in Central and Ea&iarope resulted in a dramatic decline in
economic activity, rivaling that of the Great Degsi®n in the 1930s. From the start of
transition in 1989 until the resumption of econompiowth, these countries lost from between
one fifth to more than two-thirds of their pre-tsétion level of GDP (EBRD 2000). The
magnitude and length of the recession differed emtgdeal across countries depending on
their initial conditions as well as the nature, smting and speed of the political and
economic reforms implemented. Two common pattemerged in the region. One pattern
occurred in Central Europe with modest declines@uidk recoveries. The other pattern was
characteristic of the CIS countries with much deepel longer declines, turning into robust
economic growth only by the end of the 1990s (WoBdnk 2002). Despite certain
differences across the countries, the dramaticdiatbutput in the 1990s is regarded as the
main defining feature — and also the major surprisaf the transformation process in the

entire region at the macroeconomic level (Gomuls@8).

The transition process could not pass without éaching consequences for the standard of
living of individuals and households in Central aBdstern Europe. The main channels
propagating the changes induced by the economisitian were adjustments of the labor
market, changes in social spending and transfetedgovernments, and the loss of financial
savings wiped out by hyperinflation in the earlyasgof the transition.

The labor market had to accommodate the fall indés@and for labor, which was not only
the result of the output collapse during the triamsibut also a consequence of inefficient use
of labor resources during the central planningqee(Adam 1982). The reaction of the labor
market to declining demand was via falling emplogimeates, raising unemployment and
decreasing real wages. Moreover, the labor markitisanent included sectoral and
occupational reallocation of labor as well as lasbéts in relative pay (Jackman 1998). The
latter was driven by a move from compressed wagerdntials, that were imposed by the
central planner and barely took into account wazkproductivity, to a more market-based

wage setting mechanism.
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As in the case of output dynamics, the adjustménthe labor markets in the transition
countries followed rather different paths (SvejnE®99). Central European countries
experienced falling employment rates and growingnoployment, accompanied by a modest
decline in real wages. The former Soviet Union east saw collapsing real wages with
relatively limited rises in unemployment and fails employment at least conditional on
output losses (Boeri and Terrell 2002). In additieon-standard mechanisms of labor market
adjustment became widespread in the region, eslyetiaing the phase of economic decline.
These included wage arrears, forced leaves, reduitihours of work and in-kind payments
(Lehmann, Wadsworth and Acquisti 1999; Earle andirigamova 2002; Haltiwanger,
Lehmann and Terrell 2003)with the resumption of economic growth, the incide of these
non-standard mechanisms was reduced considerahlgrtan and Kolev 2001; Gerry, Kim
and Li 2004; Boyarchuk, Maliar and Maliar 2005).

A change in the wage-setting mechanism became @nitiportant element of the transition
process with potentially strong effects for houdeéhmell-being. Rather than being fixed by
the state as in the Soviet period, wages starte@ftect individual productivity and effort
with gradually increasing returns to human cap{@brodnichenko and Sabirianova Peter
2005; Munich, Svejnar and Terrell 2005). This resilin a raising inequality of the wage
distribution, driving the rise in income inequalitgeane and Prasad 2002). Additional factor
increasing income inequality was the developmentthef private sector, including the
privatization of formerly state-owned enterprist®ugh the evidence concerning the role of
this channel in different countries is somewhat ediqCommander, Tolstopiatenko and
Yemtsov 1999; Milanovic 1999; Birdsall and Nelli8(3).

The reduction in welfare benefits and transfersseduby shrinking fiscal revenues also
affected household welfare (Barbone and Polacko®@6;1 Klugman and Kolev 2001).

However, the transition countries experienced am®rable heterogeneity with respect to the
dynamics and effects of social spending. For examBhrner and Terrell (1998) argue that
the social safety nets in Central Europe confimedjuality that would have resulted from the
introduction of market forces while according ton@uander, Tolstopiatenko and Yemtsov
(1999) the Russian social safety net rather canttidbto higher income inequality. Evidence
suggests that compared with the states of the TOUESR, the countries of Central Europe
better managed to contain the drop in transfeessymably due to better tax collection but
also because of better economic and political cbalbdity established from the start of the

transition process.

! Boeri and Terrell (2002) provide evidence that diféerences in labor market adjustment are relatethe
different levels of expenditure and structures afi-employment benefit between these two regions.
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The transition process suddenly brought many haldshin Central and Eastern Europe to
the edge of physical survival. Poverty, as conwerdily defined to indicate the lack of a
minimum standard of material well-being, hence bez@ane of the most important problems
facing the regiors.At the height of the macroeconomic crisis povestes in some countries
approached 50% (World Bank 2000a; 200%)s economic growth resumed throughout the
region at the end of the 1990s, poverty rates wedlsubstantially (World Bank 2005). The
remainder of this section summarizes the empirfeskearch of the determinants of the

poverty in the region.

Existing research has firmly established severahmon correlates or determinants of
poverty in the transition countries. For exampteisitypically found that the incidence of
poverty is larger among large households, singlemahouseholds as well as households
with a higher than average number of dependantslation to income earners (Milanovic
1996; Lokshin and Popkin 1999). These are also compatterns observed in developing
countries. Interestingly and in contrast to theiztg facts of poverty in many low- and
middle-income countries, there has been little @vod of higher poverty risk for the elderly
in the region (Milanovic 1996; Klugman, Micklewrigland Redmond 2002). Many other
factors, which usually determine poverty in lesgadeped countries, do not show a consistent
pattern either across transition countries or dvee. For example, some evidence suggests
that families with low educated heads or main inegroviders were more likely to fall into
poverty in the Central European countries. The saatadionship in the CIS was found to be
very weak in the second half of the 1990s (WorldiBa000a) but strengthening in the 2000s
(World Bank 2005). Unemployment is another casgamt. Compared with the Central
European region, this factor seems to have beatively less pronounced in the CIS
countries in the 1990s, but appears to have gramge 2000 (World Bank 2000a; 2005).
Note, however, that most such evidence comes fraimalified approach using $1 or $2
international poverty lines to construct povertpfpes and relative risk ratios as in World
Bank (2000a; 2005), which ignores a number of irtgpdr methodological issues such as
equivalence scales. Gustafsson and Nivorozhkin@4(2frovide a more rigorous evidence on
the evolution of poverty and its determinants otrexr course of transition. However, they
focus on one city only. Overall, the existing knedde on the determinants of poverty during
transition remains scarce, especially in the Cldhtaes.

2 Hereafter our view of poverty emphasizes the nieterspect of well-being, as much of the economics
literature does. However, there are other dimemsiohdeprivation such as poor health, lack of azdes
education, limited access to basic infrastructuse veell as psychological dimensions (powerlessness,
voicelessness, dependency, shame, humiliation, etc)

% Poverty was not unknown in the region during tbenmunist rule, but its scope was limited. Accordtog
World Bank estimates, only 2% of people were padote the start of the transition (World Bank 2000a
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Our study aims to fill this gap for Ukraine. Ukraivas experiencing economic decline for 10
consecutive years between 1990 and 1999 with &is@G®P falling by over 60% (Table 1).
The rebound since 2000 has been remarkable, butetieGDP in 2004 represented only
about 58% of its 1989 value. The decline of reajj@gafollowed a similar pattern. Until 1999
real wages dropped to less then half of their :#88e and experienced a vigorous recovery,
almost reaching the 1989 values by 2004. Intergistinhe employment ratio was much less
variable, falling from 77.2% in 1996 to 67.0% in020 Unemployment only rose to almost
12% in 1999, dropping to 8.6% in 2004.

Previous evidence on poverty in Ukraine largely esrfrom two studies by the World Bank

(1996; 2005). These use different survey instrushant are therefore not quite comparable.
The first of the mentioned studies provides astaitture based on 1995 data while the latter
covers the period from 1999 to 2003 but is not wefgrmative about the developments in the

1990s, the period of the most intense transition.

3. Conceptual approach
3.1. Measures of welfare

Most poverty studies focus on income or consumpgigpenditures measures of the material
aspect of individual and household welfare. Thereansiderable ambiguity as to which of
these indicators is a better measure of welfare. Use of income may be advocated on the
grounds that it better proxies for living standardgdiich are generally hard to quantify
(Atkinson 1991). Another argument in favor of ina®ms the idea that the welfare indicator
should measure the opportunities for consumpticendp a family rather than consumption
per se (Atkinson 1991; Ravallion 1992). Howeveg thcome indicator of welfare suffers
from a number of flaws. First, when measured ovesrtsperiods, it may considerably
understate or overstate the standard of livingtduggnificant variations in income over time
(for example, due to the seasonality of earnin§stond, income measures are expected to
underestimate the true welfare because peoplettendderreport income or have difficulties
in quantifying their earnings if those stem fromif-eenployment and capital income
(Atkinson, Rainwater and Smeedin 1995). Consumpigonften considered to be a better
indicator of the general welfare (as householdsatméheir consumption over time) and to

contain smaller measurement error compared withnec

The relative merits of one measure versus the atbpeend to a large extent on the economic

and institutional environment of the country undtrdy. In particular, income measures are
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considered to be quite problematic in less develammaintries where much of the population
are involved in non-market activities and whereome is subject to considerable seasonal
variability with much income deriving from agricute. In many empirical applications, the
measure of choice in developed countries is incavhde in developing countries it is

consumption (Ravallion 1992).

Given the transition nature of Ukraine and the taett we analyze and compare two years
which are very distinct in terms of the market itagitons of the country, it is impossible to
identify a preferred measure a priori. While acktemlging their weaknesses and strengths,
we thus employ both measures — income and consomptiin order to draw a more
comprehensive picture of household poverty. Thergt eeveral reasons to expect differences
between both welfare measures in a transition gtnkérst, households make intensive use
of home production in many transition countriesc@®l, there might be a bias from
underreporting income from the shadow economy. dlhihe non-monetary exchange of
commodities and barter became widespread, espeatale early stage of transition. Fourth,
consumption smoothing and insurance mechanismsatepactual income from consumption
flows, with the degree to which households arealgtiable to smooth their consumption or
separate their consumption from their income steedikely to change over the transition

process.

3.2. The estimation framework

The analysis of poverty is mostly based on muliatarregression methods that attempt to
identify the determinants of poverty at the housgHevel, using reduced form models of
various structural relationships that affect poyegi®Glewwe 1991). One approaches is to
estimate a ,welfare function” of a continuous measof household welfare, such as income
or consumption expenditures. Alternatively, ,poyeffunctions” link household-related
variables to a household-specific poverty indicattfined on the basis of a ,poverty line”
(Appleton 2002). The latter is a predetermined ddiaeh of well-being below which a person
or a household is classified as poor (Ravallion2)89Regardless of the definition of the
poverty line, most commonly used dependent varglite poverty functions are binary

indicators of poverty status or measures of theegg\gap.

Both approaches have some merits. One the one tiendielfare functions are advocated on

the grounds that they utilize full information dmetdistribution of income or consumption

* These may be absolute, relative or subjective.
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while the poverty functions waste a significantcfran of it, if not collapsing the welfare
measure into just two values (Ravallion 1992; Gaedt 1997). However, the level
regressions have long been criticized for imposoogistant parameters over the entire
distribution thus assuming that the effect of htwadd composition, education, and other
variables is the same for poor and non-poor houdsfRoAnother pitfall of the level
regressions is that they do not pay explicit aibento the poor and give excessive weight to
outliers (Baulch and Masset 2003). Given the complgary insights from both models we
use and compare both approaches. To overcome sbthe mitations of these estimation
strategies and to gain further insights into how teterminants of household well-being

change across the entire welfare distribution, lse aestimate welfare quantile regressions.

3.3. Explanatory variables in a transition context

The right-hand-side of the household welfare regjoes equation typically comprises

household composition variables, measures of palysissets and human capital, transition
specific labor market shocks, and geographic ctmtithe age-specific and-gender-specific
household composition might play a decisive rolpeeslly in a transition context with

continuous changes of the role of the state an@rggoing development towards market
adjustment mechanisms. The household compositiectafthe distribution and importance

of different incomes sources: labor market earnistme benefits to families or pensioners,
stipends to students. The role of the age compaosiii the household (also indicating the
status in the household life cycle) has a specedming in a transition context: different age
groups are associated with different levels ofttbhesehold’s Soviet experience, which might
be disadvantageous under the rules of a marketoagprHowever, the effect of elderly on

household well-being is not clear ex ante: althopgtentially disadvantaged due to Soviet
training and experience, pensioners might be beffeafter the substantial increases in the
pension level over the last years. For examplestitae of pensions (and stipends) in total
household resources has increased from 18 to 22%eb&e 2003 and 2004 while the share of
labor remunerations remained stable at 45% (Statitsscs Committee of Ukraine 2007). It

is furthermore important to focus on gender diffees and vulnerable groups like female
households, especially in an intertemporal comperatnalysis, since the transition process
in Ukraine was generally associated with changind mcreasing gender wage gaps (e.g.,

® Appleton (2002) for instance suggests severalraegiis why returns to assets may be different arttemgoor
and non-poor.
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Brainerd 2000), as well as shrinking child cardlitaes and increasing child care costs like in
Russia (Lokshin 2004).

The role of ethnicity has become an important fiefdesearch in countries of the former
Soviet Union in general and for Ukraine specifigglConstant, Kahanec and Zimmermann
2006). Expert interviews in Ukraine led us to hymsize that the country does not suffer
from ethnically based discrimination. To invest@géte issue in more detail, we take a closer
look at welfare differences between Ukrainian-spgggkand non-Ukrainian-speaking

households.

The physical and human capital variables will beuded in the analysis on the premise that
poverty on the individual or household level ikkd to the absence of assets, low returns to
these assets and the volatility of these returnsrig\Bank 2000b). For example, the level of
education of a household might well affect the ipbibf a household to access and process
relevant information to cope with economically diffit situations or to improve one’s
situation on the labor market. The command overalyctive asset, as another example,
might improve the welfare of the household by mgkinmore autarkic if it enables self-
employment activity. On the other hand and as asegumence of a shock, households may
lose assets or deliberately deplete them to smibatin consumption which might translate

into long-term negative effects on household welfar

We are also interested in understanding the trasssom channels and the effects of macro-
level changes through the labor market on househ@lfiare. We thus introduce several
measures to capture the household’s status regaitditabor market participation as well as
its exposure to negative labor market shocks. Wenahto shed light on the black box of how
the following labor market shocks impact on housgheelfare: wage arrears, in-kind

payments, forced leave and unemployment.

Three issues are of special importance when amgjythe effect of these shocks on
household welfare: First, there is a shift over ttansition process regarding the general
incidence of shocks and the degree to which thelitikod of experiencing a shock can be
linked to worker and/or job-specific characteristitVe hypothesize that the propensity to be
affected by a labor market shock was generally liggh rather randomly distributed. In other
words, shocks were not primarily linked to the indual characteristics of workers but rather
with an industry sector or enterprisén the late transition the frequency and incidente

® For example, Lehmann and Wadsworth (2007) shovRfssia that the distribution of (contractual) wagé
the workers experiencing arrears is very closeh® distribution of wages in the population, suggest
ssandomness” of the arrears from an individual pecdive.
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shocks became smaller and — along with develombgrl market institutions — much more

selective and related to worker specific charasties, like education.

Second, the immediate loss of income differs acisscks. Forced unpaid leaves and
unemployment represent the two most extreme forfmrecome loss. The former shock might

be attenuated by some fringe benefits, which asea@ated with formal employment but

independent of actual hours worked. The latter lnay be reduced through unemployment
benefits, although unemployment benefits were aackthe level of the benefits was very low
at the beginning of transition. The implicationswége arrears and in-kind payments for
household welfare are likely to be less severeniga fraction of the wage is not being paid

(in time).

Third, behavioral consequences at the househokl heay differ across the types of shock,
since different shocks might be associated witferBht expectations regarding future income
streams. A household facing wage arrears may exgectemployer to pay back the

outstanding wage. Wage arrears, in-kind paymentf$omed leave are all connected to
persons under contract. These employees may eRjggar future income streams — at least

in terms of fringe benefits — than unemployed pesso

The above mentioned shocks influence the .freedpasable” time of the household: While
wage arrears and in-kind payments are more likelpd associated with ordinary working
hours, unemployment and forced leave provide tiorecbmplementary coping strategies.
Those strategies may partly compensate for theuropton and/or income gap and affect the
extent, to which income shocks are translated amtasumption shocks. However, this last

issue is beyond the scope of this paper and widldiressed in future research.

Geographic controls contribute to the understandingpecial risk exposure, for example of
single enterprise towns. They thus partly proxy ifiedustry structure which was highly
.Spatialized” during Soviet times, they also give mdication for the regional diffusion

processes of shocks and growth between the camdréha periphery of the country.

4. Data

This study uses data from two household surveyseaeld in Ukraine by the Kiev
International Institute of Sociology (KIIS) in 199@bbreviated Ukraine-96) and 2004
(Ukrainian Longitudinal Monitoring Survey, abbretad ULMS) (Lehmann and Terrell
2006). Ukraine-96 is representative of all houséfoin Ukraine while ULMS is

representative of the working age population of dilke. Similar sampling strategies and

Determinants of Poverty during Transition 11



substantial similarities of the survey instrumeptsvide an excellent opportunity for the
intertemporal comparison of household welfare. Bastirveys define a household as
consisting of all those persons living together ahdring at least some common income and
expenditures. The quality of the surveys is veghtand comparable to that of the RLMS for
Russia. We are not aware of higher quality housiEhslrveys spanning almost a decade in
any other country of the former Soviet Union (agestn Russia). Key information on both

surveys is provided in Table 2.

Among the most important variables in our analgses the two welfare measures household
consumption and household income. To enable imgrdeal comparisons it is important to

choose and construct these variables such that thegsure and capture the same
information. The income variable represents the stiall incomes received by all household
members during the last 30 days. It comprises naoyp@tcome as well as income received in
the form of goods and services (their monetary w&t@n was given by the respondents).
Among the main income sources included were afterihcomes from individual labor

activities, incomes from the sale of home produxctioom capital investments, rental income
from property, pension payments, unemployment ammibk benefits, alimony payments as
well as help and gifts. To improve data quality innome, household income components
from different income generating sources (e.g. wageme, benefits, pensions) from the
household survey were cross-checked with the agtgdgralues from individual data. Since
high-income households are likely to be underrepresl we refrained from deleting outliers

from the sample

The consumption measure captures actual housebaklmption on around 60 food items
(including alcohol and eating out), expenditure mon-food day-to-day items including
tobacco (around 20 items), as well as paymentsdovices, rent and utility in the last 30
days. Due to insufficient information we refrainém evaluating assets or including
purchases of durable goods. After correcting fotliens and missing values in food
consumption and expenditures, households’ foodwapson is evaluated using actual unit
prices paid by households or by median regional pmces if the respective household was
lacking expenditure information on that specifenit. By looking at actual food consumption
rather than food expenditures, our consumption areaseflects more comprehensively the
actual level of household well-being. However, givthis definition, the consumption
measure also potentially reflects coping strate@iesne grown and produced food) adopted

by household.

" Nevertheless, excluding all households with welfivels above the ninety-ninth percentile doesattet the
results of the regression analysis (results notvalyoinequality measures, of course, are affected.
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Table 3 shows descriptive statistics of both welfareasures and all variables used in this
papef. To aid intertemporal comparisons, we expressnahetary measures in July 2004

Ukrainian hryvnias using monthly national CPI de&dfa. It should be mentioned that the
officially published deflators are calculated frddkrainian household budget surveys and
may suffer from seasonal as well as regional bjasggecially because they are collected
under the premise that rural households exhibitnalas consumption behavior to urban

households.

Table 3 shows a considerable difference betweentwlme welfare measures, household
income and consumption. This may be driven by et that of home produced food is
incorporated in the consumption but not income measNevertheless, the gap between
consumption and income could be furthermore inetgat as an indicator of the shadow
economy (and non-reported income stemming fromeasge activities) or might be driven

by saving and borrowing and emerging credit markets

Other variables in our household welfare model udel household composition
characteristics, productive assets, transitionipeshocks measured at the household level,
and geographical controls. We control for houselrolehposition by including the size of the
household (in logs) and shares of persons in eifteage groups in the household (share of
children younger than 15; of persons aged 15-2fs0oms aged 26-40 (omitted category);
persons aged 41-pension age; and persons in pegnWe furthermore include a dummy
variable identifying households consisting onlyfefales. The variablekrainian indicates

that a household normally speaks Ukrainian.

As proxies for human capital and productive assethe household we use average years of
schooling of all household members in the workigg as well a variable indicating whether
a household owned or used any land in the last @t access)and a lagged variable
indicating the possession of a car or truck inghevious yeardqarown). The former measure
affects welfare primarily via the labor market vehthe latter variables indicate the capacity
of households to engage in coping strategies (Zimmae and Carter 2003). The asset

variables can also be interpreted as proxies fctimulative wealth status of the household.

The labor market and shock related information rentee regression equations through

several dummy variables, indicating whether theskbold has no economically active

8 In the regression equations, the natural logyefitelfare measures are used instead.

° Official publications by the Ukrainian State Sséiis Committee provide limited information on the
methodology to construct the national CPI (Reve2®06).

19 Gorodnichenko and Sabirianova Peter (2007) uselitoeepancy between income and consumption ofigubl
sector workers to assess the extent of corruptidskiraine.
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membersifactive and whether at least one person in the househqgidrienced one of the
following transition related shocks recently: wageears &rrears), in-kind payments of
wages ifikind), forced leaveléave and unemployment statusnemploy.*

The remaining variables in Table 3 and in our regjen analysis are geographical controls.
We distinguish between rural areas, towns with pedmn up to one hundred thousand

inhabitants and big cities as well as macro-reg{asonventionally defined by the KIIS).

5. Methodology

Our empirical strategy to assess the incidenceovkepy and its determinants over time
involved the following steps and methods, whichl we described and discussed in more
detail below: (1) setting the poverty line, (2) bs& of determinants of welfare in a broad
sense (OLS regressions) and (3) an analysis ofriyowe a more narrow sense (probit
regressions). In order to further refine the arialyge (4) investigate differences in the
determinants across the welfare distribution (gleamegressions) and (5) test for ethnic

discrimination (Oaxaca-Blinder decomposition).

5.1 Setting the poverty line

To identify poor households, we calculated houstlsplecific poverty lines according to the
cost of basic needs method (see Kakwani (2003 fiaview): (I) Theextreme poverty line
states the monetary amount needed to cover the afottte calorie requirements of a
household, given its age and gender specific coiiposand accounting for regional food
price differences. By accounting for gender- and-sgecific calorie needs, we address the
differential needs of different household membeBeaton 1997; Lanjouw, Lanjouw,
Milanovic and Paternostro 2004). (lla) Tabsolute poverty linadds to the extreme poverty
line a non-food allowance, which is set accordinghte share of non-food expenditures in
total consumption expenditures of those househdimse to the extreme poverty line (21% in
1996 and 34% in 2004).

Both poverty lines were calculated for both yealsrg into account the respective food and
overall consumption patterns and baskets in thevaglt years. This is done as the transition
process can be expected to lead to changes inadmpasition of monetary household

consumption basket, for example as social servares utilities cease to be subsidized

1 The variabldeavedenoted forced unpaid leave in 1996 and forceekl¢both paid and unpaid) in 2004.
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substantially. In fact, the share of the non-folbaveance increases from 21% in 1996 to 34%

in 2004. Table 4 provides examples of the povenigsl for two different household types.

To better assess and compare the extent of poasrtyywould have prevailed in 2004 had
only prices changed compared to 1996 (and notabe ¢onsumption basket nor the non-food
share), we furthermore calculated (llb) @avsolute poverty lindeflating theextreme poverty
line from 1996 to 2004 values using the national CPd adding the 1996 non-food

allowance.

5.2 Household welfare model (OLS)

We analyze the determinants of welfar@f household = 1...N in a multivariate framework

using the following reduced-form linear model:

wi = a+tLip+ A y+ (transition shocksu+ Vo + ¢ (1)
The specification contains the exogenous welfaréergdenants describing household
characteristicd, productive assets and human caplalindicators for labor market shocks,
(transition shocks) and geographic control. In equation (1) is an error term that is

assumed to be uncorrelated with the explanatorgivias.

5.3 Household poverty status (probit regression)

Our second approach to assess the determinantsveftp is by estimating the households’
probability of being either income or consumptiaop We expect these poverty functions to
yield similar results as the welfare functions. dukehold is considered to be poaor{l) if
its total consumption or incom®; are below the calculategbsolute poverty ling; in the
respective year. Otherwise it is considered norr gpo= 0). The analysis is based on the
assumption that the probability of being poor candstimated with the probit model that

contains the same determinants as in (1):

Prob (p=1) =F (L g+ A y + (transition shocksu + Vi o+ &) (2)

5.4 Differences in determinants across the distrdsu(quantile regressions)

The impact of factors on household welfare may vaepending on the location of the
household in the overall distribution of welfareo &xplore whether transition specific labor
market shocks have a more detrimental impact onmgpdmuseholds, we employ quantile
regressions to estimate equation (1) for housebofdumption ¢. Thus, to study how the

distributional position of a household affects thierplay between explanatory variables and
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Ci we estimate a semi-parametric md@leimilar to equation (1) witlQ,(Ci| %) instead of
E(Ci| X)) and6 € {0.1, 0.25, 0.5, 0.75, 0.9}, whei®, (C;) denotes the'™ quantile of total
household consumption conditional on the explayatariablesX;. As opposed to the linear
OLS model where parameters are estimated at thditmoral sample mean of the dependent
variable we now analyze determinants of welfargpatific percentiles of its distribution. The
estimation procedure implies minimizing (weighteahsolute value deviations rather than
least squares of deviations and follows a lineag@mming algorithm. Advantages of this
estimation strategy can be found in a higher rotesst against outliers compared to least-
squares regression and a better consistency penfmerunder weaker stochastic assumptions
(Koenker and Hallock 2001).

5.5 Differences across households (Oaxaca-Blinéepthposition)

To specifically explore the potential role of ethmliscrimination in the income generating
process, we decompose the gap in the outcome lar{@ousehold income) between
Ukrainian-speaking and non-Ukrainian speaking hbalkks with an Oaxaca-Blinder-type
decomposition (Blinder 1973; Oaxaca 1973). Theeefare estimate model (1) for both
groups of households separately. The differemiahean outcomes of both groypmndk can
be expressed as

AR= " Xbj-xbx = (§-%9'bx + X' (bj-bk) + (4-x)"(bj-bi)
= E + C + CE (3)

and can be attributed to inter-group differenceseither endowments of observable
explanatory variablesx), their returns and remunerationy ©r the interaction effect (CE).
The proportion unexplained by the endowment effgtis due to differences in coefficients,
which may be interpreted as discrimination (Chds to be noted that there is no clear answer
as how to interpret the interaction effect. We ¢ifi@re report two estimations, first ignoring
the interaction effect for the discrimination pdR=1) and then weighting it with the
population share of the discriminated group (BxFhe former result can be seen as a lower
bound of the size of the discrimination effect. (@inOaxaca-Blinder-type decompositions
suffer from path-dependency, i.e. the results difigpending on the base category chosen for
computing the differentials, we report the discrniation analysis in both directions and
additionally estimate Neumark’s (1988) pooled applo The latter gives a good indication
whether discrimination remains after assuming awhg existence of a true, non-

discriminatory income generation process. As atétion, this approach compares both

12 A parametric form is assumed for the deterministiction of the model but not for the distributiofithe error
term.
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subgroupsj and k at population endowment means and can thus ndriloote to the
understanding of differences in discrimination atvér or upper parts of the income
distribution.

6. Results
6.1 Incidence and evolution of poverty and inedualver time

Tables 5 and 6 show indicators characterizing gg\eard inequality in Ukraine in 1996 and
2004. The headcount ratios reflect the share optize in the entire population, where ,poor”
households and individuals are those whose consomgbd income positions fall below one
of the three household-specific poverty lines. 8laprisingly, the specification of the poverty
lines discussed above and the choice of the welfa@asure (household consumption or
income) have a strong effect on the estimatesdwenty incidence and severity as well as for
inequality. Not only do the figures differ acroe tdifferent poverty measurements for each
year, but also the conclusions one can draw reggrtfie evolution of poverty in Ukraine
over the transition process are highly dependenthenpoverty measure and specification

used.

Evaluating poverty using household consumption eldane measure in 1996, we find 11.4%
of all households below the extreme poverty lind 2h.2% below the absolute poverty line
(including the non-food allowance). The correspagdiheadcount ratios when using
household income as welfare measure are much highet% and 66.2% respectively. More
than half of the population was income poor in 1986wever measured. The lower
consumption poverty levels point to the importan€eactivities such as subsidiary farming,
barter activities, mutual help and other activities the shadow economy, which are

imperfectly measured.

When assessing the long-term changes of povertyinddhat extreme consumption poverty
almost halved from 11.4% to 6.0%. However, the eart poverty line | only evaluates
whether households can meet their required calotake. When considering the absolute
poverty line lla that incorporates an allowance rion-food consumption the picture looks
very different. Thus measured poverty actually éased from 21.2% to 22.6%. We also
calculated the headcount ratios for 2004 accordinghe ,original” absolute poverty line

from 1996 that has been inflated to 2004 pricesofding to this poverty line llb, poverty

measured by household consumption decreased owefriom 21.2% to 7.7%.
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These data indicate that, in the case of Ukrairemsition contributed to rising poverty
through changes in the composition of householdswmption baskets and relative price
changes - while the growth experienced in thatogeaictually helped to dampen poverty. In a
process of transition, it is hence crucial to actdaor consumption composition and relative
price effects on the one hand and for the effettshanges in employment and wages when
assessing changes in living standards over timeirfstance, our results are in contrast to
evidence reported by the World Bank, which fourat tfukraine recorded one of the sharpest
declines in poverty of any transition economy icer years” (World Bank 2007: iv).
However, the estimates used by the World Bank doacoount for the transition-induced
changes in consumption baskets and hence systathatinderestimate the true incidence of
poverty in Ukraine.

In contrast to the mixed evidence for consumptiowgpty, the evolution of income poverty is
much clearer: the share of the population fallirdoty the poverty line is decreasing, but
remains at a high level of 47.9% when considerirgdbsolute poverty line lla and drops to
28.4% with poverty line llb.

The huge discrepancy between the poverty figuresek to income and consumption found
in 1996 becomes smaller in 2004, which is in linthwngoing market oriented reforms and
increasing ,formalization” and ,monetization” of dame earning activities and incomes,
typical for transition economies. Furthermore, &g difference between poverty rates
measured with poverty lines lla and Ilb shows, dglowand transition in Ukraine was not
unambiguously pro-poor. The income data confirnag the rise in poverty is mainly due to

the changes in relative prices rather than to degjireal wages.

Our findings on inequality of consumption and in@i(fTable 6) correspond to the general
findings on poverty: the Gini coefficients showteoag decrease of inequality in income (still
at a rather high level of 0.375 in 2004) while aamgtion inequality has remained stable over
the period at around 0.29. The former may in paftect advances in the positions of
pensioners, as compared to income earners. Adan,formalization” of incomes might

drive these results to a large extent thus callig question the extent to which growth and
transition really are inequality reducing, if thessults depend in part on the reduction of

measurement errors.

Table 7 shows the poverty profiles for 1996 and&®@dicating the poverty headcount ratios
for different subgroups and thus giving a more itedda albeit still rough picture on poverty
trends. Very large households and households dongignly of persons in pension age are

particularly at risk of poverty. A considerable noga can be noticed for the well-being of
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single parent families, which are much worse of2004. These basic figures illustrate
furthermore huge discrepancies in poverty ratesvdxn different regions and settlement
types in Ukraine and considerable changes in tledative position over the years: whereas
the population in Kiev is generally doing better both years, the West, which is more
advantaged in 1996, is much worse off in 2004, eviiile opposite is true for the East. The
situation of villages, doing much better than urlaeas in terms of consumption, but much
worse in terms of income in 1996, deteriorates2004 rural areas have much lower income
as well as in consumption levels. This points tlgmiicant role of rural informal coping
strategies in times of economic crises. However,sdime strategies are not suitable to long-

term welfare growth hence representing a potepaserty trap.

Poverty rates also differ substantially by housétdieing exposed to different types of labor
market shocks: the high poverty rates among holdehwmving members on forced leave
from work are especially high in 1996 and pointite phenomenon of ,working poor” during
the early years of transition. In 2004 in contraisg highest poverty rates are found among
households having at least one unemployed member.

Tables 8 and 9 give more insights into the distidsuand incidence of the labor market
shocks in 1996 and 2004. In the early transitioriopelabor market shocks were almost
randomly distributed among poor and non-poor hooisish highlighting the universal
character of the transition shock (Table 8): Whileemployment and forced leaves were
associated with poor households, the incidenceagfenarrears was surprisingly significantly
higher among non-poor households. In 2004, the ahlgracteristic that was different
between the two groups of households was unemploynvath poor households being
significantly more affected. This is in line wittheg observation that the adjustment
mechanisms in the labor market were different anttho phases of the transition process and
lends some support to our hypothesis that unempmaynbecame an important poverty
determinant by 2004.

As the industrial structure differs across différéppes of settlements in Ukraine, the
geographical distribution of the transition shoclaymbe very uneven. In particular, the
economies of so-called single enterprise townsdcdnd affected very substantially by a
strong negative shock in a single industry. TabEh8ws a strong geographic component in
the variation of the incidence of in-kind paymeatsl unemployment in both years. The latter
increased in all settlement types between 1996284d with the strongest increase in the
rural areas, possibly because of a delayed enderpestructuring in the agrarian sector. The

incidence of in-kind payments as well as other tabarket shocks considered in this paper
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decreased between 1996 and 2004, but was stiltamilzd in rural areas in 2004. Overall, this
evidence points to the hypothesis of the relatiwdfave improvement in big cities during
transition with towns and rural areas being thatret losers of the transition process.

6.2 Multivariate regression results

OLS and probit regressions: Table 10 shows regnessisults for determinants of household
welfare in 1996 and 2004 measured by householduogpison and income in terms of July
2004 Ukrainian hryvniak® We also analyze the probabilities of falling imtoverty defined
by the household specific absolute poverty lindwétgional price adjustments (Table 14).

The number of observations differs slightly betwédendifferent specifications due to limited
information on some variables or implausible zermome values. The relevant goodness-of-
fit statistics (R? and pseudo R?) indicate a reabfyngood fit for all our model specifications.
In all analysis we tested for the joint significanaf all restructuring variables and found that
the shocks are jointly significant on the 1% lewelall cases (except for the quantile
regressions, where in two cases they are onlyfgignt at the 10% and 5% level). Finally,
there is no indication for multicollinearity impedj the precision of our results as indicated

by a variance inflation factor test (results natvsh).

We generally find strong effects of household cosmpmn on household welfare. The share
of children exhibits negative and significant ca@ént. Moreover, the analysis shows that the
inverse link between the share of children and &bokl welfare strengthened in 2004 .
Compared to the omitted age bracket between 2@l@rygars, all other age groups fare worse
in terms of consumption in the year 2004. Juverdles the only exception and even had
higher consumption in 1996. Households consistinly of economically inactive members
were significantly (and increasingly) worse off otke course of transition. Having a larger
share of household members in the pension agefisagmtiy lowers consumption in both
years. But it does not increase the probabilitggoome consumption poor as indicated in the
probit regression.

In fact, larger share of elderly reduces the risknaome poverty in 2004. This surprising
finding might be attributable to strong pensionr@ases and is in line with the view
expressed by the World Bank (2005) that elderly magitively contribute to household
income (column 4 in Table 11).

3 The following results reflect unweighted househdéda.
4 As a robustness check we repeat the probit asalyith the alternative absolute poverty line amd fi
considerable stability in our results (results stadwn).
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We find strong gender effects. Female-only housishabpear to have suffered from lower
income levels in 1996, but in 2004 this effect la@®ost halved. At the same time, the
consumption gap gained significance with female skebolds lagging behind by 12%.
Overall, the results for gender and age groups igeowevidence of growing social
stratification between 1996 and 2004. The loweelewf such stratification in 1996 was due
to the universal nature of the initial transitidrosk that affected nearly all households in the
country as well as to the socialist egalitarianteays which had widely leveled out
endowments and opportunities. However, decliningralv inequality may mask rising inter-
group inequality, which in turn may be due to speaconomic problems faced by some

socio-economic groups.

The importance of education for household welfaraased during transition as shown by
the rise in the coefficients’ magnitude and sigmifice in 2004 compared with 1996. The gain
associated with an additional year of schoolingeadifrom 2.5% to 4.1% of the mean

consumption level. The increasing importance ofcatlon as a safeguard against poverty in
Ukraine is also consistent with findings of incri@gsreturns to human capital in Ukraine and

other transition countries (Munich, Svejnar and rékr2005). Access to land was an

important contributor to household consumption wthb1996 and 2004, and apparently
stronger in 1996. As markets regained stability armale options for cash generation became
available, subsistence agriculture — which requaeckss to land —diminished in importance.
Lagged ownership of a car, which can potentiallyused as a productive asset, exhibits a

stable and highly significant positive contributimnthe level of household welfaf.

We also find strong effects of the geographicaatmn of households on their welfare. This
is true of settlement types as well as macro-regidtouseholds in urban settlements could
generally enjoy higher income levels than rural dehwolds; however, the result is
insignificant for consumption. This presumably eefs problems with supplying towns and
cities with food after a considerable decline imi@gdtural production in the early transition
period along with rising food prices (cp. Swinnéd02). Households residing in large cities
clearly were the relative winners during transittehaving significantly higher income levels

and lower poverty risks than rural households amgsbholds located in towns.

An interesting welfare pattern arises on the maegienal level. While households in the
(predominantly Ukrainian-speaking) Western part hadear welfare advantage during the

dawn of transition, it was completely lost by 200Hile the East improved substantially in

'3 This lagged variable reduces the number of obsiensdue to sample enlargement between 1995 a9@l. 19
As a robustness check, we re-estimate the regressimitting the lagged car ownership variable and the
signs of the remaining coefficients unchanged (teswt shown).
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terms of income. The capital of Kiev has had aifigant welfare advantage throughout the
whole period. Note that this effect is independainéthnicity which was controlled as well
(see below).

Of special interest are the transition specifiolamarket shocks in the regression equaténs.
While wage arrears naturally reduced householdnrecn both years, the receipt of in-kind
payment appears to have been positively assocwtedconsumption and income in 1996.
The latter result is counterintuitive, but possilplgints to the fact that households which
received in-kind payments were generating at Isaste labor income. As in-kind payments
constituted only a part of income, cash was reckiteo. Forced leave and unemployment
played a significant role in the determination célfare at the beginning of transition. By
2004, when the restructuring process acceleratatl (formal) unemployment became
widespread, unemployment became the most impoaaahthighly significant labor market
determinant of welfare (columns 3 and 4 in Tabl@sahd 11). For example, the shock
variables show that the probability of being poar 1996 was 15 to 19% higher for
households with at least one member on forced ldav@004, unemployment constitutes the
main labor market risk of falling into poverty, Witat least one unemployed household
member increasing the probability of being inconmorpby 29.9%. The low level of
significance for non-standard forms of unemployment2004 can have two statistical
explanations. First, some shocks became quite (fareexample forced leaves), leading to
large standard errors. Second, the fraction of gmghousehold income” due to these shocks
decreased from 1996 to 2004 since the experiencaroiilative shocks inside the household
was dramatically reduced. The share of househoitls &t least two household members
suffering income losses dropped from one third986Lto 3.8% in 2004. At a smaller scale,

similar trends are observable for in-kind paymert forced leave.

The regression evidence confirms the link betwesa transition process, labor market
adjustments mechanisms and the evolution of povartykraine. For example, the lesser
importance of unemployment in 1996 is consisterth whe fact that being employed did not
necessarily imply higher income as arrears, unpeage, etc. were widespread. Over time,
the Ukrainian labor market moved from non-standatjlistment mechanisms via arrears, in-
kind payments and forced leave towards adjustmenuremployment (Ganguli and Terrell

2006; Kupets 2006).

16 We are aware of the potential endogeneity of mnsition shock variables. As a robustness checkuwehe
same regressions without transition shocks exhipigualitatively similar findings (results not show
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Quantile regressions: Further insights into theseinants of household poverty over the
welfare distribution (measured by household condiomp are given by the results of the
guantile regressions (Table 12). The pseudo Reéhiese regressions, which reports the share
of absolute median deviations explained by the masldetween 0.30 and 0.33 in 1996 and
0.23 and 0.26 for 2004 showing a reasonable gaad dur estimation.

The first remarkable result concerns female-onlygatolds. In both 1996 and 2004, those
households were associated with significantly loe@rsumption. However, in 1996 this was
true at higher quantiles of the consumption distidn only. Thus, for less well-off and poor

households the gender factor was of minor impodandhe early transition phase. In 2004,
the gender effect increased with consumption declverall, this result suggests a growing
gender gap in poverty between 1996 and 2004. Twiderce of marked differences in

material well-being between men and women confitongrevious work on the gender wage

gap in Ukraine (Ganguli and Terrell 2006).

Elderly members of the household were associatéd iwver household consumption in
1996, though the result is significant only at tbp end of the distribution. In 2004, a higher
share of elderly members drove household consumpltiovn at all but the lowest quantiles,
with the effect especially gaining strength in theldle of the distribution. As with the OLS

and probit results, having more children was negétirelated to household consumption in
2004 across the quantiles. In 1996, children hitié keffect on consumption throughout the

entire distribution.

The quantile regressions provide evidence of alyigbsitive impact of access to land in the
lower quantiles of the consumption distributionl®96 compared to 2004, indicating a more
important role of subsistence agriculture for tleonest households in the early transition
period. In terms of geographical locations, thengile regressions confirm strong regional
patterns in consumption as reported above. In 1B6@seholds in cities had significantly
lower consumption at higher quantiles. In comboratiwith our above results, this is
consistent with findings from other transition ctiies that rural households are more likely
to be income poor, while urban households were rikety to be consumption poor (Knight
and Shi 2006). We also observe a positive andfgignt effect for households in the capital
Kiev compared to households residing in the Centboth 1996 and 2004, though in 1996 it
was only significant at higher quantiles. Overtikgse results testify to changing urban-rural
divide, with better-off urban households benefitdigproportionally from the rapid economic
growth prior to 2004. Another remarkable resulthat households in Western regions of

Ukraine completely lost their advantage over that@e(or are even disadvantaged in lower
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percentiles) in terms of consumption between 1996 2004, the result being robust in all

parts of the consumption distribution.

The significant and negative effect of forced uddaave on welfare were particularly strong
in the bottom quantile of the distribution in 199@hile the significant effect of
unemployment was especially detrimental for houkkhaat higher quantiles of the
distribution. In 2004, the effects of forced leaamost entirely disappeared, while
unemployment had increasingly negative effects hitther positions in the consumption
distribution. As the quantile regression shows, #ignificant positive effect of in-kind
income on consumption in 1996 remains limited ® tibp 10% of the distribution while the
impact is not different from zero for other houdelsoWe conclude that labor market shocks
are not only time specific, but also differ in the@npact on households depending on the

welfare position.

Oaxaca-Blinder decomposition: Ukrainian-speakingudeholds faced significantly lower
incomes in 2004 and a higher probability of beingome poor in both years. To explore
whether this is an indication of ethnic discriminat we decomposed the differences between
two separate regressions for Russian-speaking ¢seppto be non-discriminated) and
Ukrainian-speaking households (supposed to be idis@ted) into endowment and
discrimination effect (Table 13). For 1996, thefeliénces due to discrimination are not
significantly different from zero. Depending on threthodology employed, it turns out that
in 2004 a highly significant 70% of the differencan be attributed to different endowments
of Russian-speaking compared to Ukrainian-speakimgseholds, while the discrimination

effect explains about 30% of the variation. Thisuteis confirmed by the pooled approach.

7. Conclusions

Our paper analyzed the incidence and determinahteoasehold poverty at times of
economic decline and recovery, paying particularerdiion to specific transmission
mechanisms of economic transition to various tygfdsousehold poverty and inequality. We
used comparable household survey evidence fromitgkiisom 1996 and 2004, two years
representative of the contracting and expandingghaf the transition process, respectively.

This analysis yields important insights into sisues.

First, there is substantial evidence of some dedlnboth poverty and inequality over the
eight-year period of analysis in Ukraine, espegialhen measured by income. Progress in

the reduction in consumption poverty and inequaktynuch more limited. However, our
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work also shows the sensitivity of the povertyrasties to the choice of welfare indicator and
poverty line. The literature on Ukraine and on &iian generally has to be more aware of the
limitations of narrow welfare indicators. We cautipolicy makers to rely too heavily on too

few welfare indicators to assess the welfare asttidutional impact of their work.

Second, the transition in Ukraine has seen an aserén socio-economic stratification over
time (and across space, as we will conclude bel@ve.expected to find a widening gender
gap in welfare and this held in general. Howevex,aiserved less gender inequality than we
had feared. Female-only households, for example, laer consumption and income but
were not more likely to be poor in both years. @theusehold characteristics also mattered.
The poverty risk associated with children was aarclempirical finding and raises an
important area for future policy action. The anaymiggests that the new labor markets place
a diminishing premium on having experienced thei@aconomy, which may raise the risk
of unemployment for older workers in the later gha$ transition. We also expected more
education to have a positive effect on welfare.sTwe did find, with the added twists that
returns to education rose over time and that educgtaid higher returns for the worse-off
households, which is in contrast to a study fordRus the 1990s (Cheidvasser and Benitez-
Silva 2007) but in accordance with competing bordigh evidence for Russia and Hungary
(Flabbi, Paternostro and Tiongson 2007). In linthwiese authors, our finding may indicate
a way for pro-poor growth through investments imlan capital.

Third, we accounted explicitly for the transmissimechanisms of the transition process by
including specific shock variables such as wageaasr and forced leave. As expected, we
found these variables to be more important in Hréex period, when the observed magnitude
of these variables was also much higher. In thevey phase of transition, unemployment
became a risk factor for poverty, just as it iIOBECD economies. We plan to account better

for the potential endogeneity problems relatedheoghock variables in future work.

Fourth, we expected that household welfare in #réez period of transition would depend
on the existence of asset endowments like lanéadt) the analysis reveals that land access
mattered for household welfare in both years, a@apecfor poorer people. This result
motivates us to study land-based coping strategfigsuseholds in transition economies in

more detail in future work.

Fifth, our emphasis on spatial differentiation @ddition to the temporal issues discussed
above) revealed that the location of a householttemgal significantly for its welfare. City
dwellers were the winners of the transition procespecially those city dwellers already in

the upper end of the welfare distribution. Furthera households in the East of the country
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gained while households in the West lost economyiaaler time. Perhaps this finding also
helps to explain part of the motivation of Ukramsato participate in the Orange Revolution,
which polarized the country along similar geographiines. The effects of location should
be of interest to politicians as these effects igpal a lack of national market integration

and insufficient labor mobility across the country.

Finally, we found some presence of ethnic discraion against Ukrainian-speaking
households (controlling for macro regions) in theame generating process in the year 2004.

As above, this could have potentially contributedhe outbreak of the Orange Revolution.
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Appendix

Table 1: Output and employment indicators for Ukraine

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Real GDP (index, 1989 = 100) 100 96.6 86.4 78.0 66.9 51.6 453 408 39.5 388 387 410 44.8 471 515 57.8
Real wages (index, 1989 = 100) 100 109.3 114.2 123.7 63.2 56.5 62.3 59.3 57.7 557 484 489 59.0 70.8 827 096.7
Employment ratio a

(number of employed as % of population aged 15-59) 83.2 819 80.5 785 762 731 768 772 767 749 653 663 66.2 670 66.9 67.0
Annual unemployment rate b

(average % of the labor force) . . . . . . 5.6 7.6 89 11.3 119 1.7 11.1 10.1 9.1 8.6

Source: TransMONEE (2005)
a. Data for 1989-1994 taken from CIS Stat (2001); data since 1995 based on labor force survey.
b. Based on labor force survey; data for 1995-1997 as of October; 1998 as of November; 1999-2004 year average.
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Table 2: Overview over household surveys in Ukraine

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

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

oblasts plus AR Crimea; settlements
(rural) and rajons (urban)

oblasts plus AR Crimea; settlements
(rural) and rajons (urban)

Sample population

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

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

Observations

2,322 households
5,403 individuals

3,449 households
7,200 individuals

Individual information

education, employment, unemployment,
incomes

education, employment, unemployment,
incomes

Household information

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

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

Source: Technical Report KIIS, 1996 and 2004
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Table 3: Overview over variables

1996 2004
Variable Obs Mean Std. Dev. Min Max Obs Mean Std. Dev. Min Max
consumption 1485 658.22 455.11 13.86 3,984 3381 863.36 560.62 34.09 5,999
income 1414 362.19 603.83 0 12,047 3267 650.49 611.54 (o} 14,985
household size 1485 3.17 1.55 1 11 3381 2.93 1.34 1 13
share of children 1485 0.14 0.19 0 0.67 3381 0.09 0.16 0 0.75
share 15-25 yrs 1485 0.12 0.18 o 1 3381 0.15 0.21 0 1
share 26-40 yrs 1485 0.17 0.23 o 1 3381 0.17 0.24 0 1
share 41 yrs-pension age 1485 0.21 0.28 0 1 3381 0.26 0.32 0] 1
share pension age 1485 0.36 0.40 0 1 3381 0.33 0.40 (o} 1
female-only household 1485 0.13 0.34 o) 1 3381 0.14 0.34 o) 1
average yrs schooling 1485 10.41 2.88 4 15 3381 11.10 2.32 4 15
Ukrainian speaking 1485 0.51 0.50 o) 1 3381 0.49 0.50 o) 1
carown 1485 0.17 0.38 o 1 3381 0.21 0.41 0 1
access to land 1485 0.77 0.42 0 1 3381 0.75 0.43 0] 1
inactive 1485 0.27 0.45 0 1 3381 0.28 0.45 0 1
arrears 1485 0.47 0.50 0 1 3381 0.07 0.25 0 1
inkind 1485 0.11 0.31 0 1 3381 0.01 0.12 o) 1
leave 1485 0.05 0.21 0 1 3381 0.01 0.10 0 1
unemploy 1485 0.11 0.31 0 1 3381 0.15 0.36 0 1
village 1485 0.39 0.49 o) 1 3381 0.34 0.47 o) 1
town 1485 0.20 0.40 o 1 3381 0.27 0.45 0 1
city 1485 0.41 0.49 o 1 3381 0.39 0.49 0 1
Kiev 1485 0.03 0.17 0 1 3381 0.04 0.20 0 1
West 1485 0.23 0.42 o 1 3381 0.21 0.41 0 1
East 1485 0.22 0.41 0 1 3381 0.23 0.42 0 1
Center 1485 0.26 0.44 0 1 3381 0.27 0.45 (o} 1
South 1485 0.26 0.44 0 1 3381 0.24 0.43 0 1

Source: Ukraine-96 and ULMS 2004, authors’ calculations.
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Table 4: Examples of poverty lines for certain types of households
(monthly allowances for entire household, July 2004 hryvnias)

1996 2004
Extreme Absolute Extreme Absolute
povertylineI povertyline povertylinel povertyline
IIa* IIa*
Example 1:
Single household, male, 116.58 147.57 138.49 209.86
aged 19-60
Example 2:
Household with two adults 299.78 379.48 356.13 539.64

(aged 19-60), one 14-year-old girl

*incl. non-food allowance of 21% for 1996, 34% for 2004
Source: Ukraine-96 and ULMS 2004, authors’ calculations.

Table 5: Poverty headcount ratios and other FGT-poverty indicators

Poverty line Extreme Absolute poverty Absolute poverty line ITb
poverty line I line ITa from 1996;
in 2004 hryvnia

Cons Inc Cons Inc Cons Inc
1996
Headcount (%) 11.35 55.37 21.15 66.22 21.15 66.22
Poverty gap (a=1) 0.03 0.29 0.06 0.36 0.06 0.36
Squared poverty gap (a=2) 0.01 0.20 0.02 0.25 0.02 0.25
2004
Headcount (%) 6.04 25.49 22.64 47.86 7.71 28.41
Poverty gap (a=1) 0.01 0.09 0.06 0.18 0.02 0.10
Squared poverty gap (a=2) 0.00 0.05 0.02 0.10 0.01 0.05

Source: Ukraine-96 and ULMS 2004, authors’ calculations. Headcount ratios, weighted by household size.

Table 6: Measures of inequality

Household
consumption (per Household income
capita) (per capita)

1996 2004 1996 2004

Gini coefficient excluding ,,0“ 0.201 0.290 0.465 0.375
trimmed* 0.274 0.270 0.416 0.345

Polarization pgo/p10  excluding ,,0“ 3.92 3.80 9.41 5.53

trimmed* 3.76 3.59 8.98 5.33

* excluding 1/99 percentiles
Source: Ukraine-96 and ULMS 2004, authors’ calculations. Figures according to per capita household
consumption and income, weighted by household size.
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Table 7: Poverty headcount ratios (%) and distribution of subgroups in sample (%)

Absolute poverty Distribution Distribution

Absolute poverty line IIa line ITb from in sample in sample
1996
Year 1996 2004 2004 1996 2004
Welfare measure cons. inc. cons. inc. cons. inc.
Entire sample 21.15 66.22 22.64 47.86 7.71 28.41 100 100
Household size
1 16.29  55.39 11.71 26.12 3.98 10.12 5.13 4.25
2 18.89 61.29 14.23 39.06 3.84 19.00 18.45 21.24
3 18.97  59.37 18.40 43.81 6.32 26.95 19.92 26.94
4 20.55 67.00 26.09 49.59 9.78 20.59 24.85 25.59
5 20.72 71.09 33.33 63.04 11.11 39.57 15.85 12.07
6+ 28.93  79.44 35.04  65.80 11.95 45.39 15.8 9.9
Household types
Only adults in working age 18.89  61.29 14.23  39.06 3.84 21.39 9.58 20.47
HH with one child 18.97  59.37 18.40 43.81 6.32 30.79 16.45 18.85
HH with children (>1) 20.55 67.00 26.09 49.59 9.78 44.82 19.62 11.85
Single parent families 20.72  71.09 33.33 63.04 11.11 37.56 1.71 2.05
Pensioners only 28.93  79.44 35.04 65.80 11.95 11.71 13.81 11.4
Other households 25.46 71.74 28.09 52.55 9.30 30.98 38.82 35.39
Regional differences
Kiev 17.59  30.51 11.11 25.37 5.78 15.12 4.14 4.50
Centre 21.66  70.56 20.50 56.15 6.20 35.29 24.92 26.28
West 11.87 66.11 28.04 59.45 9.46 37.19 27.92 24.27
East 34.02 69.11 22.53 33.33 8.66 18.77 18.84 21.84
South 21.56 66.08 21.80 44.67 7.09 23.38 24.18 23.11
Settlement type
Village 13.15  77.99 24.19 63.74 7.27 42.26 38.02 35.66
Town 25.62 69.81 22.48 46.82 9.26 25.87 17.78 26.33
City 26.06 54.30 21.33 33.68 7.07 17.23 44.2 38.01
Economic shocks and labor market information
At least 1 household
member experiences
in-kind payments 17.03 64.38 21.30 67.07 7.69 50.90 11.83 1.68
wage arrears 18.67  69.24 21.10 53.25 8.22 37.99 52.00 7.28
forced leave 35.61 8177 23.53 34.34 6.86 28.28 6.06 1.04
unemployment 29.42 68.05 30.42 68.03 9.80 51.93 12.91 17.73
Household is inactive on
labor market 23.36 71.21 24.82 55.40 7.87 28.56 19.95 19.84
Source: Ukraine-96 and ULMS 2004, authors’ calculations. Headcount ratios, weighted by household size.
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Table 8: Incidence of standard and non-standard forms of unemployment by poverty status

1996 2004
non-poor poor?¥ t-test non-poor poor?¥ t-test
unemployment (ILO) 9.39% 15.40% *R% 13.41% 21.63% wR%
wage arrears 47.12% 41.41% ** 6.731% 6.13%
payment in-kind 10.12% 8.33% 1.42% 1.38%
forced leave 3.93% 8.33% B 0.94% 0.92%
Source: Ukraine-96 and ULMS 2004, authors’ calculations.
* significant at 10%; ** significant at 5%; *** significant at 1%
¥according to consumption poverty line ITa
Table 9: Incidence of standard and non-standard forms of unemployment by settlement type
1996 2004
village town city village town city
unemployment (ILO) 6.8% 10.8% 10.1% 15.8% 16.2% 11.7%
wage arrears 44.4% 39.0% 38.3% 5.9% 5.9% 4.8%
payment in-kind 13.7% 7.8% 5.1% 7.7% 3.4% 0.6%
forced leave 5.5% 4.3% 5.0% 0.5% 0.6% 0.8%

Source: Ukraine-96 and ULMS 2004, authors’ calculations.
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Table 10: OLS regressions: Household consumption and income

2004
(1) (2) (3) 4)
Household Household Household Household
consumption income consumption income
Log of household size 0.583 0.451 0.571 0.625
(12.58)*** (4.97)*** (21.08)*** (18.37)***
Share of children in household -0.044 -0.668 -0.372 -0.765
(0.35) (2.39)** (4.67)*** (7.20)***
Share of age 15-25 0.270 0.193 0.005 -0.039
(2.83)*** (0.95) (0.10) (0.53)
Share of age 41-pension age -0.087 -0.153 -0.140 -0.057
(1.19) (1.03) (3.37)*** (1.07)
Share of pension aged in household -0.132 0.014 -0.175 0.042
(f: 55+ m: 60+) (1.74)* (0.09) (4.04)*** (0.76)
Household with only women -0.074 -0.284 -0.123 -0.171
and children (<15) (1.52) (3.57)*** (4.27)*** (5.09)***
Average years of schooling (15-72) 0.026 0.054 0.041 0.050
(4.89)*** (6.55)*** (10.49)*** (10.88)***
Ukrainian is preferred language 0.038 0.031 0.004 -0.113
(0.97) (0.45) (0.15) (3.74)***
Lagged car ownership 0.158 0.199 0.181 0.139
(4.68)*** (2.90)*** (8.52)*** (5.04)%**
Land access 0.244 0.082 0.120 0.035
(6.16)*** (1.32) (5.42)*** (1.28)
Inactive -0.173 -0.417 -0.192 -0.424
(3.52)*** (5.33)*** (7.55)*** (13.70)***
Wage arrears -0.009 -0.252 0.001 -0.125
(0.29) (4.04)*** (0.04) (2.51)**
In-kind income 0.087 0.270 -0.106 -0.114
(2.12)** (3.27)*** (1.61) (1.15)
Forced leave -0.251 -0.579 -0.046 -0.172
(38.71)%** (4.31)*** (0.57) (1.26)
Unemployment -0.145 -0.073 -0.179 -0.496
(3.17)*** (0.94) (7.63)*** (14.97)***
Town (OV: Village) -0.051 0.331 -0.022 0.091
(1.47) (5.22)*** (0.97) (3.17)***
City -0.071 0.362 0.020 0.253
(1.98)** (5.24)*** (0.82) (8.46)***
Kiev (OV: Center) 0.278 0.708 0.316 0.292
(3.10)%** (4.75)%** (7.28)*** (4.74)***
West 0.168 0.105 -0.041 0.046
(4.84)*** (1.40) (1.74)* (1.48)
East -0.061 0.016 -0.021 0.138
(1.16) (0.18) (0.73) (4.09)***
South 0.114 0.188 0.022 0.051
(2.75)%** (2.38)** (0.87) (1.54)
Constant 5.261 4.437 5.654 5.160
(46.90)*** (21.47)*** (82.06)*** (59.22)***
Observations 1485 1293 3381 3248
R-squared 0.51 0.28 0.44 0.43
Wald test, 8.29 10.90 15.07 59.29
arrears=inkind=leave=unemploy=0
Prob > F 0.000 0.000 0.000 0.000

Robust t statistics in parentheses
* significant at 10%; ** significant at 5%; *** significant at 1%
Source: Ukraine-96 and ULMS 2004, authors’ calculations.
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Table 11: Probit regressions of being consumption or income poor (marginal effects)

1) (2) 3) (€Y
Consumption I Consumption
poor ncome poor poor Income poor
Log of household size 0.190 0.227 0.179 0.260
(5.26)%** (4.87)%** (7.92)%** (8.23)***
Share of children in household -0.152 -0.028 -0.046 0.223
(1.53) (0.21) (0.71) (2.47)**
Share of age 15-25 -0.191 -0.195 -0.035 -0.084
(2.51)** (1.99)** (0.78) (1.32)
Share of age 41-pension age 0.013 -0.014 0.024 0.055
(0.23) (0.21) (0.69) (1.22)
Share of pension aged in household -0.028 -0.150 -0.017 -0.133
(f: 55+ m: 60+) (0.47) (1.96)** (0.45) (2.67)***
Household with only women -0.035 0.021 -0.024 -0.020
and children (<15) (0.94) (0.43) (0.93) (0.58)
Average years of schooling (15-72) -0.017 -0.029 -0.021 -0.040
(4.04)*** (5.45)*** (6.47)*** (8.73)***
Ukrainian is preferred language -0.085 0.077 -0.012 0.075
(2.69)*** (1.96)** (0.58) (2.82)***
Lagged car ownership -0.081 -0.139 -0.060 -0.079
(3.13)*** (3.80)*** (3.64)%** (3.35)***
Land access -0.151 -0.033 -0.088 -0.045
(4.97)*** (0.91) (4.60)*** (1.74)*
Inactive 0.067 0.195 0.091 0.300
(1.83)* (4.56)%** (4.07)*** (10.16)***
Wage arrears -0.031 0.070 -0.013 0.069
(1.25) (2.15)** (0.47) (1.77)*
In-kind income -0.019 -0.121 -0.016 0.093
(0.54) (2.63)*** (0.29) (1.19)
Forced leave 0.155 0.191 0.007 -0.085
(2.93)*** (3.22)%** (0.10) (0.88)
Unemployment 0.075 0.024 0.089 0.299
(2.14)** (0.53) (4.48)*** (10.88)***
Town (OV: Village) 0.023 -0.139 0.014 -0.079
(0.77) (3.64)*** (0.78) (3.20)***
City 0.053 -0.164 0.009 -0.170
(.7n* (4.32)*** (0.44) (6.35)***
Kiev (OV: Center) -0.099 -0.184 -0.105 -0.090
(1.97)** (2.04)** (3.02)*** (1.58)
West -0.115 -0.114 0.042 -0.011
(4.32)*** (2.84)*** (2.05)** (0.40)
East 0.027 0.122 0.016 -0.119
(0.72) (2.64)*** (0.69) (3.85)***
South -0.062 0.016 -0.024 -0.031
(1.94)* (0.38) (111) (1.03)
Observations 1485 1415 3381 3267
Pseudo R-squared 0.14 0.11 0.08 0.17
Test: 18.989 19.745 20.601 123.308

arrears=inkind=leave=unemploy=0

Robust z statistics in parentheses;

* significant at 10%; ** significant at 5%; *** significant at 1%
Source: Ukraine-96 and ULMS 2004, authors’ calculations.
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Table 12: Quantile regression, dependent variable: log of household consumption

1996 2004
1) (2) 3) () (5) (6) () (€)) 9) (10)
1oth percentile  25th percentile  50th percentile  75th percentile  goth percentile | 10th percentile  25th percentile  5oth percentile  75th percentile  9oth percentile
Log of household size 0.796 0.545 0.504 0.534 0.554 0.622 0.624 0.563 0.526 0.511
(9.45)*** (6.81)*** (10.11)*** (8.57)*** (7.12)*** (11.64)*** (16.51)*** (17.00)*** (15.76)*** (12.93)***
Share of children in -0.202 -0.192 0.053 0.040 -0.113 -0.364 -0.469 -0.374 -0.372 -0.168
household (0.75) (0.80) (0.37) (0.24) (0.57) (2.25)** (4.17)*** (3.83)*** (3.85)*** (1.46)
Share of age 15-25 0.207 0.325 0.308 0.320 0.150 0.027 -0.031 -0.061 -0.010 0.160
(1.11) (1.85)* (2.90)*** (2.46)** (0.96) (0.25) (0.41) (0.90) (0.14) (1.88)*
Share of age 41-pension age -0.106 -0.151 0.027 -0.056 -0.158 -0.102 -0.166 -0.146 -0.131 -0.081
(0.74) (1.21) (0.35) (0.62) (1.43) (1.23) (2.97)*** (2.95)*** (2.67)*** (1.37)
Share of pension aged in -0.010 -0.178 -0.095 -0.137 -0.362 -0.076 -0.128 -0.230 -0.214 -0.196
household (f: 55+ m: 60+) (0.06) (1.33) (1.13) (1.38) (3.11)%** (0.84) (2.13)** (4.31)*** (4.00)*** (3.05)***
Household with only women -0.039 -0.037 -0.133 -0.125 -0.087 -0.073 -0.100 -0.130 -0.159 -0.190
and children (<15) (0.40) (0.41) (2.41)** (1.88)* (1.05) (1.21) (2.37)** (3.47)*** (4.31)*** (4.34)**
Average years of schooling 0.033 0.022 0.021 0.022 0.020 0.039 0.046 0.040 0.035 0.034
(15-72) (2.82)%** (2.30)** (3.59)*** (3.20)*** (2.33)** (4.97)*** (8.28)*** (8.11)*** (7.05)*** (5.44)***
Ukrainian is preferred 0.107 0.119 0.056 -0.016 -0.083 0.023 0.038 0.007 -0.012 -0.004
language (1.35) (1.61) (1.29) (0.31) (1.24) (0.46) (1.09) (0.22) (0.42) (0.13)
Lagged car ownership 0.163 0.180 0.141 0.156 0.201 0.140 0.151 0.184 0.180 0.186
(2.18)** (2.81)*** (3.62)*** (3.35)*** (3.49)*** (3.18)*** (5.14)*** (7.04)*** (6.94)*** (6.10)***
Land access 0.351 0.306 0.201 0.148 0.072 0.130 0.144 0.132 0.117 0.099
(4.50)*** (4.41)*** (4.91)*** (3.12)*** (1.29) (2.82)*** (4.54)*** (4.75)*** (4.33)*** (3.08)***
Inactive -0.096 -0.171 -0.169 -0.140 -0.035 -0.188 -0.204 -0.179 -0.180 -0.171
(0.96) (2.02)** (3.33)*** (2.30)** (0.49) (3.58)*** (5.81)*** (5.70)*** (5.81)*** (4.41)%**
Wage arrears 0.064 0.002 -0.003 0.006 -0.023 0.002 -0.029 -0.026 0.003 0.086
(0.96) (0.03) (0.08) (0.13) (0.43) (0.03) (0.60) (0.62) (0.07) (1.68)*
In-kind income 0.029 0.031 0.081 0.093 0.203 -0.003 -0.055 -0.083 -0.118 -0.306
(0.32) (0.38) (1.64) (1.61) (2.89)*** (0.03) (0.55) (0.95) (1.39) (3.12)***
Forced leave -0.435 -0.276 -0.206 -0.149 -0.203 0.145 0.031 -0.010 -0.176 -0.067
(3.52)*** (2.39)** (2.92)*** (1.84)* (2.04)** (0.84) (0.26) (0.10) (1.67)* (0.54)
Unemployment -0.096 -0.101 -0.184 -0.163 -0.123 -0.156 -0.147 -0.170 -0.185 -0.220
(1.06) (1.26) (3.74)*** (2.77)*** (1.76)* (3.12)*** (4.31)*** (5.65)*** (6.28)*** (6.28)***
Town (OV: Village) -0.060 -0.055 -0.029 -0.079 -0.092 -0.135 -0.044 -0.001 0.012 0.032
(0.81) (0.81) (0.72) (1.63) (1.50) (2.86)*** (1.40) (0.04) (0.44) (0.97)
City -0.003 -0.059 -0.065 -0.112 -0.131 -0.027 -0.024 0.019 0.051 0.052
(0.03) (0.85) (1.58) (2.39)** (2.29)** (0.51) (0.69) (0.60) (1.71)* (1.49)
Kiev (OV: Center) 0.173 0.181 0.217 0.243 0.195 0.299 0.376 0.361 0.318 0.222
(1.05) (1.19) (2.33)** (2.22)** (1.41) (3.23)*** (5.75)*** (6.23)*** (5.62)*** (3.38)***
West 0.170 0.126 0.167 0.174 0.147 -0.086 -0.058 -0.023 -0.021 -0.018
(2.19)** (1.80)* (3.95)*** (3.52)*** (2.44)** (1.69)* (1.69)* (0.75) (0.70) (0.51)
East -0.061 -0.051 -0.047 -0.036 -0.022 -0.044 -0.020 -0.009 -0.010 0.044
(0.64) (0.57) (0.88) (0.54) (0.25) (0.74) (0.50) (0.25) (0.28) (1.09)
South 0.166 0.138 0.113 0.055 0.038 0.025 0.026 0.015 0.022 0.027
(1.88)* (1.74)* (2.42)** (0.98) (0.55) (0.44) (0.69) (0.45) (0.68) (0.70)
Constant 4.121 4.970 5.385 5.772 6.253 5.027 5.262 5.695 6.073 6.310
(19.28)*** (25.70)*** (43.63)*** (39.61)*** (34.05)*** (35.52)*** (53.29)*** (66.79)*** (71.33)*** (62.76)***
Observations 1485 1485 1485 1485 1485 3381 3381 3381 3381 3381
Wald test, arrears=inkind 4.53 2.21 7.31 3.78 4.36 2.68 4.84 8.27 10.81 13.07
=leave=unemploy=0
Prob > F 0.001 0.066 0.000 0.005 0.002 0.030 0.001 0.000 0.000 0.000

Absolute value of t statistics in parentheses; * significant at 10%; ** significant at 5%; *** significant at 1%; Source: Ukraine-96 and ULMS 2004, authors’ calculations.
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Table 13: Ethnic discrimination in Ukraine

1996 2004
income income
Raw % unexplained Raw % unexplained
differential ({C+(1-D)CE}/R) differential ({C+(1-D)CE}/R)
AR D=1 D=FH Neumark AR D=1 D=FH Neumark
pooled pooled
base: non-Ukrainian 0.080 99.0 0.289 28.6%
-106.4 -19.1 30.6%** 17.9%**
base: Ukrainian 0.080 -312.7 0.289 32.8%*

FH is the frequency of the high group; C is the differential due to coefficients; CE is the differential due to interaction
* significant at 10%; ** significant at 5%; *** significant at 1%
Source: Ukraine-96 and ULMS 2004, authors’ calculations.
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