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Abstract 
 
Albania has gone through a continuous history of fighting poverty during its 25-year 
prolonged transition, a fight that has not always been victorious. Emerging onto a path of 
strong economic growth when most of the structural reforms had been implemented 
brought about a noticeable reduction in poverty. However, under the impact of the global 
economic downturn, the positive and strong economic growth was not sustained. The 
Albanian economy was strongly affected by the economic problems of two of its 
neighbouring countries—Greece and Italy—its main trading partners and source of 
foreign direct investment (FDI) and inflow of remittances. 
 
It is clear from the results that policies targeting net poverty, or lifting individuals or 
households out of poverty, do not ensure that they will stay out of poverty. There are 
many examples of where the reverse occurs, where changes are negatively affected by the 
dynamics of poverty and there is transition into poverty. 
 
Factors that influence the probability of households exiting poverty include mainly labour 
market resources, social care and support to enable households to engage in employment, 
especially women. Receiving income from capital or having assets including vehicles or 
house appliances, ownership of a dwelling and better living conditions, reduces the 
probability of transiting into poverty for vulnerable and middle income households. 
 
Living in regions outside of the capital city does not significantly affect a transition from 
poverty, though once away from poverty, living in the regions means a reduced risk of 
falling into poverty. Importantly, household demographics do affect poverty transition. 
Although increasing age of the head of household does not affect transition into or out of 
poverty from vulnerability it does mean a greater risk of transiting from middle class to 
vulnerable or poor. 
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The factors affecting an exit from poverty are different from those causing the reverse. It 
seems that strategies to fight poverty through social transfers and education might not 
always produce the desired poverty dynamics. Social transfers to vulnerable and middle 
class tend to increase the likelihood of a household transiting into poverty. Households 
improve their chances of transiting out of poverty if they are not facing material 
deprivation, have a large family size and fewer dependent members. 

 

Vocational education has proven highly significant in helping households maintain well-
being and not transit again into poverty once out of it. Higher education also improves the 
odds of households exiting poverty and maintaining consumption levels above the poverty 
line. 
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Overview 
 
Albania has gone through a continuous history of fighting poverty during its 25-year prolonged 
transition, a fight that has not always been victorious. Emerging onto a path of strong economic 
growth when most of the structural reforms had been implemented brought about a noticeable 
reduction in poverty. However, under the impact of the global economic downturn, the positive and 
strong economic growth was not sustained. The Albanian economy was strongly affected by the 
economic problems of two of its neighbouring countries—Greece and Italy—its main trading 
partners and source of foreign direct investment (FDI) and inflow of remittances. 

 
With growth rates reduced to just a mere two percent since 2008, the fraction of the population 
whose real per capita monthly consumption is reported below the absolute poverty line1 increased 
from 12.5 percent in 20082 to 14.3 percent in 20123 (Figure 1). The extremely poor part of the 
population, defined as those having difficulty to meet basic nutritional needs, doubled, from 1.2 
percent in 2008, to 2.3 percent in 2012. Increased poverty caused the poverty gap to widen and 
accentuated regional disparities. The latest analysis shows that poverty, which had been mainly a 
problem for rural areas, has spread into urban areas. Increased poverty meant that roughly 64,402 
people in addition to the 350,636 poor people in 2008 became poor in 2012 (World Bank 2015). 

 
Figure 1. GDP growth rates vs. absolute poverty for Albania, 2002–2014 

 

Source: INSTAT and author calculations 
 
Poor and vulnerable households manifest low access to means that would increase their resilience to 
falling into poverty, such as educational attainment, occupational opportunities and access to social 
protection measures. Families living with per capita consumption per day of below four USD have 
little access to social transfers, pensions, health insurance or income received from assets (Figure 2). 

 
 

1 Absolute poverty is defined as the proportion of population living below the poverty line (consumption, 4,891 
Albanian leke per month, 2002 prices). 
2 Albania National Report on Progress Toward Achieving the Millennium Development Goals, p. 7 
3 Albania	Poverty	Trends	2002–2012, World	Bank	and	INSTAT Report, 2015	
http://www.instat.gov.al/media/288399/living_standart_measurement_survey		2012_revised.pdf	
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Analysis of educational achievement, as measured by the highest degree attained by the head of 
household (HH), shows that poor HHs usually have little education. The proportion from poor 
families attaining higher education is low (Figure 3). Analysis of the labour market for head of HHs 
indicates that those of poor households participate in the labour market in mainly unstable and low- 
paid employment, such as occasional jobs or temporary jobs without contract (see Appendices). 
Narrowing the discrepancy regarding access to social protection, education attainment and labour 
market outcomes among poor and non-poor households remains a challenge for policy makers. 

 

Figure 2. Access of HHs to social inclusion and 
protection means 

Figure 3. Educational attainment among 
head of poor or non-poor HHs 

  

Source: Household Budget Survey and author own calculations 

It is evident that, in 2014, families, especially the poor and vulnerable, had little access to means and 
resources to remain resilient to poverty. The national policy environment, comprising an upward 
shift in personal income tax, increase in energy prices and fight against informality, also impacted the 
means of such households to remain out of poverty. The proportion just above the poverty line2 and 
dependent on informal jobs or small family economic units (typically small shops) to remain out of 
poverty was considerable. Economic development and the policy environment between 2009 and 
2014 seem to have intensified the dynamics around the poverty line. 
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Literature review 

There has been extensive research into poverty in transition countries that explores the rising 
inequality following the break-down of a centralised economic system. Such research has aimed to 
support social policy design since emerging social problems have been strongly linked to the 
structural reforms of transition. Koczan (2016) argued that for transition economies government 
decisions, especially those concerning privatisation and public spending, had an effect on the 
inequality and poverty observed in various countries. 

 
The changes in the rates of economic growth have been the driver of the trends of poverty. By 2012, 
the labour market conditions had led to massive job losses in formal and informal sectors, causing 
increased poverty (as measured by the absolute poverty rate2) compared to 2008, especially in urban 
areas. Pension and social assistance (cash transfers) have partly alleviated the effect of job losses on 
household poverty. However, labour market conditions deteriorated further after 2012. The job 
losses and low quality of jobs prevalent in the labour market outcome vulnerability to poverty 
remained high with expected transition in and out of poverty (World Bank, 2015 p.2). Overall 
poverty at the national level in Albania remained largely unchanged, masking significant movements 
in and out of poverty. Around 15 percent of households, both from 2005–2008 and from 2008– 
2012, changed their socio-economic status, falling into or escaping poverty (World Bank, 2015 p.17). 

 
This present research examines the dynamics surrounding poverty, disentangling transition in and 
out of poverty from the net poverty measure. Transition in and out of poverty will be explained 
through a set of covariates that help to expose the driving factors of economic mobility. Recent 
poverty research reveals that emerging from poverty driving factors are different from those causing 
a non-poor household to fall into poverty. Falling into poverty is caused by a lack of  social 
protection and social care, and lack of assets.4 Understanding factors lifting families out of poverty 
and understanding what could have caused them to fall into poverty is informative to policies trying 
to eradicate poverty nationally. 

 

Methodology and data 

 
In order to undertake an analysis of poverty transition a panel dataset providing information on  
living standards of households over time are needed. This type of data (known as longitudinal data) 
would allow observations on changes in the poverty status of a household in relation to a pre- 
established poverty line. Albania lacks longitudinal datasets that can be used for poverty analyses. 
Such datasets are complex and expensive to obtain from surveys in low-income countries. An 
absence of longitudinal data has been a major constraint on analysis of poverty dynamics for Albania. 
This report relies on a synthetic panel methodology to explore household transition in and out of 
poverty. A synthetic panel is generated based on the Household Budget Survey (HBS) of 2008 and 

 

4 See	Abud,	Maria	Jose,	George	Gray	Molina	and	Eduardo	Ortiz‐Juarez,	2016,	Out‐of‐Poverty	and	Back‐to‐	
Poverty	Transitions	using	Panel	Data,	RBLAC	Working	Paper	No.	1,	New	York, UNDP	



6  

of 2014. The methodology for the construction of synthetic panels follows Dang et al. (2014), 
enabling estimation of household consumption in a future year (or in a past year), transforming two 
or more cross-sections of household survey data into a panel dataset. 

 
The second methodological step once the synthetic panel is constructed is that of preparing a 
transition status of households with respect to poverty measures. For each household, per capita 
consumption is estimated using total consumption (in real terms) and dividing this by the number of 
household members. Using per capita consumption each household is classified into: 

1. poor households with per capita consumption between 0 and 4 USD 
2. vulnerable households with per capita consumption between 4 and 10 USD 
3. middle class household with per capita consumption between 10 and 50 USD. 

Households with consumption per capita above 50 USD are included in the middle class category, 
since they represent a tiny portion of the total sample (just 13 from a total of 11,565 HHs). 

 
The resulting transition matrix (array in our case since we have only two-time point observations) 
will capture any change in household consumption classification between the two points in time 
observed ( ",  2008; "#$,	2014). If household i, in 2008, was classified as poor but, in 2014, transits   
to a non-poor category, we track this transition state by assigning 1. If a household in 2008 and 2014 
remains within the same category of consumption then there is no transition and the state is valued 
at zero. 

 
Three transitions states were used as dependent variables: 

i. from poor in 2008 to vulnerable or middle class in 2014 
ii. from vulnerable in 2008 to poor in 2014 
iii. from middle class in 2008 to vulnerable or poor in 2014. 

 
The transition matrix and variables depicting characteristics of the households and head of 
households were used to gain information on factors affecting transition into or out of poverty. The 
literature on poverty transition provides enough evidence that factors affecting a transition out of 
poverty are different from those that make households non-resilient to poverty, causing them to 
slide into poverty. 

For household i with given household characteristics the probability of transition (p) between the 
two points in time   			is as follows: 

		 	 		 ‐| 0				 	 "	 	 $ 0	

where t45	 is the dependent variable taking the value of 1 if the i-th household is experiencing any 
transition  state  (j	 	1,2,	3)  and  0  if  the  household  experienced  no  transition; X4;0		is  a  vector  of 

observable characteristics of household in 2008 or 2014, α represents the model parameters. 
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The estimation of the regression (probit model) was first performed using a stepwise procedure, 
which allows identification of the variables significantly affecting the probability of transition. To 
test consistency and avoid over-fitting and other common errors of the stepwise procedure, a 
separate probit model was estimated using those variables that affect transition in or out of poverty, 
or both, significantly (level of 95% was used as a cut-off value for the stepwise procedure, see 
Appendix 2). 

Probit model estimates were then used to obtain the marginal contributions of the significant 
variables to the likelihood of households to experience transition in and out of poverty 

HBS 2008, with 5,600 observations, and HBS 2014, with 6,565 observations, were used to elaborate 
information on the household and individual characteristics, labour market, assets and social 
protection policies that affect household well-being. Two rounds of cross-section HBS were used to 
complete a panel dataset of 11,565 households. Those with household head younger than 18 years  
or above 85 years were excluded from the analysis. The set of variables constructed and involved in 
the analysis are summarized in Appendix 3. 

The set of explanatory variables explaining transition in and out of poverty include demographic 
indicators (size of HH, number of children and elderly); geographic location (region/others); head of 
HH characteristics (age, sex, marital status, educational level, and labour market resources); intra- 
household characteristics (presence of disabled members, level of literacy), assets (vehicles and 
dwelling, appliances and financial assets generating income) and dwelling indicators (level of 
overcrowding, availability of cooking fuel and access to basic services). For labour market resources, 
the models include the type of work undertaken by the head of HH during permanent, temporary, 
seasonal, unpaid, or other, employment and self-employment compared to employment and 
unemployment status. The models also include indicators of social protection, such as the type of 
social care services received and social transfers and remittances. Consumption measures and state  
of transition were generated with and without change in income taxation as a way to account for an 
effect of fiscal policy on poverty transition. Albania applied until 2012 a flat-tax rate on income and 
profit income of 10 percent. In 2013, the tax system on personal income shifted to a progressive 
taxation system,5 while profit tax was lifted to a rate of 15 percent in 2013. We used observed 
consumption after progressive tax was applied in 2014 to re-estimate consumption6 as if a flat-tax 
was applied. 

 
 
Transition between standards of living among households from 2008–2014 

Using the two HBS datasets, the consumption equation was resolved for 2008 and 2014. Since this 
equation will be used in predicting consumption and constructing the dependent variable, we used  a 

 
5 Monthly income from 0–300 USD, 0%; 300–1,300 USD, 13% on income above 300USD; > 1300 USD, 23% on 
income above 1,300 USD 
6 HHs with	per capita consumption	of	300	USD	per month did not	change; with consumption	from 300–1,300	
USD	the	flat	tax	consumption	would	be	just	3%	higher	than	the	present one; above 1,300	USD, 13%	higher	than	
present consumption.	



8  

restricted number of variables in explaining consumption in order to rule out heterogeneity in the 
probit analysis. 

The consumption equation includes variables on age and years of schooling for the head of HH, the 
region and employment status with income complemented by sources of non-labour income at the 
family level, such as remittances, capital income and any social transfer received by the household 
(see appendices). Predicted consumptions for 2008 and 2014 were compared with present 
consumption and distributions of households per consumption group (Figure 4). Consumption was 
estimated with and without the new level of income tax applied in 2013.6 

The results show that aggregate distribution of the population per consumption group (poor, 
vulnerable and middle class) did not change much from 2008–2014, with the proportion of 
vulnerable households in the overall population shrinking by 3.4 percent. The proportion of HHs 
living in poverty in 2014 increased by one percent compared to 2008, while the middle class 
expanded by around 2.8 percent during this period. If there had not been a shift from flat tax to 
progressive tax, predicted consumption compared with present consumption shows that poverty 
would have declined and the middle class expanded by an additional 2.5 percent. 

Figure 4. Distribution of households in each consumption group, 2008 and 2014 
 

Source: HBS and author own calculations 

Despite the fact that there are, overall, no substantial changes among the different consumption 
groups, the movement over time from 2008–2014 is noticeable. It seems that most of the movement 
brought households into the category of being vulnerable to poverty in 2014 (Table 1). Half of 
households belonging to the middle class category of consumption in 2008 became vulnerable to 
poverty in 2014, while 17 percent of families vulnerable to poverty became poor in 2014. Upward 
movement of poor households is also noticeable: 53 percent of poor households in 2008 were able 
to move away poverty and improve their consumption to the level of vulnerable, while nine percent 
of poor households experienced a jump to middle class consumption. Of vulnerable households in 
2008, 26 percent fell into poverty in 2014, while 18 percent improved their standard of living to 
middle class. The income tax change in 2013 sharpened the downward movement; if no tax change 
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policy were implemented in 2013, the middle class upward movement would have been higher by 
3.5 percent than that actually observed (see Appendix appendics). 

Table 1. Transition matrix of households (%), 2008–2014 
 

2014 
poor vulnerable middle class total 

poor 
38.7 52.5 8.7 100 

2008 vulnerable 26.4 55.5 18.1 100 
middle class 17.1 50.5 32.4 100 

Source: HBS survey and author own calculations 

Consolidating the information on categories of household consumption over the two years, 2008 
and 2014, a transition matrix with a binary dependent variable was constructed. If households were 
consuming within the category of per capita consumption of 4 USD in 2008 but in 2014 the 
households reported a higher consumption, then a transition from poor to non-poor is observed  
and value 1 is assigned to this household. Two other transition types were constructed in the same 
way, with a transition from vulnerable to poor and from middle class to either vulnerable or poor 
(Table 2). 

  Table 2. Percentage of households transiting between the different consumption categories  
 

Transition Percentage 
from poor in 2008 to non-poor in 2014 17.0 
from vulnerable in 2008 to poor in 2014 15.1 
from middle class in 2008 to vulnerable or poor in 2014 10.0 

 
Stepwise probit7 and probit regression were each applied to the data to explore how individual and 
household characteristics, and the community and policy environment might affect the likelihood 
that a household would transit upwards or downwards in the future (t+1). 

Marginal effects, which under probit modelling represent a marginal contribution of each variable on 
the probability of transition, are reported and interpreted below. Further results from the analysis, 
including marginal contribution to poverty transition if consumption estimates take into account the 
change in fiscal policy, probit estimates for three transition types and the consumption equation  
used for predicting consumption are summarised in Appendixes 3, 4 and 5. 

Determinants of falling into or out of poverty 

Further empirical analysis led by various sets of household and individual characteristics (Table 3) 
provides evidence of the effect of these variables upon transition into and out of poverty. Age of the 
head of household is not a strong determinant of the likelihood of the household to exit poverty. 
Rather, increasing age increases the risk that the household will slide into vulnerability or poverty. 

 

7 Stepwise probit model fits the full model on all explanatory variables and then re-estimates it by removing the least 
significant variables (by backward selection; STATA user-guide). 
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Household size and the square of household size appear to strongly and significantly affect the 
likelihood that households will either exit or fall into poverty. Household size has a U-shape 
correlation with the likelihood to exit poverty, with increasing size increasing the likelihood to exit 
poverty up to a certain family size, after which the effect is reversed, making it difficult for very large 
families to exit poverty. Small households have a higher likelihood of transiting from non-poverty to 
poverty than do large families, which are more resilient to fall into poverty, mainly because of the 
household income and mechanism of labour allocation. Household size affects the likelihood that a 
middle income family will transit to vulnerability or poverty, with increasing family size by one 
member reducing the probability of that transition by ten percent. Typically, large families comprise 
three generations: grandparents, parents and children. Families share social transfers (pensions), re- 
allocate labour within the family with grandparents providing child care support or supporting the 
family while the family head is working abroad. 

Living in regions outside of Tirana does not significantly influence a transition from poverty, though 
once away from poverty, living in the regions reduces the risks of falling into poverty. Children, 
economic dependents or disabled members within a family are important intra-household 
characteristics that affect poverty transition. Younger children seem to reduce the chances of a 
family transiting out of poverty, with a child of school age or of child-care age reducing by nine 
percent the likelihood that a household will exit poverty, everything else being equal. Middle class 
families with children of age less that 18 years are impacted positively. Those consuming more that 
10 USD per capita per day have a reduced likelihood of transiting to vulnerable or poor. The 
presence of economically dependent members or with special needs from disability help families 
improve their chances to transit from poverty to non-poverty. Economic dependency increases the 
likelihood of poor families transiting away from poverty and reduces the probability that middle  
class families will become vulnerable or poor. 
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Table 3. Attributed contribution to HH transition into and out of poverty, 2008–2014 
Variable  

Poor to non- 
poor 

Transition 

Vulnerable to 
poor 

 

Middle class to 
vulnerable or poor 

 
HH demographics 
age of head of HH 

 

0.013 

 

0.016 

 

0.004* 
 (1.375) (1.794) (2.108) 

square of age of head of HH -0.00014 -0.00013  

 (-1.766) (-1.789)  

size of HH 0.337*** 
(9.837) 

0.383*** 
(8.644) 

-0.102*** 
(-6.577) 

square of size of HH -0.021*** 
(-6.118) 

-0.028*** 
(-6.491) 

 

HH with children < 12 years -0.092* 
(-2.054) 

  

HH with children < 18 years   -0.197*** 
(-3.923) 

dependency ratio 0.497*** 
(6.367) 

 -0.424*** 
(-6.674) 

HH has members with disability 0.110* 
(-2.012) 

  

HH has a married couple   -0.146* 
(-1.937) 

head of HH is male   -0.187* 
(-2.358) 

HH lives in region outside of capital city  -0.201*** 
(-5.223) 

 

Educational attainment (head of HH)    

literate (4 years of education or less) 0.126* 
(-2.508) 

  

secondary education -0.065 0.166*** -0.080* 
 (-1.873) (4.941) (-1.919) 

VET education -0.050 -0.297*** 0.107* 
 (-1.110) (-5.770) (2.143) 

higher education -0.246*** 
(-5.402) 

-0.414*** 
(-7.837) 

0.216*** 
(4.659) 

Social transfer and risk management    

HH receives social transfer of any type -0.283*** 0.048 0.166*** 
 (-6.716) (1.244) (3.778) 

HH receives social care of any type 0.226*** 
(5.720) 

-0.271*** 
(-6.293) 

-0.149** 
(-3.276) 

HH receives capital income -0.280** 
(-2.886) 

-0.331** 
(-3.087) 

 

HH receives remittances -0.072* 
(-2.068) 

-0.116** 
(-3.136) 

 

Labour market (head of HH)    

works in public sector -0.122* 
(-2.079) 

-0.300*** 
(-4.593) 

-0.159** 
(-2.584) 

unemployed  0.193*** 
(4.832) 

 

self-employed 0.064* 
(-1.926) 

 0.097* 
(-2.405) 

Dwelling and material conditions    

HH lives in overcrowded dwelling 0.079*   
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Variable Transition 
 

 Poor to non- 
poor 

Vulnerable to 
poor 

Middle class to 
vulnerable or poor 

 (-1.926)   

dwelling has inside running water -0.107* 
(-2.424) 

  

HH owns the dwelling 0.092* 
(-2.513) 

  

HH dwelling equipped with appliances -0.262** -0.136  

(cooking, cleaning, heating) (-2.883) (-1.416)  

HH possesses a vehicle  -0.327*** 
(-8.000) 

0.268*** 
(6.797) 

Constant -1.951*** 
(-6.870) 

-2.125*** 
(-7.554) 

-1.010*** 
(-8.950) 

Total no. of observations 11,943 11,940 11,993 
t-statistics in parenthesis    

*, p<0.05; **, p<0.01; ***, p<0.001    

 

Intra-household characteristics do not strongly affect a transition from vulnerable to poor. Such a 
transition is strongly affected by education, labour market resources, assets and access to social 
support for households. Head of household education attainments strongly impact household 
transition into and out of poverty. General secondary education and vocational education of 
household head do not impact significantly the chances of a family transiting out of poverty. If the 
head of a household trapped in poverty has a university education, this would not improve the 
likelihood of the household exiting poverty; rather the prospects are poor. If the head of a  
household has a general secondary education this increases the chance of transition to poverty if the 
household is vulnerable. Investing in vocational education and training seems an efficient means of 
keeping households away from poverty and reducing the chances of them falling into poverty if 
vulnerable. A university degree also contributes significantly to keeping households away from 
poverty, if they are not poor. Having vocational education and training would appear to improve the 
odds of staying away from poverty, by almost 30 percent if everything else is constant. 

Receiving social transfers of any type, including pensions and economic aid, despite aiming to keep 
families above poverty, does not help transition out of poverty. Social transfers, with everything else 
being constant, reduces the likelihood of households transiting out of poverty, by almost 28 percent. 
Social transfers if provided to households with a consumption level above poverty increases the 
likelihood that they transit into poverty. However, transition from vulnerability to poverty for 
households receiving any kind of non-work income, such as remittances or capital income, becomes 
less likely. On the other hand, non-work income reduces the probability that households transit out 
of poverty, if a household receives remittances or income from renting assets the odds of exiting 
poverty are reduced, by 28 percent if receiving capital income, or by eleven percent if in receipt of 
remittances. Receiving of any form of social care—child support, elderly or health care for people 
with special needs—has a positive effect against poverty, supporting an exit from poverty and 
helping vulnerable households or those in the middle class be more resilient to poverty. If 
households receive social care services, the probability that they exit poverty increases by 23 percent, 
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and resilience to poverty for vulnerable and middle class families increases by 27 percent and 15 
percent, respectively. 

Labour market outcomes are also a significant factor in changing poverty dynamics and causing 
transition in and out of poverty. Unemployment of the household head increases the probability that 
vulnerable households fall into poverty, by around 19 percent. Working in the public sector keeps 
non-poor households non-poor and poor households poor. Working in the public sector reduces  
the odds of vulnerable individuals transiting into poverty by 30 percent and middle class households 
transiting into vulnerability or poverty by 16 percent. Self-employment improves the likelihood of 
households exiting poverty. Nevertheless, self-employment is risky and increases the likelihood of 
individuals transiting from middle class to vulnerable or poor. 

Household living conditions, as described by dwelling characteristics such as having running water in 
the home, proper sanitary conditions, domestic appliances or the size of the living space, strongly 
affect efforts to transit out of poverty, but have no significant impact on transition into poverty 
from the vulnerable or middle class groups. 

 
Concluding remarks 

 
It is clear from the results that policies targeting net poverty, or lifting individuals or households out 
of poverty, do not ensure that they will stay out of poverty. There are many examples of where the 
reverse occurs, where changes are negatively affected by the dynamics of poverty and there is 
transition into poverty. 

 
Factors that influence the probability of households exiting poverty include mainly labour market 
resources, social care and support to enable households to engage in employment, especially women. 
Receiving income from capital or having assets including vehicles or house appliances, ownership of 
a dwelling and better living conditions, reduces the probability of transiting into poverty for 
vulnerable and middle income households. 

 
Living in regions outside of the capital city does not significantly affect a transition from poverty, 
though once away from poverty, living in the regions means a reduced risk of falling into poverty. 
Importantly, household demographics do affect poverty transition. Although increasing age of the 
head of household does not affect transition into or out of poverty from vulnerability it does mean a 
greater risk of transiting from middle class to vulnerable or poor. 

 
The factors affecting an exit from poverty are different from those causing the reverse. It seems that 
strategies to fight poverty through social transfers and education might not always produce the 
desired poverty dynamics. Social transfers to vulnerable and middle class tend to increase the 
likelihood of a household transiting into poverty. Households improve their chances of transiting  
out of poverty if they are not facing material deprivation, have a large family size and fewer 
dependent members. 
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Vocational education has proven highly significant in helping households maintain well-being and 
not transit again into poverty once out of it. Higher education also improves the odds of households 
exiting poverty and maintaining consumption levels above the poverty line. 
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Appendix 1. Transition among consumption groups if there is no change in tax policy (%) 
 

   
poor 

 
vulnerable 

2014  
middle class 

 

poor 35.9 54.3  9.8  

2008 vulnerable 24.2 55.5  20.3  
 middle class 15.2 49.6  35.2  
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Appendix 2. Definition of variables 
 

Variable Definition; HBS Question 
 

Demographic 
HH has children younger than 6 years dummy variable; 1 if HH has children aged 6 
HH has children younger than 12 years dummy variable; 1 if HH has children aged 12 
HH has children younger than 18 years dummy variable; 1 if HH has children aged 18 
dependency ratio ratio between HH members inactive in labour market and 

adult members of working age 
HH has elderly members dummy variable; 1 if HH has elderly member (>65 years) 
HH size 
HH size squared 
HH with both married partners dummy variable; 1 if both married partners live in HH 

HH has a single head dummy variable; 1 if single head HH 
 

Geography 
HH is in region outside of the capital city dummy; 1 if HH live in regions other than capital city 

 

Head of HH 
age 
age square 
male 1 if HH head is male 
years of schooling 
male 
unemployed 
employed  
primary education 
secondary education 
vocational education 
higher education 
Intra-HH characteristics 
literacy If HH has less than 4 years of education 
HH receives disability social transfer; has 
a disabled member 

 

Labour market (head of HH) 
does unpaid work dummy; 1 if head of HH works in unpaid work 
is self-employed dummy; 1 if head of HH is self-employed 
works in private sector 1 if head of HH works in private sector 
works in public sector 1 if head of HH works in public sector 
has permanent contracted job 1 if head of HH has a permanent contracted job 
has occasional, not contracted, work 1 if head of HH has occasional work 
has temporary contracted job 

 

Social protection 
HH receives social care 
HH receives any social transfer 

 

Risk management 
HH receives remittances 

  HH receives any social transfer  
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Owner of assets 
HH receives capital income 
HH owns dwelling 
HH possesses appliances 
HH has a vehicle 
Dwelling characteristics 
dwelling has running water 
dwelling with sanitary conditions 
overcrowding 

 

  Economic shock: tax policy change  
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Appendix 3. Probit estimate results, 2008–2014 (M.C. middle class) 
Out of Poverty In Poverty M.C./Poverty 

 
age 0.015 0.015 0.004* 

 (1.585) (1.685) (2.108) 
age_sqr -0.000* -0.000  

 
hh_size 

(-2.103) 
0.338*** 

(-1.802) 
0.395*** 

 
-0.102*** 

 
hh_size_sqr 

(9.889) 
-0.021*** 

(-6.168) 

(8.663) 
-0.029*** 

(-6.438) 

(-6.577) 

children12 -0.101* 
(-2.264) 

  

dependency~n 0.511*** 
(6.548) 

 -0.424*** 
(-6.674) 

disability~y 0.107   
 (1.956)   

Secondary_~n -0.065 0.176*** -0.080 
 (-1.885) (5.119) (-1.919) 
vet_educat~n -0.051 -0.276*** 0.107* 

 (-1.123) (-5.219) (2.143) 
higher_edu~n -0.244*** 

(-5.368) 
-0.438*** 

(-7.863) 
0.216*** 

(4.659) 
soc_transf -0.307*** 0.058 0.166*** 
 
social_care 

(-7.306) 
0.202*** 

(1.469) 
-0.247*** 

(3.778) 
-0.149** 

 
literacy 

(5.085) 
0.124* 

(2.458) 

(-5.629) (-3.276) 

over_crowd~g 0.078   
 (1.909)   

hh_applian~s -0.253** -0.186  

 
dwelli_dri~r 

(-2.782) 
-0.108* 

(-1.920)  

(-2.442) 
dwelling_t~e  0.091* 

(2.487) 
cap_income  -0.283**  -0.399*** 

(-2.917) (-3.468) 
remittance~y -0.087* -0.123** 

(-2.489) (-3.247) 
self_employ  0.123**  0.097* 

(2.995) (2.405) 
public_sec~y  -0.108*  -0.291***  -0.159** 

(-1.987) (-4.255) (-2.584) 
sqm_perper~n -0.002 

(-1.690) 
hh_vehicle  -0.345***  0.268*** 

(-8.113) (6.797) 
region_dummy -0.222*** 

(-5.555) 
unemployme~y 0.225*** 

(5.518) 
children18 -0.197*** 

(-3.923) 
gender_dummy -0.187* 
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   (-2.358) 
married_du~y   0.146 

   (1.937) 
_cons -1.921*** 

(-6.818) 
-2.152*** 

(-7.383) 
-1.010*** 

(-8.950) 
N 11943.000 11943.000 11993.000 
bic 10403.849 8837.769 7505.902 
aic 10233.927 8704.787 7395.021 
r2 p 0.067 0.096 0.054 
t statistics in parentheses   

*, p<0.05; **, p<0.01; ***, p<0.001 
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Appendix 4. Probit estimate results, with no change in income tax (M.C. middle class) 
------------------------------------------------------------ 

Out of Poverty In Poverty M.C./Poverty 
------------------------------------------------------------ 
age 0.014 0.015 0.004* 

(1.469) (1.685) (2.031) 
age_sqr -0.000* -0.000 

(-2.099) (-1.802) 
hh_size  0.364***  0.395***  -0.097*** 

(10.549) (8.663) (-6.211) 
hh_size_sqr -0.023*** -0.029*** 

(-6.790) (-6.438) 
children12  -0.111* 

(-2.514) 
dependency~n  0.517***  -0.429*** 

(6.707) (-6.664) 
disability~y  0.115* 

(2.140) 
Secondary_~n -0.059 0.176*** -0.081 

(-1.722) (5.119) (-1.942) 
vet_educat~n -0.059 -0.276*** 0.095 

(-1.326) (-5.219) (1.867) 
higher_edu~n  -0.256***  -0.438***  0.191*** 

(-5.677) (-7.863) (4.068) 
soc_transf  -0.282***  0.058  0.172*** 

(-6.817) (1.469) (3.901) 
social_care  0.211***  -0.247***  -0.161*** 

(5.383) (-5.629) (-3.478) 
literacy  0.135** 

(2.699) 
over_crowd~g 0.072 

(1.752) 
hh_applian~s -0.253** -0.186 

(-2.811) (-1.920) 
dwelli_dri~r  -0.108* 

(-2.470) 
dwelling_t~e  0.084* 

(2.320) 
cap_income  -0.312**  -0.399*** 

(-3.215) (-3.468) 
remittance~y -0.086* -0.123** 

(-2.497) (-3.247) 
self_employ  0.133**  0.085* 

(3.277) (2.102) 
public_sec~y  -0.104  -0.291***  -0.180** 

(-1.949) (-4.255) (-2.886) 
sqm_perper~n -0.002 

(-1.690) 
hh_vehicle  -0.345***  0.248*** 

(-8.113) (6.231) 
region_dummy -0.222*** 

(-5.555) 
unemployme~y 0.225*** 

(5.518) 
children18 -0.190*** 

(-3.747) 
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gender_dummy -0.180* 
(-2.230) 

married_du~y 0.166* 
(2.158) 

_cons  -1.882***  -2.152***  -1.051*** 
(-6.790) (-7.383) (-9.254) 

------------------------------------------------------------ 
N 11943.000 11943.000 11996.000 
bic 10660.207 8837.769 7326.867 
aic 10490.285 8704.787 7215.982 
r2_p 0.068 0.096 0.051 
------------------------------------------------------------ 
t-statistics in parentheses 
*, p<0.05; **, p<0.01; ***, p<0.001 
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Appendix 5. Marginal contribution to transition, with no change in income tax (M.C. middle 
class) 
------------------------------------------------------------ 

Out of Poverty In Poverty M.C./Poverty 
------------------------------------------------------------ 
age 0.014 0.012 0.004* 

 (1.469) (1.226) (2.031) 
age_sqr -0.000* -0.000  

 (-2.099) (-1.721)  

hh_size 0.364*** 0.363*** -0.097*** 
 (10.549) (10.495) (-6.211) 
hh_size_sqr -0.023*** -0.023***  

 (-6.790) (-6.737)  

children12 -0.111* -0.101*  

 (-2.514) (-2.285)  

dependency~n 0.517*** 0.502*** -0.429*** 
 (6.707) (6.502) (-6.664) 
disability~y 0.115* 0.119*  

 (2.140) (2.204)  

Secondary_~n -0.059 -0.058 -0.081 
 (-1.722) (-1.711) (-1.942) 
vet_educat~n -0.059 -0.059 0.095 

 (-1.326) (-1.312) (1.867) 
higher_edu~n -0.256*** -0.257*** 0.191*** 

 (-5.677) (-5.713) (4.068) 
soc_transf -0.282*** -0.258*** 0.172*** 

 (-6.817) (-6.204) (3.901) 
social_care 0.211*** 0.236*** -0.161*** 

 (5.383) (6.048) (-3.478) 
literacy 0.135** 0.137**  

 (2.699) (2.755)  

over_crowd~g 0.072 0.072  

 (1.752) (1.771)  

hh_applian~s -0.253** -0.263**  
 (-2.811) (-2.913)  

dwelli_dri~r -0.108* -0.107*  

 (-2.470) (-2.451)  

dwelling_t~e 0.084* 0.085*  
 (2.320) (2.346)  

cap_income -0.312** -0.310**  

 (-3.215) (-3.189)  

remittance~y -0.086* -0.071*  
 (-2.497) (-2.057)  

self_empl~my 0.109** 0.067* 0.085* 
 (3.009) (2.041) (2.102) 
public_sec~y -0.104 -0.115* -0.180** 

 (-1.949) (-1.978) (-2.886) 
employee_d~y  0.074  

  (1.747)  
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children18 -0.190*** 
(-3.747) 

hh_vehicle 0.248*** 
(6.231) 

gender_dummy -0.180* 
(-2.230) 

married_du~y 0.166* 
(2.158) 

_cons  -1.882***  -1.908***  -1.051*** 
(-6.790) (-6.833) (-9.254) 

------------------------------------------------------------ 
N 11943.000 11943.000 11996.000 
bic 10660.207 10668.173 7326.867 
aic 10490.285 10498.251 7215.982 
r2_p 0.068 0.068 0.051 
------------------------------------------------------------ 
t-statistics in parentheses 
*, p<0.05; **, p<0.01; ***, p<0.001 
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Appendix 6. Consumption equation results 
Consumption 

 
 2008 2014 2014+tax 
Age 0.012 -0.013 -0.014 

 (1.684) (-1.574) (-1.574) 

HH Size -1.972*** -2.934*** -3.081*** 
 (-11.820) (-12.665) (-12.665) 

HH Size Sqr 0.127*** 0.216*** 0.227*** 

 
Years of Sch 

(8.101) 

0.296*** 

(9.656) 

0.390*** 

(9.656) 

0.409*** 
 (12.868) (18.419) (18.419) 

Work in Private -0.295 -1.229*** -1.290*** 

 (-1.823) (-3.963) (-3.963) 

Region Dummy 
 

Employed 

0.445** 

(3.080) 

0.479** 

1.424*** 

(7.729) 

1.520*** 

1.495*** 

(7.729) 

1.596*** 

 
Self Employed 

(2.681) 

0.920*** 

(4.749) 

(4.449) 

1.972*** 

(5.932) 

(4.449) 

2.071*** 

(5.932) 

Economic Aid -1.304*** -1.082*** -1.136*** 

 
Capit.Income 

(-9.227) 

1.883*** 

(-6.507) 

1.680*** 

(-6.507) 

1.764*** 

 
Remittance 

(4.343) 

0.580*** 

(4.322) 

0.492** 

(4.322) 

0.517** 

 (4.228) (2.646) (2.646) 

Constant 7.835*** 

(10.832) 

10.348*** 

(11.531) 

10.866*** 

(11.531) 

N 5537.000 6459.000 6459.000 

r2 0.27 0.33 0.257 

t-statistics in parentheses 

*, p<0.05; **, p<0.01; ***, p<0.001 
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Appendix 7. Descriptive statistics 
 

Variable | Obs. Mean Std. Dev. Min. Max. 
-------------+--------------------------------------------------------- 

age | 11,997 55.50129 12.94148 18 85 
sqm_perper_n | 11,998 28.53175 19.86493 4 300 

children06 | 12,051 .2052942 .4039332 0 1 
children12 | 12,051 .3659447 .4817141 0 1 
children18 | 12,051 .5360551 .498719 0 1 

dependency~n | 12,051 .2673854 .2998134 0 1 
disability~y | 12,050 .0875519 .2826538 0 1 
dwelli_dri~r | 12,051 .8906315 .312114 0 1 
dwelling_s~y | 12,051 .9078915 .2891911 0 1 
dwelling_t~e | 12,051 .7341299 .4418137 0 1 
Econ_aid_r~e | 12,050 .0651452 .2467922 0 1 

elderly | 12,051 .3099328 .4624848 0 1 
hh_applian~s | 12,050 .9792531 .1425417 0 1 

cap_income | 12,050 .0290456 .1679415 0 1 
hh_size | 12,051 3.915941 1.71476 1 14 

hh_vehicle | 12,051 .2128454 .4093362 0 1 
housing_area | 11,998 90.07293 37.20271 30 500 
IND_CONS_USD | 5,538 6.396665 4.88041 .76692 87.24114 

literacy | 11,997 .1296157 .3358942 0 1 
over_crowd~g | 11,998 .1416069 .3486611 0 1 
region_dummy | 12,051 .2354991 .424328 0 1 
remittance~y | 12,050 .2329461 .4227257 0 1 
self_empl~my | 12,050 .4314523 .4952995 0 1 
social_care | 12,050 .2510373 .433628 0 1 

social_tra~r | 12,050 .2773444 .4477065 0 1 
unemploy_b~t | 12,050 .0082988 .0907225 0 1 
year_schoo~g | 11,997 9.653497 3.71481 0 22 
gender_dummy | 11,997 .8689672 .3374502 0 1 
unemployme~y | 12,051 .4524936 .4977587 0 1 
employee_d~y | 12,051 .2464526 .430963 0 1 
unpaid_wor~y | 12,051 .0305369 .1720664 0 1 
self_employ | 12,051 .270517 .4442453 0 1 
hh_size_sqr | 12,051 18.27475 15.66239 1 196 

primary_ed~n | 11,997 .3745936 .484038 0 1 
Secondary_~n | 11,997 .2911561 .4543143 0 1 
vet_educat~n | 11,997 .1336167 .3402543 0 1 
higher_edu~n | 11,997 .1808786 .3849336 0 1 
permanent_~b | 12,051 .369098 .4825806 0 1 
temporary_~y | 12,051 .0868808 .2816719 0 1 
occasional~b | 12,051 .0915277 .28837 0 1 
married_du~y | 11,997 .8377928 .3686562 0 1 
single_hea~y | 11,997 .1622072 .3686562 0 1 
public_sec~y | 12,051 .0977512 .2969903 0 1 
private_se~y | 12,051 .4497552 .4974897 0 1 

soc_transf | 12,050 .2808299 .4494232 0 1 
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year_2008 | 12,051 .4595469 .4983815 0 1 
year_2014 | 12,051 .5404531 .4983815 0 1 

age_sqr | 11,997 3247.861 1457.251 324 7225 
pre_con~2008 | 5,537 6.558473 5.323882 -6.903664 56.42004 
pre_cons_2~x | 5,537 6.889987 5.520259 -7.248848 59.24104 
pred_co~2014 | 6,459 6.454316 5.182001 -5.504145 75.64373 
transit_ta~1 | 12,051 .1780765 .382593 0 1 
transit_ta~2 | 12,051 .1379968 .344911 0 1 
transit_ta~3 | 12,051 .0952618 .2935884 0 1 
out_poverty | 12,051 .1702763 .375891 0 1 

inpoverty | 11,994 .1513257 .358381 0 1 
midtopoverty | 11,994 .0997999 .2997455 0 1 

 


