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Can Eastern European families most severely impoverished during the transition to capitalism rely 
on private family safety nets? This question is likely critical for the transition's success, but little is 
known about family networks in Eastern Europe. We analyze newly available Polish household sur- 
veys, conducted both before and after Poland's economic transition, which measure private inter- 
household transfers. Such transfers are large and widespread in Poland, and in many ways appear to 
function like means-tested public transfers. They flow from high to low-income households and are 
targeted to young couples, families with many children and those experiencing illness. Private transfer 
patterns also suggest that they are responsive to liquidity constraints. Our results from 1987 data 
indicate that private transfers could fill a non-trivial portion of the income gap left by unemployment. 
However, we also find evidence from 1992 data suggesting that family networks weakened somewhat 
after the transition. 

Can Eastern European families who are most severely impoverished during the 
transition from socialism to capitalism rely on private family safety nets for sup- 
port? Consider, for example, the plight of a family whose primary earner has just 
been laid-off from a liquidated state enterprise or a family farm rendered insolvent 
because of the elimination of government subsidies. Do these families have more 
fortunate relatives or friends who can assist with cash, in-kind help, gifts or shared 
housing? Conversely, which households are unable to rely on such support? 

These questions are critical for evaluating the likelihood of successful econ- 
omic transition in the Eastern bloc. On the one hand, an effective social safety 
net must be preserved-the rise in unemployment and widening of the income 
distribution could derail popular support for a quick transition to capitalism [see, 
for example, Kornai (1990) and Lipton and Sachs (1990)l. On the other hand, 
governments are facing fiscal constraints which render the previous regime's 
universal public transfer system unsustainable. 
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Council for Soviet and East European Research (NCSEER), which is not responsible for its contents. 
Support at earlier stages was provided by a grant from IRIS (Institutional Reform and the Informal 
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Support Budget. We wish to thank two referees for detailed comments on a previous version of the 
paper. We also received useful comments from Anjini Kochar and participants in the conferences 
"Privatization and Socioeconomic Policy in Central and Eastern Europe," Krakow, Poland, 1993, 
the Western Economic Association Meetings, Vancouver, 1994 and the Northeast Universities Devel- 
opment Consortium Conference, Cambridge, MA, 1995. Zekeriya Eser, John Jordan, and Geoff Somes 
provided outstanding research assistance. The views expressed here are the authors' own and should 
not be attributed to the Government of Poland, NCSEER, IRIS or the World Bank. 



One answer is to target public transfers to the truly needy more effectively. 
In the words of Calvo and Frankel (1991), when "choosing among alternative 
safety nets, one should be aware that there is no way to protect all segments of 
society" (p. 42).' However, reforming institutions so that they target more effec- 
tively is difficult and time consuming. Are there other options? Fortunately, public 
transfers are not the only means of shuffling resources from one group to another. 
Family networks can also achieve substantial income redistribution, privately and 
with no apparent c~erc ion .~  Information about the size and flows of these private 
transfers would be extremely useful in determining the public funds needed to 
round out an adequate safety net. Private transfer information would also be 
useful for identifying households who lack such private support. Targeting 
these families can be critical since the public sector may be their only source 
of insurance. 

Despite the potential significance of family networks during Eastern Europe's 
transition, we currently know little about how they might function. In fact, we 
know little about even the basic facts, such as the incidence and magnitude of 
private transfers. Researchers are just beginning to explore household survey 
micro-data containing information about private transfers for Eastern European 
countries. Part of the reason for the vacuum in policy discussions concerns avail- 
ability of data. We seek to fill this gap by analyzing the Household Budget Survey 
(HBS) for Poland. 

Prior information suggests that private transfers are likely to figure promin- 
ently in the Polish system of safety nets and poverty alleviation. Existing 
studies, conducted by both ourselves and others, indicate that private transfers 
are often large and responsive to economic and demographic  variable^.^ For 
example, private transfers flow from rich to poor, just as in public tax-and-transfer 
systems. Increases in recipient pre-transfer income often prompt reductions in 
private transfers, thus mirroring what happens in the public sector with means- 
tested social insurance programmes. Further, private transfers are usually targeted 
to potentially vulnerable groups such as the young, the elderly, female-headed 
households, and those stricken by illness, unemployment or those facing income 
instability. 

Another reason to believe that private safety nets might be especially impor- 
tant in Poland has to do with the country's turbulent history. War, occupation 
and partitions are likely to have raised the value of family ties as coping mecha- 
nisms [Worach-Kardas (1983)l. Also, there is emerging evidence that the forma- 
tion of habits and traditions are important elements in family interaction, so that 
a history of hardship may have strengthened the cultural norms that facilitate 
private transfers. Poland's homogeneity of religious beliefs probably encouraged 
close family networks as well. 

' ~ a l v o ,  G. A. and J. A. Frankel, From Centrally-Planned to Market Economies: The Road 
From CPE to PCPE, NBER Working Paper No. 3698, Cambridge, MA, 1991. 

'private income redistribution has been the topic of recent research for both developed countries 
and developing countries. See, for example, the surveys by Gale and Scholz (1994) and Cox and 
Jimenez (1990). 

'see, for example, the studies reviewed in Cox and Jimenez (1990). 



Indeed, the limited evidence already available on private transfers and inter- 
generational relations in Poland points to strong ties between generations. For 
example, two-thirds of all elderly persons in Poland live with their children, which 
attests to the importance of private transfers in the form of shared living arrange- 
ments. Indeed, for all forms of care (e.g. caring for the sick, child care, help with 
errands and personal business) dependence on private familial sources is more pre- 
valent than dependence on professional sources [Worach-Kardas (l983)I. 

The need to understand the social and economic factors shaping private 
transfers-with special attention to their relationship to other forms of assis- 
tance-is justified by the increasing role of the private safety net for coping with 
economic hardship during the period of transition. A recent opinion survey [Rose 
(1992a)l indicates that fully one-quarter of Polish households regard help from 
relatives and friends as important for their standard of living. According to a 
sociological survey conducted by Poland's Central Statistical Office (GUS) in 
January 1993, 28 percent received support from other households: in kind (19 
percent); cash (10 percent); service/help (7 percent); other forms (e.g. "life 
advice," 9 percent).4 The substantial duration of this assistance also matters: 
three-quarters of the recipient households received at least one of these forms of 
assistance over a period of a year and a half. A similar proportion of households 
reported a significant impact on their well-being from cash and in-kind help from 
non-household family members. The major needs experienced by recipients- 
equivalently, the reasons that may have motivated donors-are associated with 
recipients' inability to cope with housing problems (21 percent could not afford 
to pay rent), lack of a job or job uncertainty (18 percent), and food needs (18 
percent). Further, the safety net provided by other institutions is far from compre- 
hensive. According to the same study, an estimated one-third of households in 
Poland requiring financial support, and a fifth of households needing in kind help, 
did not receive help from the state, church or charitable organizations. This finding 
highlights the importance of family networks for economic reform. 

Further, Poland's chronic shortages prior to economic transition-felt most 
dramatically during the period of martial law (1981-84)-may have spurred the 
development of informal trading networks, which would have strengthened the 
bonds needed to facilitate inter-household risk-sharing. Shortages likely encourage 
inter-household exchange. If one household cannot obtain soap and another is 
short of meat, the two might be able to improve their lot by trading. Trading 
experience could help forge the altruism and trust necessary if households are to 
share risk by making financial transfers. 

In the next section we discuss the data for financial and in kind private 
transfers. We then describe the incidence and size of transfers and the character- 
istics of givers and recipients, from which we will infer whether private transfers 
tend to perform some of the functions of public transfers. This will be followed 
by a section that develops an empirical framework to address the critical policy 
question: to what extent might private transfer networks function like publicly- 
funded safety nets? 

4 ~ ~ ~ ' s  note on Pomoc Spoleczna w Swietle Badan GUS, April, 1993. The authors would also 
like to acknowledge R. Walicki's helpful note (Pomoc Rodzinna, April 1993), prepared at their request. 



The data used in the analysis come from the nationwide Household Budget 
Survey (HBS), conducted annually by GUS since 1957. The HBS provides, for 
various population groups, information on living conditions, measured by indica- 
tors such as income and expenditures, food consumption, durables, housing condi- 
tions and demographic conditions of  household^.^ In this study, we use the 1987 
and 1992 rounds of the HBS. In 1987 HBS covered over 29,000 households. The 
households were stratified by source of income into four major socioeconomic 
groups: employee households, whose major source of income comes from the 
socialized sector (47 percent), farm households (14 percent), households with 
incomes from both the socialized sector and agriculture (13 percent), and pen- 
sioners (26 percent).6 In 1992, the HBS was continued on a smaller sample cover- 
ing about 1 1,000 households. 

The primary strength of the HBS is that it is designed to provide the most 
comprehensive and timely picture of a household's material status. Nevertheless, 
its pre-1992 versions (such as the 1987 HBS, used in this study) do have some 
drawbacks, the most important of which relate to coverage and non-response 
[Garner, Okrasa, Smeeding, and Torrey (1991)l. The survey covers the non- 
institutional population of households whose heads belong to one of the above 
socio-economic groups. Excluded are households headed by someone employed 
in the private sector (5.6 percent of employees in 1986); persons employed in the 
defense and security ministries (3.1 percent before 1989) ; and nomenclatura (less 
than 1 per~ent) .~  Altogether, 10.5 to 11.5 percent of the population were not 
covered by the HBS in 1987. There is also no information about income from 
outside the legal/official economy. These activities were not as significant in 1987 
as they were in later years. Rose's (1992b) recent surveys indicate that, nowadays, 
every third household is engaged in some form of "uncivil economy." 

The non-response rate is 31 percent [GUS (1988, 1992)l and, according to 
experimental studies is caused by long (3 months per year) and detailed (diary) 
data collection [Kordos and Kubiczek (1991)l. Refusals are replaced by house- 
holds closest in size and per capita income, which maintains proportions among 
important categories. On the other hand, refusals are non-random and the reli- 
ability of the procedure for replacing households depends on the care taken by 
the interviewer. 

Private transfers received and given are constructed from detailed questions 
about income and expenditures. Cash receipts are reported directly in the income 
section of the questionnaire that summarizes, for the entire (quarterly) period of 
the study, information registered in the "budget-notebook," or diary, which the 
respondent is asked to keep. Non-monetary receipts are reported in the expendit- 
ure section of the same questionnaire as "commodities or services obtained free 

'GUS, Metoda i Organizacja Badan Budzetow Gospodarstw Domowych, (Method and Organiza- 
tion of Studies of Household Budgets), series Zeszyty Metodyczne (Methodological Papers), No. 62, 
Warsaw, 1986. 

6 ~ o r  reasons we discuss in the next section, we will focus on the first group, employee households, 
who comprise nearly half the households in the 1987 HBS [GUS (1988)l. 

7 ~ t  is possible, however, that spouses in our sample may be employed in these sectors, since the 
employment screens apply only to household heads. 



of charge." The quantity and value of each item is specified. The latter is estimated 
by both the interviewer and household, at current market prices. Thus, the 
category "gifts received" encompasses money, goods and services. Receipts also 
include bequests, dowry payments, and the value of goods received from persons 
living abroad. In addition, support from private non-familial sources such as 
charity income is included in private transfer receipts. Total transfers given equal 
money and the value of goods given to persons outside the household, including 
relatives separated from the family for at least three months (e.g. a dormitory 
resident). Since some items are included in receipts but not gifts, measures of 
transfers received and transfers given are not symmetric. 

Wages and salaries are considered the most reliable income data because 
figures are obtained from employers. Since income measurement is most straight- 
forward for those who work for pay, and because household resources are a 
critical component of our analysis of transfer behavior, we focus solely on worker 
households, that is, households whose primary earner works in a non-farm, state- 
owned enterprise. 

Before proceeding to the details of the empirical work, we summarize our 
main findings. First, private transfers are widespread and significant in Poland. 
Among all worker households, gross receipts of private transfers account for 4.6 
percent of total income in 1987. Among those who were net recipients (i.e. inflows 
of private transfers exceeded outflows) net receipts comprise 10 percent of their 
income. Nearly two-thirds of the households in our sample are involved in inter- 
household private transfers, either as donors, recipients, or both. 

Second, the empirical work that we describe below indicates that private 
transfers are responsive to the economic and demographic status of households. 
They flow from high to low-income households, and tend to go to the well- 
educated and households headed by a young couple. Transfers are also targeted 
to families with many children and those experiencing recent illness or injury. 
Transfers follow a pronounced age pattern, which suggests that they might be 
given in response to possible liquidity constraints faced by households. 

To gain some understanding of the potential role of private safety nets during 
Poland's economic transition (which began January 1, 1990), we used our multi- 
variate analysis to simulate the impact of earnings loss on private transfers. We 
predicted the boost in private transfers resulting from setting the head's earnings 
to zero. Using the 1987 data, we found that, in the face of these lost earnings, 
predicted receipts would more than double. This boost would fill nearly 10 percent 
of the income void left by lost earnings of the household head. For single-earner 
households, the corresponding figure is larger-18 percent. 

There are several reasons to think that the post-transition impact could differ 
from that predicted from the 1987 results. On the one hand, the actual onset of 
unemployment could galvanize households and increase transfer activity. On the 
other hand, the spectre of unemployment could weaken private networks if house- 
holds become increasingly concerned with their own problems. Also, changes in 
public transfer income could have affected private transfers as well. 



An analysis of the HBS data set for 1992 provides insight on these issues. 
Though transfer incidence in 1992 was the same as in 1987, amounts received 
(adjusted for inflation) declined significantly. For example, the 1992 value of net 
transfer receipts, among recipients, was only two-thirds of what it was in 1987. 
The replication of the private-transfer impact of earnings loss using the 1992 data 
shows a much smaller response. Private transfer networks appear to have weak- 
ened after the transition. 

A. The Scope and Magnitude of Private Transfers among Worker Households 

One way to gauge the extent of transfers is to look at total gross transfers 
received and given. Nearly half of the sample received private transfers, and over 
a quarter gave them.' Almost 15 percent did both, and less than 40 percent did 
neither. So over 60 percent of the sample participated in private transfer networks. 
The exact figures are presented below: 

Percentage of Sample 
Number (N= 12,896) 

Households giving 3,689 28.6 
Households receiving 6,312 49.0 
Households both giving and receiving 1,872 14.5 
Households neither giving nor receiving 4,767 37.0 

Since some households both gave and received, we characterize households 
as net donors, or net recipients, according to whether outflows of private transfers 
exceed or fall short of inflows. Forty-four percent of the households were net 
recipients and about 19 percent were net givers. We designate those whose net 
transfer is zero as " ~ t h e r s . " ~  The exact figures for the net transfers are presented 
below : 

Percentage of Sample 
Number (N= 12,896) 

Net transfer donors 
Net transfer recipients 
Net transfer equals zero (others) 

How do net donors differ from net recipients? In Table 1 we list a variety of 
household characteristics according to transfer status. Before contrasting these 
subgroups however, focus on the first column of the table, which lists the charac- 
teristics for the whole sample of non-farm, employed households. Gross private 
transfers received comprise 4.6 percent of income from all sources (including 
private transfers). Among net transfer recipients, net transfers account for about 
10 percent of total household income. Net gifts among givers amount to a little 
over three percent of their total household income. To put the Polish figures in 

'~ecall  from the discussion above that the definitions of receipts and gifts are not symmetric, 
and that there is a larger number of sub-categories for transfers received. 

9 .  Nine households in the "Others" category actually gave and received the exact same amount. 



perspective, the volume of comparable transfers in the United States, as a fraction 
of income, is about the same as that of poland.'' 

Private transfers appear to flow from high- to low-income households. The 
pre-private-transfer income is lowest for net recipients and highest for net givers 
(Table 1). Social security income is lower among recipients than givers, but the 
reverse is true for other social transfers. 

Those involved with private transfers are better educated than those who are 
not. Over 12 percent of net recipients and 13 percent of net givers attended a 
university, for example, compared to less than 10 percent of "Others" (Table 1). 
Recipients are younger, and givers older, than the sample average. Over 19 percent 
of recipient households were headed by someone under 30, compared to 10 percent 
of giver households. Further, the elderly (those aged 60 and over) are under- 
represented among recipients and over-represented among givers. (Though, in this 
sample of employees, they are a small minority overall.) Similarly, there are rela- 
tively fewer pensioners among recipients compared to givers. So it appears that 
transfers flow from old to young among these non-farm, employed households. 
Recipients had slightly more frequent illness or injury requiring hospitalization 
during the three-month period of the survey, compared to the whole sample. 
However, households with invalids are under-represented among recipients." 

Table 1 provides an introductory illustration of transfer patterns. We now 
turn to a multivariate analysis of transfer incidence and amounts. 

B. SpeciJication of Transfer Functions 

We estimate transfer functions in two stages: first we consider the incidence 
of net transfers received and, conditional on a transfer occurring, the amount. In 
symbols, indexing households by h, we express the latent variable that determines 
the transfer receipt as 

and 

Th > 0 iff th > 0, 
Th = 0 otherwise. 

When the latent variable th crosses the threshold 0, transfers, Th, become positive. 
Otherwise, they are zero. The four categories of household characteristics entered 
on the right-hand side of (1) are described in detail below. The stochastic term 
E~ represents unobservable determinants of the transfer decision. The estimating 
equation for transfer amounts received is 

where qh is a random error component. 
'?he assumptions underlying these calculations are as follows: $200 billion total transfers in the 

U.S. in 1988, and 213 of these are assumed inter-vivos transfers. Inter-vivos transfers as a proportion 
of aggregate disposable income in U.S. ($3,456.8 billion in 1988 dollars) are 0.667(200)/3,456.8 = 3.9 
percent. Figures from Cox and Rank (1992) and the Economic Report of the President. 

" ~ e c a l l  that this analysis focuses on the group of households headed by an employee. Our sample 
contains no households headed by pensioners or disabled people. 



TABLE 1 

SELECTED CHARACTERIST~CS OF POLISH HOUSEHOLDS BY PRIVATE TRANSFER 
STATUS, 1987 

Variable Name 

- -- --- 

[]I 
All 

PI 
Net 

131 
Net [dl 

Households Recipients Donors Others 

Income Variables (zlotys per month) 
Income before private transfers 

Wage and salary income 
First earner's wages 
Other earners' wages 

Income from social security 
Receives social security (proportion) 
Incomes from other social transfersa 
Receives other social transfers (proportion) 
Miscellaneous incomeb 

Total household income, including private transfers 

Edztcurion (proportions of hh heads with) 
Elementary school 
High school 
Occupational type school 
University 

Other Characteristics 
Age of household head (years) 
Proportion of hh with head's age less than 30 
Proportion of hh with head's age greater than 60 
Proportion of hh with married head 
Proportion of married hh who are young 
Proportion of female headed hh 
Proportion of hh with pensioner present 
Proportion of hh with old non-pensioners 
Proportion of hh with invalid present 
Proportion of hh with member ill in last 3 months 
Proportion of hh with a telephone 
Proportion of hh with a car 
Family size 
Number of children under age 18 
Number of wage earners in hh 

Transfers 
Proportion receiving net transfers 
Net transfer received (amount) 
Proportion giving net transfers 
Net transfer given (amount) 
Proportion receiving gross transfers 
Gross transfers received (amount) 
Proportion giving gross transfers 
Gross transfers given (amount) 
Proportion both giving and receiving gross t r a ~  

Sample Size 

Note: Zloty-denominated variables are in 1986 zlotys per month. 
"Includes income from family allowances, child-care allowances, maternity allowances and other 

social payments. 
b~ncludes, for example, income from selling goods, rental income, and winnings from games and 

lotteries. 



i. Household Resources 

Household resources are comprised of four forms of income: wages and 
salaries, social security income, income from other social support (e.g. maternity 
and child-care allowances) and miscellaneous income (e.g. lottery winnings). We 
enter total pre-private-transfer income in the regressions, along with separate 
measures of social security income and other social transfers. We also enter educa- 
tional attainment of the head of the household as an indicator of household 
permanent income. 

ii. Age 

We enter a quadratic in the age of the household head, as well as interacting 
age with income. If transfers are responsive to liquidity constraints, we would 
expect that their timing would be important. Transfer incidence and amounts 
would be concentrated in life-cycle phases when current resources are low. 

iii. Demographic Characteristics 

We enter a vector of other household demographic characteristics: gender of 
the household head, marital status, and family size. Many studies indicate that 
transfers are targeted to female-headed households [for a review of the evidence, 
see Cox and Jimenez (1995)l. Marital status has also been found to be an impor- 
tant determinant of transfers [Cox (1987)l. Holding household resources constant, 
we might expect more transfers to be targeted to larger families, since there would 
be more mouths to feed. We also include a dummy indicating whether there are 
pensioners present in the household, and one indicating whether there are elderly 
persons (aged 60 or over) but no pensioners. On the one hand, we might expect 
transfers to be targeted to the retired. On the other hand, this group is also 
collecting a pension, which reduces the need for private transfers. 

iv. Other Variables 

We include two health indicators in the transfer functions. The first is a 
dummy indicating whether a household member was injured or sick enough to 
require hospitalization during the three-month period of the survey. The second 
dummy indicates whether one or more persons in the household were collecting 
a disability pension. If households form co-insurance networks we might expect 
transfers to respond positively to the incidence of illness. We also enter dummy 
variables for whether the household has a telephone and a car. If ownership of 
either of these enables a household to perform more inter-household, in kind 
services or have increased contact with relatives and friends we would expect them 
to be positively associated with private transfers. 

C. Table 2-Probit Results for Net Transfer Receipts 

Probit results for net transfer receipts are presented in Table 2, column 1. 
The dependent variable in the probit analysis takes a value of 1 if the household 
is a net recipient of private transfers, and a value of 0 otherwise. With the exception 



of a couple of findings, transfers appear to be targeted to low-income, vulnerable 
households such as those headed by the young, those experiencing recent illness 
or households with many children. 

Household pre-private-transfer income is inversely related to the probability 
of transfer receipt. Income measures are entered in logarithms, so that their impact 
is larger at low income levels. Increasing pre-transfer income from 20,000 to 
30,000 zlotys per month reduces the probability of transfer receipt by about 9.1 
percentage points. However, the same increase in income at sample means 
(46,911 zlotys) would reduce the probability of transfer receipt by 4 percentage 
points. 

An increase in social security income from 0 to the sample mean reduces the 
probability of transfer receipt by 2 percentage points. On the other hand, increas- 
ing social support from 0 to its mean value raises the probability of private transfer 
receipt by 7 percentage points. These results are reconcilable once one considers 
what we are able to hold constant in the regression. The regression includes a 
measure of whether there are pensioners in the household, as well as the variable 
that represents the receipt of social security income. Thus, the coefficient of the 
latter measures the "pure" effect of receiving cash income in that form on private 
transfers and is not confounded with the possible effect of just having a pensioner 
present. It is therefore not surprising that in the regression, social security income, 
like cash income, tends to reduce the probability of receiving private transfers. In 
contrast, the coefficient of the variable that measures other social transfers may 
reflect both the effect of receiving cash income in that form, as well as the effect 
of the criteria for receiving the transfer. Other social transfers include family 
allowances, unemployment insurance, social assistance, maternity and child care 
benefits, and so forth (see Table 1, fn. b). The regression cannot hold constant 
for all the conditions that influence transfer receipt because we do not have data 
for them (for example, we do not have a variable for the presence of a new 
mother) or they are inherently unobservable (such as the criterion for receiving 
social assistance). Thus, even if, as we suspect, receiving cash in the form of social 
transfers reduces the receipt of private transfers, we are unable to discern this 
because the criteria for receiving the social transfer would stimulate private trans- 
fers. These eligibility effects could explain the positive coefficient on other social 
transfers. 

Private transfers follow a pronounced age pattern over the life-cycle, sug- 
gesting that they may be responsive to possible liquidity constraints faced by 
younger households, who may not yet have established their reputations in formal 
credit markets. At sample means, a household headed by an 18-year-old has a 
predicted probability of receiving a transfer of 60 percent. This probability falls 
continuously with age, to about 26 percent by age 73. Further, the coefficient of 
the "young couple" dummy variable indicates that such households are about 
7.4 percentage points more likely than single households to receive a transfer. 

Households having a member who was hospitalized are more likely to receive 
a transfer-having illness or injury raises the probability of transfer receipt by 3.4 
percentage points. Similarly, households with someone classified as an "invalid" 
(i.e. a person who qualifies for disability benefits) is 5.5 percentage points more 
likely to receive a transfer. Unlike the pattern prevailing in many other countries, 



TABLE 2 

121 
111 Generalized 

Probit Variable Tobita Variable 
Variable Name Coefficient T-Ratio Mean Coefficient T-Ratio Mean 

Income Variables 
Log pre-private-transfer 
income 
Log income from social 
security 
Log income from other 

social transfers 
Log pre-private-transfer 

income * age 

Education Variables 
High school 
Occupational type school 
University 

Other Characteristics 
Head's age 
Age squared 
Married household 
Young couple 
Female headed household 
Pensioner in household 
HH with old non- 

pensioners 
Invalid in household 
I11 last 3 months 
Household with a 
telephone 
Household with a car 
Family size 
Number of children under 

age 18 
Constant 
Inverse Mill's ratio 

Number of observations 
Dependent variable mean 
Log-likelihood 
Chi-squared 

Note: Zloty-denominated variables are in 1986 zlotys per month. 
"Dependent variable: Log of net transfers received. 

private transfers do not appear to be targeted to female-headed households. 
Households headed by women are a percentage point less likely to receive private 
transfers (but the coefficient is not statistically significant). Part of the reason for 
the difference in patterns between Poland and, say, the Philippines or Peru, is that 
these latter countries are poorer and the disparity in well-being between male and 
female-headed households is likely to be more pronounced. 

Being married reduces the probability of transfer receipt by 1.2 percentage 
points, but families with more children are more likely to receive transfers. Having 



an additional child less than age 18 raises the probability of transfer receipt 6.5 
percentage points. Households with a pension beneficiary are less likely to receive 
transfers (5.6 percentage points). 

While this evidence suggests that private transfers compensate for low 
incomes and other difficult situations, other findings from column 1, Table 2 point 
to the contrary. Well-educated households, for example, are more likely to receive 
transfers than those having just an elementary school education (high school: 
+3.6 percentage points, university: +8.2 percentage points). The education effect 
may be due to liquidity constraints. For example, in a study of U.S. households, 
Cox (1990) finds a striking difference between the effects of current vs. permanent 
income on the probability of receiving a transfer-the former negative, the latter 
positive. The positive income effects of permanent income, though counter- 
intuitive, can be explained by a model in which recipient households face borrow- 
ing constraints. Being better educated raises permanent income and hence desired 
consumption. With current income constant, the gap between desired consump- 
tion and current income rises, which increases the household's demand for a loan 
or need for a subsidy. If liquidity constraints are binding, private transfers might 
be an alternative to financial markets as a source of credit. 

An alternative, and perhaps complementary, explanation for the relationship 
between transfers and educational attainment is unobserved parental generosity. 
Even when schooling is publicly provided, parents can enhance the human capital 
investment of children by nurturing the development of younger children and 
supporting expenses of older ones. Especially generous parents are more likely to 
give to children at every point in the life-cycle, so that current transfers and past 
schooling attainment are linked. 

Owning a phone or car also raises the probability of receiving (phone: +4.6 
percentage points, car: +5.7 percentage points). Owning a car or phone may 
indicate the ability of households to provide inter-household services and contact, 
thus increasing their chances of receiving a transfer. On the other hand, the 
causality in the regressions could go the other way, with transfers enabling the 
purchase of these items. 

D. Generalized Tobit--Transfer Recipients 

The generalized Tobit for transfer recipients is presented in the second column 
of Table 2. Both private transfers and income are measured in logarithms. The sign 
pattern for the generalized Tobit is roughly consistent with that of the probit." 

With social security and other social transfers held constant, variations in pre- 
transfer income capture the effects of wage and salary income (and miscellaneous 
income) on transfer receipts. These forms of income are inversely related to 

I2 The probit equation used to generate the inverse Mills ratio terms for the generalized Tobits 
for receiving (Table 2 )  and giving (Table 3) uses a step, rather than a quadratic, function for age: 
age< 30, age260, and 10-year intervals in-between. These probit equations produce estimated partial 
derivatives similar to their counterparts in Tables 2 and 4. We experimented with an alternative way 
to identify the generalized Tobit by adding the following terms to the probit used to generate the 
inverse Mill's ratio: a cubic term in age and interactions between age and marital status, family size 
and the female headship and young-couple dummies. This generalized Tobit produced results similar 
to the ones presented above, as did an OLS regression using the non-limit observations. 



amounts received, though the point estimates indicate that the impact is small. 
The partial effect of an increase in pre-transfer income on transfer amounts, at 
sample means, is about -0.054 zlotys per 1 zloty increase in earnings. The effect 
is larger the lower is pre-transfer income. For example, the estimated partial effect 
is twice as strong for a household at the 5th percentile for pre-transfer income 
(21,600 zlotys) compared to one with mean pre-transfer income. 

Transfers fall with age, especially for poorer households, which is consistent 
with the liquidity constraints hypothesis, which predicts that transfers follow a 
distinct life-cycle pattern for those who have difficulty borrowing. For example, 
with other variables at sample means, having pre-transfer income of 10,000 zlotys 
implies that transfer amounts fall by 3.2 percent per year. A household with a 
90,000 zloty income has a predicted age-transfer profile that is almost flat. 

Marital status has a strong effect on transfer amounts in the regression. All 
else equal, married couples receive 26 percent less than single households, but this 
negative effect does not hold for young couples. Family size and number of 
children affect transfer amounts as well. Increasing the family size by one person 
raises transfers by 5.4 percent. An extra child under 18 boosts transfer amounts 
by 5.2 percent. Consistent with the probit results, social security and social support 
exert opposing effects on amounts, though neither elasticity is large.I3 

The charts below use the results from the probit together with the generalized 
Tobit to show expected transfer receipts, that is, the probability of receiving a 
transfer times the amount. Chart 1 plots expected receipts against pre-transfer 
income and shows how expected receipts fall more sharply with income for low- 
income households. Chart 2 shows how expected receipts decline with the age of 
the household head. 

Income in Zlotys 

Chart I .  Expected Net Transfers Received as a Function of Pre-Transfer Income, 1987 
Source: Probit and Generalized Tobit, Table 2 

13 We also estimated probits and generalized Tobits for net transfers given, and the results are 
generally the reverse of those for net transfers received. Increases in income are associated with 
increases in giving, for example, and the age profile of transfers given slopes upward. This pattern 
does not hold for education, however, which is positively associated with both receiving and giving. 



Chart 2. Expected Net Transfers Received as a Function of Head's Age, 1987 

Source: Probit and Generalized Tobit, Table 2 

E. A Simulation ofthe EfSects of Job Loss on Transfers 

This section addresses the following question: If the household head had a 
reduction in earnings, how would private transfers respond? The question is 
important because we would like to gauge the extent and magnitude of private 
safety nets available for households who lose their jobs as Poland makes the 
transition from a socialist to a capitalist economy. The stronger the private safety 
nets, the lesser the scope for effective redistribution through public income trans- 
fers. At the same time, extrapolating from the 1987 cross-section could be prob- 
lematic because the transfer function need not be stable throughout the transition. 
For this reason, we also examine post-transition transfer behavior in the next 
section. 

We used the 1987 data to calculate the predicted probability of transfer 
receipt and transfer amount after setting the earnings of the household head equal 
to zero. So earnings of the first earner are subtracted from the pre-transfer income 
in the sirnulati~n. '~ The results from the simulation are outlined below: 

Household Type All 1 Worker > 1 Worker 

Actual net transfers 2,135 2,593 1,722 
Actual proportion receiving transfers 0.443 0.492 0.399 
Head's earnings 26,256 25,241 27,173 
Predicted change in probability of transfer 

receipt after removing head's earnings +0.197 + 0.249 +0.151 
Predicted change in transfers after removing 

head's earnings 2,462 4,548 579 
Percentage of lost earnings replaced by 

change in transfers 9.4% 18.0% 2.1% 

"?'hose households for whom earnings were greater than pre-transfer income and those for whom 
earnings of the first earner are the sole source of support for the household were deleted from these 
simulations. The total deletion is 1 percent of the sample. The reason for deleting those who relied 
solely on earnings for support is that in the log specification the predictions become extreme at  very 
low values of pre-transfer income. 



We find that, on average, predicted private transfer receipts would more than 
double if the household head lost his/her earnings. The boost in private transfers 
would fill 9.4 percent of the income vacuum left by the job loss, though the 
effect varies depending on whether there is only one earner in the household. For 
households with only one worker, the figure is 18 percent.15 So private transfers 
can replace a significant fraction of income in the event that an earner loses his 
or her job. The simulation shows that private safety nets were potentially impor- 
tant in Poland prior to the transition. 

There are three things to keep in mind concerning the simulation. First, it is 
a partial equilibrium exercise. We assume that one household experiences jobless- 
ness but the others do not. Since earnings loss is not widespread other households 
do not lose their capacity to give transfers.16 If a significant fraction of households 
lost their earnings at once, private safety nets could dry up rather than expand. 

Second, the HBS does not link donors and recipients. Since donor incomes 
cannot be included in the regressions for private transfer receipts, coefficient esti- 
mates of the recipient income variables could be biased toward zero. Omitted 
variable bias renders our simulations conservative. The reason is that donor's 
income is likely to enter positively in the transfer regressions, and we would expect 
that incomes of donors and recipients are likely to be positively correlated.I7 
Taking into account the possibility that our results could be affected by omitted 
variable bias would strengthen the conclusion that private transfers were a poten- 
tially important safety net in Poland. 

Third, we must examine transfer behavior during the post-transition regime 
to get an accurate picture of the stability of the transfer functions through the 
transition. We turn our attention to a replication of the analyses above using the 
HBS data for 1992. 

The replication of Table 1 for the 1992 HBS data is presented in Table 3. 
The most striking difference between the 1987 and 1992 results is that, while the 
incidence of transfers is roughly the same in the two years, the amounts are much 
smaller in 1992. For example, the average gross transfers received in the 1992 
sample were 29 percent lower than that in 1987 (zloty amounts are adjusted for 
inflation).I8 

One possible reason for the decline in gross transfers received is the general 
decline in incomes experienced between the two time periods. Average donor 

15 Earnings replacement for single-worker households is higher in part because our specification 
implies that the transfer effects of earnings are greater in absolute value the lower are earnings. Let 
the income coefficient in the log-transfers regression be denoted by "a," aT/aZ=aT/Z. The partial 
effect is higher the smaller is I. 

16 In this sense the simulation is akin to a "gradualist" transition policy vs. "shock therapy." 
17 For example, in the case in which private transfers flow from parents to children, the relevant 

correlation for omitted variable bias would be the one between parent and child incomes, which is 
likely to be positive [see, for example, Becker and Tomes (1986) for a survey of findings for a variety 
of Western countries]. 

18 The HBS sample was drastically reduced starting in 1992, which accounts for the sample size 
of 4,210 in 1992, down from 12,896 in 1987. 



TABLE 3 

Variable Name 

[I1 
All 

PI 
Net 

PI 
Net [41 

Households Recipients Donors Others 

Income Variables (zlotys per month) 
Income before private transfers 

Wage and salary income 
First earner's wages 
Other earners' wages 

lncome from social security 
Receives social security (proportion) 
Income from other social transfers" 
Receives other social transfers (proportion) 
Miscellaneous incomeb 

Total household income, including private transfers 

Education (proportion of hh heads with) 
Elementary school 
High school 
Occupational type school 
University 
Post high school, not university 

Other Characteristics 
Age of household head (years) 
Proportion of hh with head's age less than 30 
Proportion of hh with head's age greater than 60 
Proportion of hh with married head 
Proportion of married hh who are young 
Proportion of female headed hh 
Proportion of hh with pensioner present 
Proportion of hh with old non-pensioners 
Proportion of hh with invalid present 
Proportion of hh with member ill in last 3 months 
Proportion of hh with a telephone 
Proportion of hh with a car 
Family size 
Number of children under age 18 
Number of wage earners in hh 

Transfers 
Proportion receiving net transfers 
Net transfer received (amount) 
Proportion giving net transfers 
Net transfer given (amount) 
Proportion receiving gross transfers 
Gross transfers received (amount) 
Proportion giving gross transfers 
Gross transfers given (amount) 
Proportion both giving and receiving gross 

Sample Size 

transfers 

Note: Zloty denominated variables are in 1986 zlotys per month. 
"Includes income from family allowances, child-care allowances, maternity allowances and 

other social payments. 
b~ncludes, for example, income from selling goods, rental income, and winnings from games 

and lotteries. 



income net of social and private transfers fell 13 percent ((35,596-41,015)/41,015) 
in real terms over the 5 year period. However, transfers given actually held steady 
during this time. So, the income decline within the country is unlikely to have 
caused the shortfall in receipts, which could instead stem from a reduction in 
transfers from outside the state sector or outside Poland itself.19 Another possible 
explanation is the behavioral response to the rise in average pensions (9 percent) 
and other social transfers (15 percent). If private transfers are truly a substitute 
for public transfers then we would expect them to decline. Finally, a problem in 
any strict comparison between 1987 and 1992 arises due to the sampling biases 
in the HBS. Until 1992, the only worker households covered by the HBS were 
those employed in the state sector. This may not have been much of an omission 
in 1987 ; but it was probably a more problematic one in 1992, because the economic 
reforms would have already started to lead to a greater part of the labor force 
shifting to the private sector. 

While transfer amounts declined by 1992, transfer incidence remained about 
the same. Indeed, the probit equation for net transfers received is remarkably 
stable across the two sample years (column 1, Table 2 vs. column 1, Table 4). A test 
for structural change generated a Chi-squared test statistic that is not significant at 
even the 0.25 level. Further, not a single coefficient estimate from the 1992 probit 
for transfer receipt was significantly different from its counterpart in the 1987 
sample. The largest difference in the point estimates is associated with the variable 
for the presence of an "invalid," which is positively and significantly associated 
with receiving a transfer in 1987 but not 1992. 

The generalized Tobit results for net transfers received in 1992 are presented 
in the second column of Table 4. Like the probit results, the generalized Tobits 
are stable across the two years, in the sense that, except for the differences in 
constant terms for the two equations, the differences in the estimated coefficients 
are not jointly significant. The most striking difference between the estimates is 
that pre-transfer income has a weaker effect on amounts received in 1992. At 
sample means, the 1992 elasticity of transfers with respect to pre-transfer income 
is -0.31, compared to -0.40 in 1987. 

Since transfer receipts fell in 1992, and the responsiveness of transfers to pre- 
transfer income weakened as well, our simulation of the impact of job loss on 
transfer receipts generated a much weaker result than the simulation with the 
1987 data. We found that private transfers would only fill 2.4 percent of the gap 
left by removing the earnings of the head (compared to 9.4 percent for the 1987 
data). And for single-earner households, the comparable figure in 1992 is 
3.4 percent (vs. 18 percent in 1987). 

Private transfers are responsive to the economic status of households in a 
way that suggests they could be an important factor in ensuring the safety net 

19 Agricultural incomes fell much more sharply than wage incomes after the transition. Unfortun- 
ately, our transfer data are aggregated across categories so we cannot ascertain the exact source of 
the reduction in transfers received. This is an issue that should be addressed further with other data 
sets. 



TABLE 4 

PROBIT AND GENERALIZED TOBIT--NET TRANSFERS RECEIVED, 1992 

[21 
[I] Generalized 

Probit Variable Tobita Variable 
Variable Name Coefficient T-Ratio Mean Coefficient T-Ratio Mean 

Income Variables 
Log pre-private-transfer 

income 
Log income from social 

security 
Log income from other 

social transfers 
Log pre-private-transfer 

income * age 

Education Variables 
High school 
Occupational type school 
University 

Other Characteristics 
Head's age 
Age squared 
Married household 
Young couple 
Female headed household 
Pensioner in household 
HH with old 

non-pensioners 
Invalid in household 
Ill last 3 months 
Household with a 

telephone 
Household with a car 
Family size 
Number of children under 

age 18 
Constant 
Inverse Mill's ratio 

Number of observations 
Dependent variable mean 
Log-likelihood 
Chi-squared 

Note: Zloty denominated variables are in 1986 zlotys per month. 
"Dependent variable: Log of net transfers received. 

during Poland's economic transition. Our simulation with 1987 data of the 
response of private transfers to loss of earnings of the household head indicates 
that a substantial fraction of lost income could be replaced by a boost in private 
transfers-up to 18 percent of lost earnings for households with only one worker. 

Over the two time periods for which data were available (1987 and 1992) the 
transfer functions appear quite stable. The primary difference is that transfer 
amounts (both receipts and gifts) appear less responsive to pre-transfer income 
in 1992 compared to 1987. However, the private transfer amounts were much 
lower in 1992 than in 1987. This may indicate that, with imperfect capital markets, 



the ability of inter-household networks to cushion shocks is weaker, since most 
households were affected simultaneously by economic downturns. 

Two of us have conducted related research for Russia [Cox, Eser, and Jimenez 
(forthcoming)] and we find many patterns similar to those found here. Using 
Russian household survey data for 1992 and 1993, we find that private transfers 
help equalize the distribution of income and prevent poverty. Notably, the worsen- 
ing economic conditions in Russia in 1993 were associated with a one-third falloff 
in private transfer amounts while the incidence of private transfers attenuated 
only slightly. Thus, the pattern for Russia tends to corroborate the findings in 
this paper. Ascertaining why the private safety net appears to fray somewhat in 
the face of increased economic hardship in these countries is an important priority 
for future research. 
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