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PREFACE

The goals and objectives of the Canberra Group are crucial to National Statistical Offices. The
need for improvements to national household income statistics is widely recognized, as is the
need for improvements to international comparability. Here in Canada. the pressures for better
data on household income have been reflected in a recent substantial resurgence in the
demand for better information to support policy analysis on a wide array of social and
economic concerns. There has been a clear recognition that the analytic capacity of
governments and non-government organizations alike has been eroded in recent years, to the
point where important policy and program decisions are made without an adequate
understanding of their implications or of alternatives which might be available. There has also
been a clear recognition that improvements in policy research depend on good data. and that
more needs to be done to provide data relevant to the outstanding policy issues. The tangible
result of this recognition has been a substantial infusion of money for Statistics Canada to
undertake new data development including data relating to income and economic well-being.
an important example being a survey ot household assets and debts which now is under way.

Additional money. however, is only a partial answer to the challenges facing us in improving
our understanding of the complex issues associated with the measurement of household
income. From further development and adoption of underlying conceptual frameworks to
resolution of specific measurement problems. much remains to be done. Here. in my opinion,
the Canberra Group can make a substantial contribution. By bringing together some of the
world’s most knowledgeable experts in the field of income statistics to share insights and
experience, and by collaboratively pursuing research on common problems, it should be
possible to achieve significant progress to the benefit of all concerned.

To achieve that progress, however, will require discipline and a clear focus on the Group's
activities. The agenda for this meeting. building on the previous sessions in Australia and the
Netherlands. touches on a wide array of issues, all of them important, all of them difficult. But
in dealing with each of these topics, 1 would urge you to focus on and articulate the concrete
actions, recommendations and follow-up steps which you feel should be taken to achieve the
goals and objectives established when the Canberra Group was established some three years
ago. In so doing. you will avoid the criticism which, rightly or wrongly, has been levied at
some other city groups. namely, that their deliberations have gone on too long. with little
results. More importantly, you will contribute in a significant way to improving data which are
of fundamental importance in all of our countries.

In closing. let me again extend a warm welcome to all of you, and wish you a meeting which
is both enjoyable and truitful.

D.Bruce Petrie

Assistant Chief Statistician

Social. Institutions and Labour Statistics Field
Statistics Canada

Ottawa, Canada
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Conference Programme
3rd Meeting of the Canberra Group
Ottawa, Canada, June 7-9 1999

Monday, June 7, 1999

- 8:30 - 9:00

09:00 - 9:30

09:30 - 10:30

10:30 - 11:00

11:00 - 12:00

Registration, Simon Goldberg Conference Centre

Welcome and Opening Remarks
Mr. Bruce Petrie, Assistant Chief Statistician
Social, Institutions & Labour Statistics. Statistics Canada

Chair Session 1 & 2:
Ms. Cathy Cotton, Assistant Director
Income Statistics Division. Statistics Canada

Session 1
Terminology for Microdata Concepts and SNA Concepts on Income
-A Question of Communication

Focus Paper:

Ms. Anne Harrison, Head, Transition Economies Division

Statistics Directorate

Organisation for Economic Co-operation and Development (OECD)

Linking Micro and Income Distribution

Discussant:
Mr. Stew Wells, Assistant Chief Statistician
National Accounts & Analytical Studies, Statistics Canada

Open discussion to all Canberra Group Members
Break

Session 2
Robustness Measure Report Update

Focus Paper:
Mr. Gordon Harris, Analytical Services Division
Department of Social Security (DSS), London UK

Robustness Assessment Reports: Aims, Progress, and Prospects
Discussant:
Mr. Michael Ward. Principal Economist

International Economic Development Data Group, The World Bank

Open discussion to all Canberra Group Members
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12:00 - 13:30  Lunch
Statistics Canada’s Executive Dining Room

Chair Session 3 & 4:
Mr. Mike Sheridan, Director General
Labour & Household Surveys Branch, Statistics Canada

13:30- 15:00  Session 3
Income Data Collection in International Household Surveys

Focus Paper:
Mr. Daniel Weinberg, Chief, Housing and Household Economic Statistics
U.S. Bureau of the Census

Income Data Collection in International Household Surveys

Discussant:

Ms. Maureen K. McDonald, Assistant Director
Household Income and Expenditure Section
Australian Bureau of Statistics (ABS)

Open discussion to all Canberra Group Members
15:00 - 15:30  Break

15:30-17:00  Session 4
Eurostat’s Work on the Quality and Availability of Information on
the Components of Income

Focus Paper:

Dr. Pieter C.J. Everaers

Social & Regional Statistics &

Geographical Information System Directorate

Statistical Office of the European Communities (Eurostat)

Eurostat’s Work on the Quality and Availability of Information on
the Components of Income

Discussant:
Mr. Gordon Harris. Analytical Services Division
Department of Social Security (DSS), London UK

Open discussion to all Canberra Group Members
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Tuesday June 8, 1999

Chair Session 5 & 6:
Ms. Maryanne Webber, Director
Income Statistics Division, Statistics Canada

9:00 - 10:30 Session §
Purchasing Power Parities and Options for Canberra Group Work

Focus Paper:
Mr. Tim Smeeding, Project Director, Luxembourg Income Study (LIS)
Center for Policy Research (CPR). Syracuse University

From ‘Relative’ to ‘Real’ Income: Purchase Power Parities and
Household Income Microdata, Problems and Prospects

Discussant:
Mr. Ian Castles, Executive Director
Academy of Social Sciences in Australia

Open discussion to all Canberra Group Members

10:30- 11:00 Break

11:00 - 12:00  Session 6
Latin American Situation and Update on Income Measures

Focus Paper:

Mr. Pedro Sdinz. Chief. Division of Statistics and Economic Projections
United Nations Economic Commission for Latin America and the
Caribbean (ECLAC)

Latin American Situation and Update on Income Measures

Discussant:

Mr. Haeduck Lee
Program Coordinator
World Bank

Open discussion to all Canberra Group Members

12:00 - 13:30  Lunch
Statistics Canada’s Executive Dining Room

Chair Session 7 & 8:
Mr. Paul van der Laan, Division for Socio-economic Statistics

Statistics Netherlands [Centraal Bureau voor de Statistiek (CBS)]
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13:30 - 14:30

14:30 - 15:00

15:00 - 16:00

Session 7
Update on World Bank Measures on Income Distributions

Focus Paper:
Mr. Michael Ward, Principal Economist
International Economic Development Data Group. The World Bank

Comparing Distribution; Matching Concepts of Income to
Measures of Welfare

Discussant:

Mr. Pedro Sdinz, Chief, Division of Statistics and Economic Projections
United Nations Economic Commission for Latin America and the
Caribbean (ECLAC)

Open discussion to all Canberra Group Members
Break

Session 8
A Conceptual Framework for Income Statistics

Focus Paper:
Mr. lan Macredie, Director
Labour & Household Surveys Analysis Division, Statistics Canada

The Possible Role of a Conceptual Framework in the Development
of International Comparable Statistics on Income, Expenditure
and Wealth

Discussant:
Mr. Daniel Weinberg, Chief, Housing and Household Economic Statistics

U.S. Bureau of the Census

Open discussion to all Canberra Group Members
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Wednesday June 9, 1999

9:00 - 10:30

' 10:30- 11:00

11:00 - 12:00

- 12:00 - 13:30

- 13:30- 16:00

Chair Session 9 & 10:
Mr. Ian Macredie, Director
Labour & Household Surveys Analysis Division, Statistics Canada

Session 9
Income Units of Analysis - Update on Sheridan and Macredie Paper

Focus Paper:
Mr. Mike Sheridan, Director General
Labour & Household Surveys Branch, Statistics Canada

Revisiting Statistical Units: Concepts, Definitions and Use
Discussant:

Mr. Paul van der Laan, Division for Socio-economic Statistics
Statistics Netherlands [Centraal Bureau voor de Statistiek (CBS)]

Open discussion to all Canberra Group Members
Break

Session 10
Discussion of Canberra Group Session at the next IARIW

Focus Paper:
Mr. Paul van der Laan, Division for Socio-economic Statistics
Statistics Netherlands [Centraal Bureau voor de Statistiek (CBS)]

The Session on International Standards for Income Distribution
Statistics at the 2000 IARIW Conference

Discussant:

Mr. Tim Smeeding, Project Director, Luxembourg Income Study (LIS)
Center for Policy Research (CPR), Syracuse University

Open discussion to all Canberra Group Memberss

Lunch
Statistics Canada’s Executive Dining Room

Wrap-up Session

Mr. Mike Sheridan. Director General

Labour & Household Surveys Branch, Statistics Canada
Open Forum on Issues for Follow-up

Preparation of Draft Agenda for Next Meeting

_Location & Dates for Next Meeting
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" ..of Abbreviations

ABS
CASEN
CPl
CPS
DICAH

DPI
ECHP
ECLAC
EITC
ENIG
ESA

EU
EUROSTAT
GCl
GDP
GNP
HBS
TARIW
IBGE

Ice
ILO
INDEC
INEGI

LAS

LFS

LIS

LSMS
MIDEPLAN

MM
MS
NETI
NIA
NPIs
NPISHs
NSI
NTI
OECD
PHS
PNAD
PNPI
pPP
PSUs
PWT
RAR
RDPI
SEG
siep
SNA
SSUs
SW
TFSEP
UK
UN
USu

Group

Australian Burcau of Statistics

National Socio-Economic Survey

Consumer Price Index

Current Population Survey

Distribution of Income, Consumption and
Accumulation of Households

Disposable Personal Income

European Community Household Panel

Economic Commuission for Latin America and the Caribbean
Earned Income Tax Credit (USA)

Nauional Houschold Income and Expenditure Survey (Mexico)
European System of Accounts

European Union

Statistical Office of the European Communities

Gross Cash Income

Gross Domestic Product

Gross National Product

Houschold Budget Survey

International Association for Rescarch in Income and Wealth
Institution: Brazilian Geographical and Statistical
Institute Foundation

International Comparisons Program

International Labour Organization

National Institute of Statistics and Censuses
Institution: National Institute of Statistics, Geography
and Information (Mexico)

Labour Accounting Systems

Labour Force Survey

Luxembourg Income Study

Living Standards Measurement Studies

Ministry of Planning and Economic Policy / Institution:
Ministry of Planning and Cooperation

McEwin and McDonald

Member State

Net Equivalent Total Income

National Income Accounts

Non-Profit Institutions

Non-Profit Institutions Serving Households

National Statistical Institute

Net Total Income

Organisation for Economic Co-operation and Development
Permanent Household Survey

National Houschold Survey (Brazil)

Private Non-Profit institution

Purchasing Powcr Parity

Primary Sampling Units

Penn World Tables

Robustness Assessment Report

Real Disposable Personal Income

Socio-Econonmiic Groupings

Survey of Income and Program Participation

System of National Accounts

Secondary Stage Units

Smeeding and Weinberg

Task Force on Social Exclusion and Poverty

United Kingdom

United Nations

Ultimate Sampling Units
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SESSION 1:  TERMINOLOGY FOR MICRODATA AND SNA CONCEPTS ON
INCOME - A QUESTION OF COMMUNICATION

Chair: Cathy Cotton, Statistics Canada
Focus paper:  Anne Harrison, OECD
Discussant: Stew Wells, Statistics Canada

Rapporteur:  Statistics Canada

Cathy Cotton opened the session by inviting Anne Harrison to briefly highlight the main
points of her paper. Ms. Harrison mentioned that her paper tries primarily to establish bridges
between the micro and macro approaches to categorizing income and to establishing distribu-
tion of income across household groups. She examined different categories of income and
different ways of building income aggregates. She commented on the role of income and
presentation of concepts in the standard SNA and its tables. A presentation was suggested to
incorporate income distribution within the standard macro aggregate analysis associated with
GDP and national income.

Discussant:

Following this, the Chair asked Stew Wells to discuss the paper. He began by saying that he
thought Anne Harrison’s paper. and the four papers that it built on. were an excellent start. He
indicated that he agreed with most of the points she made. He did mention however that the
definition of income given in the paper (“the maximum amount that a household can afford to
consume during the reference period without having to finance its consumption by reducing
its cash, by disposing of other financial or non-financial assets or by increasing its liabilities™)
is not one that 1s strictly used by Canada.

The matrix approach used to outline the items included in the micro and macro definition of
income was useful in identifying a number of points that need to be reconciled.

Stew Wells indicated that he agreed with several problems/issues identified in the paper:

1) that a macro adjustment is needed to deal with things like undistributed earnings and the
balance between contributions to and benefits from pension funds. Turning this into a micro
measure would be more difficult.

2)  the inclusion of gross. not net, inter-household transters. This would help in understand-
ing the importance of things like alimony and child support. Ideally intra-household transfers
should also be tracked but this might be not be possible.

The point on which Stew Wells disagreed with Anne Harrison was the proposal for including
holding gains in income. These gains have nothing to do with current production and. al-
though they do influence behaviour, they do so in a very different way than wages and sala-
ries. The SNA excludes holding gains for inventories on the corporate side: to include them
on the personal side would imply a change on the corporate side as well. If included. it
shouldn’t be confined to non-inflationary gains; if this were the case everything should be
detlated.

As well. Stew Wells indicated that he is reluctant to include pension income in income as he
considers it a transfer forward from savings.

Papers & Final Report 3 -
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If the objective is to match the micro and macro definitions of income and have this widely
understood, care must be taken with the names used. There is need for future discussion on
terminology.

Stew Wells hoped that, following an agreement on a definition of income, it would be possible
to agree on a benchmark level as well.

Discussion:

There was considerable discussion about the treatment of holding gains. The point was made
that because people can use this money and because it has an impact on the decisions people
make, 1t is an important concern of those working at the micro level. The focus of the SNA is
less on the decisions people make; its added contribution is to provide a broader conceptual
framework for looking at income.

It was felt that it is necessary to look at the concept of net worth when considering holding
gains. If net worth is revalued. then holding gains need to be considered. Also, as taxes are
paid on holding gains. if these gains are not included, taxes should be adjusted as well. Dis-
tinguishing holding gains can be important because they are concentrated at the upper end of
the income distribution.

Holding gains were also said to be very important for longitudinal data; they are a part of
wealth and therefore relevant from the point of view of consumers™ behaviour. Although it
was felt that these gains need to be included. the question remains how best to do that.

Anne Harrison’s proposal to generate tables providing income distribution for subsets of
households was thought to be very useful. This was done in Table 6 of her paper. In that table,
households were categorized by reference person, initially by those employed and not em-
ployed. It was suggested that it might be useful to take a life course approach to establishing
these categories. rather than focusing on whether the reference person has a job or not. House-
holds could, for example, be divided into those with and without children. Viewing income in
this manner helps to bring the micro and macro worlds together.

In order to settle on a definition of income, it is necessary to decide whether the purpose is to
decompose disposable income in the SNA or to produce a good estimate of economic well-
being. If there is no conflict between these objectives, there is no problem. If there is a con-
flict. it is necessary to address those issues where differences exist, for example, holding
gains. work expenses and income-in-kind. Three things must be taken into account in ad-
dressing the conflicts and the different goals between the SNA and micro-economics:

- WYOTMIWO: What you ought to measure in what order
- WYMTIWO: What you measure today in what order
- WYCMIWO: What you can measure in what order

Daniel Weinberg, in one of the papers Anne Harrison drew on to develop her proposal. used
as the guiding concept the command over resources, rather than using a strict accounting
framework. Because of the different perspectives of the SNA and micro-economists, concern
was expressed about trying to build a bridge between the macro and micro approaches. Exam-
ples of issues that need to be resolved are:
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- Interest and dividends, if not received, would not affect behaviour. Should they
therefore be included in income?

- Are voluntary transfers between households income or consumption?

- Given lottery winnings improve economic well-being. should they be included
in income”’

- Home production can be for barter. and if so, should be treated like cash earnings.
Why. however, is it necessary to distinguish between home production used for barter
and for consumption?

- As pension contributions cannot be spent, should they be considered income?

With respect to pension contributions, the point was made that they affect well-being in that,
without them, people would otherwise have to save for retirement in some other way.

Anne Harrison responded to these comments by indicating that it is important to go beyond
income and articulate income, consumption and accumulation. She indicated that holding
gains are included in the SNA, to reconcile the balance sheet. They are not in the SNA con-
cept of income. However. it is possible to come up with alternative measures of income that
include real holding gains. There is a need to talk not only about the distribution of income but
also the distribution of wealth. and both pensions and holding gains are important in that
context.

One of the difficulties in getting a more complete picture of income, expenditures and wealth
is that one cannot easily link income and expenditures. because the information is collected
separately. This is an operational problem. As well, more comprehensive information is
needed on the way expenditures are funded. At present it is not known if they are funded
through current income, through dissavings, etc. Currently expenditure surveys collect infor-
mation on expenditures. not consumption. If information on consumption is needed. it is
possible to separate expenditures for people in the household from expenditures for people
outside the household.

Stew Well's plea for terminological clarity was soundly endorsed. The point was made that in
this session the discussion has been about more than income. it has been about “incomings™.
which would include items such as receipts from the sale of assets.

The session ended by reiterating the need to break down income to see why people engage in
certain behaviour. Income is only part of the picture. Consumption and the accumulation of
wealth are key as well. Part of the challenge ahead is to clarify many of the concepts used in

this session, including income, consumption, expenditure and well-being. Contrasting the
micro and macro perspectives of income provides a very valuable start.
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Linking micro and macro income distribution

Anne Harrison

OECD
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1. Introduction and summary

The aim of this paper is to try to establish bridges between the micro and macro approaches to
categorising income and to establishing distribution of income across household groups. It
builds on four papers presented to earlier Canberra group meetings. These are “Towards a
uniform household income definition™ by Tim Smeeding and Dan Weinberg, “A provisional
framework for household income. consumption, saving and wealth™ by the ABS further elabo-
rated in “Concepts and definition of household income and international comparisons™ by
Marion McEwin and Maureen McDonald and “Statistics on the distribution of income, con-
sumption and accumulation of households™ by Alfred Franz, Deo Ramprakash and John
Walton for Eurostat. This last paper is partially updated in a paper by Pieter Everaus and Lene
Mejer entitled “Eurostats’s work on the quality and availability of information on the compo-
nents of income™ for this 1999 meeting. The Smeeding and Weinberg paper is updated in
“Income data collection in international household surveys™ by Dan Weinberg also for this
meeting. These six papers are referred to, grouped by author in what follows as SW'. ABS
and Est for convenience. The SW papers come clearly from the micro school. The others all
have a macro perspective because of the very strong input from national accountants closely
associated with the work.

During and immediately after the 1999 meeting, there was active discussion of the issues
raised here. This version of the paper has been extensively revised thanks to the input of
Pieter Everaus, Gordon Harris, Paul van der Laan, Maureen McDonald, John Walton and Dan
Weinberg. They along with the other authors cited above are the true authors of this paper.

In the first part of the present paper, we examine different categories of income and different
ways of building income aggregates. What we are looking for is a series of “‘boxes™ into
which we can put agreed types of income so that we may assemble the boxes in different
orders to meet the needs of different types of analyses coming from the two traditions. Then
we examine the different aggregates to see how far these can be harmonised either by deter-
mining a common basis or, where this is not suitable, at least be linked clearly. Lastly we
consider the question of terminology and suggest terms which might reasonably be used
generally.

In the second part we briefly comment on the role of income and presentation of concepts in
the standard SNA and its tables. A presentation is suggested which. if adopted as an addi-
tional regular national accounts table it is hoped would help to incorporate income distribution
within the standard macro aggregate analysis associated with GDP and national income.

2. Defining income

Before we can talk about reconciling the categories of income, we must be sure that there is
agreement about what exactly income is. SW want to include in income “all components that
contribute to improving current economic well-being”™ and include both regular and irregular
flows “if they can be spent today”. They add that expenditure can only exceed income
through a reduction in net worth. National accountants would prefix “current” before ex-
penditure in this last statement and build their definition of income around this.

" SW is used when concepts common to both papers are referred to. When a distinction is desirable, the indi-
vidual papers are referenced as SW98 and W99,
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The difference between current and capital transactions is basically that current transactions
are complete within the period in question. By the end of the period, they disappear like
ripples on water and they have no effect on balance sheets. Capital transactions are precisely
those that do have an effect in another period and which impact balance sheets, the measures
of wealth. Income has been defined as the maximum which can be spent and leave the person
as well oft at the end of the period as at the beginning. This is equivalent to saying “the
maximum amount that a household can afford to consume during the reference period without
having to finance its consumption by reducing its cash, by disposing of other financial or non-
financial or by increasing its habilities™. This definition adopted in the SNA is the one cs-
poused by both the ABS and Eurostat approaches. In fact the elaboration of income elements
in the SW paper falls in with this and is therefore seems that we could amend their definition
to conform without upsetting their subsequent analysis.

3. Type of income or means of payment

The existing international guidelines on income distribution. the UN publication M61 dates
from 1977. It is still labelled provisional and relates to the 1968 version of the System of
National Accounts. Both the ABS and Est work aim to update the M61 approach to bring it
into line with the 1993 SNA Both categorise income according to the type of transaction
which gives rise to the flow without regard to the medium in which the payment is made. The
sequence is basically to measure first income generated in the course of production, then to
allow for distribution of property income thus arriving at a concept called “primary income™.
The next stage is 10 account for current transfers. widely interpreted and thus arrive at “dispos-
able income™. This is either spent on consumption or saved. Saving is used either to finance
investment or leads to net borrowing or lending.

The micro approach described in SW has the opposite orientation. The means of payment 1s
the main discriminatory factor and the rationale for the payment quite subsidiary. It starts by
adding all items deemed to be in cash and reaches a total called “gross cash income™. From
this a series of deductions are made to reach “real personal disposable income™. Lastly trans-
actions in kind are added to arrive at “net total income™. SW98 does not go turther into the
process of explaining how the income is spent so does not deal with consumption, investment
or any aspects of personal wealth.

The first step in trying to harmonise these two approaches is clearly to look at a two-dimen-
sional categorisation where both source of income and means of payment are taken into
account. It is convenient to do this in four steps,

(1) flows coming involvement in economic activity, production, for which wage
and salary earnings are prototypical;

(i1) flows coming from the ownership of financial and other assets. such as interest.
(1i1) transfers of a compulsory nature such as taxes, and
(ivyvoluntary transfers such as inter-household gifts and other receipts.

We then briefly consider consumption and accumulation before trying to bring all these
together in a single framework and consider the question of aggregates.

Papers & Final Report 9 -
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4. Income from involvement in production

Table 1 attempts to put the relevant items from the SW paper into a matrix with rows
corresponding to the type of income and columns corresponding to the means of payment.
The micro headings included from SW98 are A: Cash earnings, H: Value of in-kind earnings
and home production, L: In kind market income and O Imputed rent from owner-occupied
dwellings. The corresponding entries from W99 are A' Income from employment (which
covers employment and self-employment including production on own account) and B fringe
benefits (in both cash and in kind.)

Income from employment (A) in W99 covers the items A, H and L from SW98 excluding
fringe benefits but also includes pension payments (previously in B. other cash market
income) as specified in SW98. This aggregate is divided to show income from employment
and self-employment separately; also to separate produced goods mainly on own account and
production of household services. Incidental sales and barter of goods produced mainly for
own consumption should be treated as money receipts. Pension receipts are also separated
out. Their treatment is discussed at greater length under transfers, below.

Fringe benefits (B) covers the previous item (L); it is also divided between those benefits
coming from employment and those from self-employment. A distinction is made between
those benefits received in kind (such as subsidised meals) and those which are cash
transactions but where the recipient is not free to divert the cash to a use of his own choosing
(for example, pension contributions).

O should more correctly refer only to the income element of the imputed rent of owner-
occupied dwellings. The costs of maintaining the dwellings must be excluded (and is in
national accounts compilations practices).

Table 1

These items are brought together in table 1. Five columns are distinguished because a simple
division between cash and in kind does not give us enough flexibility. For in kind transactions
we distinguish those that recompense labour (as employee or self-employed) from those that
are the imputed value of own-account consumption. This we also separate between goods and
services since the SNA and thus many macro-aggregates include the former but not the latter.
Lastly we introduce two columns for cash payments. Most entries fall under the first, the cash
payments where the recipient has complete and unrestricted freedom to use the receipts as he/
she wishes. The second cash column covers those where the use is restricted by the donor; the
main reason for doing this is that they are difficult to measure at the micro level and are thus
one of the possible differences between micro and macro datasets.

There are four types of income distinguished in the rows; compensation of employees,
rewards to self-employment, the value of unpaid housework and the imputed rent of
owner-occupied dwellings.

Some finer subdivision and reallocation of the SW terms is necessary to complete the table
but given the detailed list of components in each heading (given in W99) this is not difficult.

" Bold letters are used to denote headings in W99: non-bold letters stand for headings in SW98.
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5. Income from owning and using assets

This section covers W99 item C. income from property. The corresponding item in SW98
was item B. other cash market income though C excludes and B included pensions. All the
SNA transactions concerning property income are included here and it is convenient to think
of interest and dividends as the prototypical entries. Also included are rent on land and profits
from small business capital investment (withdrawals from quasi-corporations in SNA lan-
guage).

Interest

In all the papers, the contributions of interest to income is measured as incomings less
outgoings. There are variations in the exact presentation though. The ABS deducts interest
payments in respect of business activities from the net income of these enterprises in table 1
so that only interest payment relating to consumption are left to be deducted at this stage. The
SNA permits both forms of recording . When interest is deducted, the remaining income
element is entrepreneurial income: when it is not deducted the income element is mixed
income as described above. Few countries have implemented entrepreneurial income because
of the difficulty of separating income payments into two parts. When the income elements
from production/activities and property income are aggregated, the total is arithmetically the
same under the alternative recording systems. Nevertheless, it may be helpful to show interest
paid as a business expenses separately from interest paid for consumption purposes.

The SNA is recorded throughout on an accrual basis and not on a cash basis. In the case of
interest in particular, this can lead to significant differences. For complete reconciliation with
macro data. it is desirable to include an item showing interest accruals (payable less actually
paid and receivable less received). This item also is one payable in cash but with restricted
use.

The SNA proposes recording interest in a rather complex manner. Interest as observed should
be separated into an element representing a payment for a service and a “pure” interest
element. If interest is so split. interest receivable by households is higher, and interest payable
is lower. than otherwise. In consequence. disposable income and consumption will be higher
than otherwise but saving will be the same as if no split is made. There is still controversy
about how far this is practicable for households in total. still less for a disaggregation of
households. This distinction is not followed through in the tables here.

Rents and royalties

There are some entries, for example rental paid for housing included in SW which are not
property income in SNA terms. The SNA treats only rent on land as property income.
Property income is a payment by one unit to another for the use by the first unit of a
non-produced asset owned by the second unit. Payments in respect of housing (complete
buildings or rooms), of machinery and equipment are treated as payments for services. They
are regarded as income from production and not property income because a man-made asset is
made available 10 the user and the owner is responsible for upkeep. The owner of the asset
receives the rental payment, deducts costs including an allowance for the consumption of
fixed capital and receives a net income. This would be shown in an SNA context in table I.
(Technically this was so in the 1968 SNA also though a number of countries did not follow
the recommendations and M61 also followed the practice of treating house rentals as property
income.)
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The treatment of royalties has changed between the 1968 and 1993 SNA. They are now treated
as payments for a service and thus would be recorded in income from production in table 1.

Irregular income

There are two items included in item C (and previously item F) that require special discussion.
These are estates and trusts; and capital gains.

Regular income from estates and trusts would indeed be treated as property income in
macro-data. On the other hand, the change of ownership of assets on death are treated as
transfers and in particular as capital transfers. This is taken up again below.

Capital gains present considerable conceptual and practical difficulties and require some
detailed consideration.

Capital gains.

There is a language problem here stemming from the number of complicated ways of
reckoning capital gains. (These are described as holding gains in the SNA to make clear that
they refer not only to gains on fixed capital but also. and more importantly. to gains on
financial and other assets also.) It is easiest to explain with a simple example. Suppose I buy
an asset for 100 and five years later it is worth 500. Over five years there has been a nominal
holding gain of 400. If I sell the asset, I have a realised holding gain of 400. If I do not sell
the asset I have an unrealised gain of 400. This gain, however, relates to the five year period
and for our income calculations, we only want the gain within the relevant accounting period,
say a year. Suppose at the end of the previous year the asset was worth 450. During this year.
the nominal holding is 50. Suppose the rate of inflation in the year is 10 per cent. Then 40 of
this 50 is needed simply to maintain the real value of the asset. This 40 is called the neutral
holding gain. The real holding gain is the remaining 10.

What do we want to include in income? The SNA says none of them because income must be
measured on the same basis as production where holding gains are rigorously excluded. It can
be argued that for some analyses one might want to include the real holding gain of 10. This
accords with our definition above of being as well off at the end of the period as at the
beginning. Conceivably one might for some purposes want to include the whole of the 50 but
never the 400. It is true that expenditure mighi be financed by selling the original asset but
then the sum of interest is the whole of the 500 resulting from the sale. The calculation of the
400 total realised holding gain would be invaluable in an articulation of the distribution of
wealth but that is not our concern at the moment.

Not only does the terminology of capital or holding gains present difficulties. they also present
considerable difficulties in measurement. The recommendation here is firstly that all holding
gains should be excluded from measures of property income. However, real holding gains
within the accounting period should be an optional item for inclusion in aggregate measures of
income. Neutral holding gains should be confined to explaining changes between opening

and closing balance sheets.
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Table 2

Items described in this section are brought together in table 2. Three columns arc used. Most
of the entries fall into the first which is payments in cash with unrestricted use. The second
corresponds to the second cash column introduced in table 1: it relates to amounts that should
be counted in cash receipts but which are not immediately available to the recipicnt to spend
as he/she desires. It includes interest and dividends due but not yet paid and property income
earned by insurance companies on the funds belonging to policy holders. (This last term is
discussed under insurance below.) All these belong to households but are not accessible by
them. As with column E in table 1, there may be significant problems allocating these items
in a micro system and they may remain global adjustment items. The third column, F, relates
to payments of interest.

The rows of table 2 cover interest, dividends. rent, rentals and royalties. Again specifying the
content of the relevant cells from the detailed list of income components is not difficult.

6. Transfers

The third main set of flows concerning the measurement of income are transfers. Here there is
a significant difference between the perspective of the micro-statistician and the macro-
counterpart. From the macro point of view, all current transfers are recorded before the
derivation of disposable income. The only issue of principle to decide is whether a transfer
should be classified as current or capital in nature. The micro concern is different. Does the
receipt of a transfer really represent income? Does the payment of & transfer represent a
reduction in income or is it rather a decision on how to spend disposable income? To answer
these questions it is desirable to examine the rationale for compiling income distribution
statistics at all.

Rationale for income distribution statistics'
[ncome distribution statistics provide answers to questions. Decisions on conventions about
what constitutes income should be guided by an understanding of the questions which
producers are seeking to answer, and the questions which our audience(s) think are being
answered.
Typically. the main questions concern:

The number of people on low incomes

The degree of inequality in incomes

Where particular groups are placed in the income distribution

Changes over time in all the above.
‘Income’ is the concept of choice because it provides a guide to the level of material living

standards that people can sustain, given their current economic and social circumstances,
without increasing/decreasing their capital.

' T am grateful to Gordon Harris for providing his section.
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Income distribution statistics also need some guiding principles. For the UK these include:

1. Severe ‘mislocation’ of any group (of significant size) in the income distribution should
be avoided - i.e. the group should not be placed in the wrong segment of the
distribution.

[ B

Double-counting (e.g. including tax-financed transfers in recipients’ income. and failing
to deduct taxes from tax-payers’ income) and zero-counting (e.g. deducting child
maintenance from the payer’s income but failing to add it to the recipient’s income)
should be avoided.

3. Where 1 and 2 conflict, priority is given to 1.

7. Applying this rationale

At the present stage of the group’s discussion, the intention is to separate transfers into two
groups. The first group relates to transactions that do affect disposable income. Many of the
transfers falling into this group are compulsory in nature, such as payment of income tax.
making contributions to compulsory pension schemes and paying alimony and child support.
The second group of transfers include gifts between households and other transactions of a
more voluntary nature. Although the recipient may be another household, it would not be
sensible for this household to regard such transfer receipts as a reliable source of income. On
the whole, these transfers may be treated as transfers of expenditure rather than of income.
Each of the two groups, described for simplicity as compulsory and voluntary transfers is
described below. At the present writing. the exact borderline between them is a little fuzzy
and demarcating it more exactly one of the tasks remaining to the group.

8. Compulsory transfers and regular family support

These include taxes on income, payments related to pensions and other social insurance
generally and family support payments. Taxes on income are compulsory transfers paid by
households. The other categories listed are both paid and received by households though not
always by the same household.

The first question is whether to show receipts and payments separately or consolidated. SW98
suggests that inter-household transfers should be net of payments in order to exclude double
counting. The approach taken here follows W99 and records compulsory transfers in two
stages, first the receipts and then the payments. The two stage process allows the calculation
of the proportion of total income devoted to alimony and child allowances and facilitates the
recording of pensions as described below while still ensuring there is no double-counting
overall.

Pensions

SW suggest that pensions should be recorded when paid and not when earned. All the “top-
down™ alternatives suggest a more complex recording. Here there are three items referring to
pensions. The first is the contribution made by employers on behalf of active employees.

This is recorded as part of employee compensation. The employees then make a transfer to
their employer (or a designated pension scheme) of a contribution which includes the whole of
this contribution from the employer plus. frequently. a contribution by the employee. This is
the second element relating to pensions. The third is the pension benefit paid to retirees.
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Both employer and employee contributions to pension schemes are recorded at the time they
are made (thus deducting from disposable income of contributors) and benefits from schemes
are recorded when actually paid (thus adding to disposable income of beneficiaries). This is
reflected in differences in patterns of income and expenditure as between households still in
the labour force and those retired.

Criticism is made of the SNA because not all pensions are handled this way but only those
qualifying as a social insurance scheme. This is one where the employer or government
obliges participation. Note that this includes many schemes described as private pensions
schemes if belonging to such a scheme is a condition of employment. It is only schemes
undertaken voluntarily, without employer or government compulsion, which are excluded. A
large proportion of them will relate to self-employed or even non-employed individuals. Even
these people may be covered in some social insurance schemes, however. notably social
security. To emphasise that most private pension schemes are included in social insurance.
we refer to excluded schemes as non-employee pension schemes. These schemes are treated
as use of saving to acquire financial assets which then yield a return. The evolution of these
financial assets is tracked by the accumulation of interest, dividends etc. The rationale for
treating non-employee pension provision in this way is (i) the practical difficulty of
determining when a private individual is providing for a pension rather than simply deploying
his/her saving effectively. (ii) policy interest in schemes with a “third party™ involvement.

At first sight. it may seem that the benefits paid by a pension fund are similar to the payments
of interest and dividends and so should be treated as property income. There are several
reasons why the SNA does not do this. The first is that contributions are not like property
income payments of interest: in the case of a funded pension scheme, they are additions to the
capital of the fund which remain the property of households. However. not all pensions
schemes are funded: many. especially in continental Europe. are financed on a-pay-as-you-go
basis. This means the employer incurs a liability with no miatching asset. The process is then
more one of redistributing income from present workers to previous workers (reminiscent of
the SW proposition to record only the benefits) and for this reason. the SNA treats social
insurance contributions and benefits. like insurance premiums and claims, as transfers not
property income.

Regular family support

Initially it seems that the SN A does not include transfers between households. This is only
because in aimost all applications so far, households are treated in aggregate and thus inter-
household transfers net out. As soon as the sector is sub-divided. though., it is necessary to
include these transfers just as it is necessary to include transfers between different levels of
government when that sector is disaggregated.

The most important inter-household transfers are alimony and child support. It would seem
logical that these should be covered even if not paid under a court order as long as it was
regular and recognised by the donor as an exclusion from his/her regular disposable income
and by the recipient as included in his/hers. In principle it may be desirable to include also
regular payments to children studying away from home and elderly relatives on the same
basis.
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This is an area which still needs clarification. There is the desire to reach a criteria on what
should be included in regular family support which will produce comparable data across
countries despite institutional differences in the degree of judicial obligation in respect of
family support. A further consideration is the impact of the definition of the family as a unit.
If a child studying away from home is still regarded as part of the same household. then
clearly transfers to the student are intra- and not inter-household payments.

9. Voluntary transfers

Once regular family support is removed, two classes of inter-household transfers remain. The
first of these cover irregular transfers in cash. These are most likely to be between family
members in different households. This reinforces the need for clarity and precision about
what constitutes regular family support. In any case, though, it is necessary to allow for
irregular cash transfers received and paid. These may not be equal because of interactions
with households abroad.

Other transfers are irregular gifts such as presents exchanged between family members and
non-family. Often they will take place by someone in household A buying a good and giving
it to someone in household B. A uses part of its disposable income to undertake expenditure
on behalf of B by buying the gift. B has neither income nor recorded expenditure but benefits
by the acquisition and consumption of the gift from A. This distinction between who pays for
the goods and who benefits from them will be immediately familiar to national accountants
since this is how the provision of goods and services to households free or at reduced prices
by government and non-profit institutions serving households is handled.

The products supplied by government and NPISHs are described as both individual
consumption expenditure of government and NPISHs and as social transfers in kind. Within
the SNA, these are the only transfers in kind which are recorded without imputing a cash
transfer to the value of the goods and services concerned and a subsequent purchase of the
products. The rationale for this treatment is most easily understood in the case of goods
provided in kind by employers. If the goods are the product of the enterprise (say free coal to
miners). we want them to show in output and this is how we show the coal being produced
and sold. If the goods are bought in. we want the producer’s account free of the purchase of
these items so by this device show the employee purchasing the goods in question from the
supplier to the enterprise.

For the sake of income distribution statistics, we may extend this use of the concept of social
transfers in kind to cover voluntary transters in kind between households and to amend the
definitions of actual consumption and consumption expenditure accordingly. Another way of
viewing this is to say that we treat voluntary inter-household transfers as transfers of
expenditure rather than of income. That is. the actual consumption of the recipient is
increased and that of the donor is decreased but disposable income, consumption expenditure
and saving for both are unaffected.

Resolving a satisfactory analytical treatment is somewhat easier than solving the practical
problems of data collection. Inevitably these transfers are going to be extremely hard to
capture well in the basic data. Such errors, though, may not matter too much in the aggregate
since on the average gifts in and gifts out will tend to be about the same order of magnitude
though on balance maybe rich households give more and poorer ones receive more.
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Even though these transfers are between households, some may be between domestic and
foreign households. This sum will usually be small relative to domestic transactions. When it
is significant (the diaspora sending money to Armenia in the early 1990°s for example) there
should be some knowledge about it. If a survey is conducted it may be captured: other
estimates may be available via Balance of Payments statistics.

Household services performed for other households. care of other people’s children and
elderly relatives for example. could also be recorded in a similar way with the household
providing the service making a transfer in kind of the expenditure corresponding to the
imputed output of household services.

Voluntary transfers between households and other units

There are a number of transfers which take place between households and other sectors of the
economy which need to be considered. These are payments to and from charities, lotteries
and insurance, both life and non-life (accident insurance). They are discussed in turn below.
In all cases the proposed treatment has a measure of support from amongst the groups but
needs final consideration and confirmation or change.

Transfers to charities

We consider first transfers from households to charities and then from those charities to other
“households™ including the homeless and those in institutions. Donations may be tiny or very
considerable: they may be regular or quite irregular. Charities in the SNA are non-profit
institutions serving houscholds, NPISHs. (They are not identical with the concept of “non-
profits™ as understood in the US: this is another terminological problem to be overcome.) The
SNA would treat all transfers to NPISHs as transfers of income so that disposable income of
the NPISHs can be calculated according to normal practice. Another reason is that
enterprises, government and the rest of the world may make donations to the NPISHs and for
these units the notion of transfers of final consumption is not feasible since these units do not
have final consumption.

For income distribution statistics. there seem to be two options for dealing with transfers to
charities. The first is to regard these as “impersonal”™ family support and include them with
compulsory transfers. This recognises that many households do in fact make regular
contributions to NPISHs who do rely on these as part of their normal income. It would also be
consistent with the SNA treatment. The second option is to treat them in the same way as
voluntary inter-household transters. This would preserve a symmetry for the payments by
households to NPISHs and for transfers by NPISHs to households. In the tables which follow.
the second option is used though this is not intended to preclude further discussion of the first
option.

Lotteries and gambling

Lotteries and gambling are regarded in national accounts terms as relating to pure
redistribution. The difference between total stakes placed and winnings paid is deemed 1o be
a “service” provided by the lottery/gambling enterprise. This difference is shown as
expenditure by households. Since the (remaining value of the) stakes and winnings are equal
and represent inter-household transfers, they are not shown explicitly in the SNA. indeed are
explicily omitted.  As professional statisticians, we should believe that there would be no
net redistribution between income groups overall because of lottery or gambling winnings.
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There may of course be a difference between winnings and stakes for any group of
households. exacerbated in a sample. but there is no reason to suppose that lotteries benefit
one group more or less than another.

The assumption that stakes and winnings balance between households assumes government
and enterprises do not gamble (which we may accept as reasonable) but also that all gambling
involves only local households. This is not strictly so. In some countries (e.g. Monaco) the
net inflow may be significant: for some Caribbean islands where UK football pools are much
followed, there may be a net outflow. Probably for most countries this concern is more
theoretical than practical.

A more pertinent practical consideration is the presumption that, like alcohol and cigarettes,
gambling expenditure is systematically under-recorded in household budget surveys. Further,
big winners may suddenly be too busy to fill in budget diaries and hardly feature in the raw
data. Even if in principle some correction to the aggregate stakes and winnings could be
made, in practice it may not happen.

If there were perfect data on stakes and winnings across income classes, it would in principle
be possible to separate the stakes into the service part and the part that was the “pure” gamble.
This is not a very transparent process. though, and given the reservations above, should
probably be avoided in micro data sets. The proposal is therefore to show the total stakes as
part of household consumption and to show the winnings (where known) as negative
expenditure off-setting these.

There are two immediate objections that can be raised. One is that negative expenditure is not
a very elegant concept. The second is that for big winners, the win may seem like a capital
rather than current flow. Against this there are two counter-arguments. By number, most wins
are small. Even if for an individual household the win is large. for the income group as a
whole it may not be so significant. By excluding the winnings from disposable income, we
exclude the possibility of the size of the winning influencing the income class of the winning
household. On balance, it may be analytically defensible. even preferable, to include even
large winnings as “negative expenditure™ so that saving includes the balance of the winnings
less any immediate corresponding spending from them rather than have possibly negative
saving offset by this unusual capital transfer receipt. This is how lottery flows are shown in
the accompanying tables but again this is subject to later discussion.

Non-life insurance

Non-life insurance is taken to be synonymous with accident insurance and to include term life
insurance. Whole life insurance is discussed below.

The recording of insurance flows is rather complicated in the SNA because of the need to
present insurance companies and policy holders consistently. A simpler presentation should
probably be sought for household micro datasets and analysis. Here is the SNA story in brief.
Insurance companies actually pay out bigger claims than they receive in premiums. They do
this by investing premiums paid at the start of the year and keeping the investment income
earned. The SNA says in principle those investment earnings should accrue to the policy
holders who then pay them back as “premium supplements™. Then we take the difference
between actual premiums and premium supplements on the one hand and claims payable on
the other and call this the service charge of the insurance company. The relevant part of this is
included in household consumption. The remaining part of the composite premium is a
transfer paid by households and claims are transfers received by households. For the
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insurance company, these transfer payments in and out are equal (at least in the long term) but
it is not certain that for the household sector they do: there may be some cross-subsidisation
between households and enterprises. for example.

Micro-data for premiums and claims may be more complete and more reliable than for
lotteries and gambling. At first sight, therefore, it looks as if we could follow the SNA
procedure if we wished. This means allocating the premiums supplements across income
classes, though and so involving one of the columns which we may want simply to leave as a
“reconciliation to SNA™ item. A more transparent solution would leave actual premiums in
household consumption and again show claims as negative consumption for the sorts of
reasons advanced above concerning lotteries. The premium supplements would appear in
total only as a reconciliation item in disposable income and a matching expenditure. Thus the
recording of premium supplements does not affect saving.

Even with a simplified presentation, the question arises whether some of the claims should be
regarded as capital transters rather than current.. For an individual household. the payment to
compensate a burglary, the write-otf of a car or even the death of a person may seem like a
capital transaction. For the insurance company. these are predictable statistically and this
calculation is used in determining rates. Across a large enough group of households the
number of occurrences will be such that the smaller and more common the risk. the more the
insurance payments will seem like a regular and recurrent event. For the insurance company,
these are sufficiently common to be treated as current rather than capital payments. In order
not to distort national saving. the SNA treatment is to treat all non-life insurance claims as
current.

Life insurance

Life insurance poticies are a form of saving. Payments of premiums and receipts of claims are
treated as financial transactions (and thus of a capital nature) in the SNA. It seems appropriate
that they be treated similarly for income distribution analysis.

Pension fund adjustment

There is in fact a fourth SNA item concerning pensions. Households pay contributions into
social insurance schemes and receive benefits from them. Over a year, there will be a
disparity between the two which shows up as a change in the net equity of pension funds. The
funds are regarded as belonging to households and thus should be inctuded in household
saving. The SNA places this adjustment to saving in the use of income account so as to
exclude i1t from disposable income but still include it in saving.

The item belongs in the category of cash receipts with restricted use and it may not be possible
to disaggregate it. If it could be disaggregated, it would be a step towards recording the
evolution of the distribution of wealth. While ultimately desirable, this is beyond the goal of
this particular paper.

Inheritances
Inheritances are a transfer and as with some other items above are not generally recorded since

they net out for the sector as a whole. With disaggregation they should appear but would be
treated in the SNA as capital transters not current ones. This may give a problem for the
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classification of the unit; is the composition of the household before or after the death of one
of its members the basis to be used? For single person households who die., do we need a slot
for “dead™ households in the classification? This topic is not pursued here.

Table 3

The components concerning transfers are brought together in table 3. It is in three parts. The
first concerns compulsory transfers and regular family support received. The second concerns
the matching payments. The third covers voluntary transfers. As before they are two way
tables distinguishing means of payment and type of payment.

10. Introducing income aggregates

By combining the 26 elements contained in tables | to 3. we may assemble a single complete
table of seven columns and 19 rows relating to various aspects of income. We then introduce
another six rows to accommodate suitable aggregates of other rows. This composite table is
shown in table 4. By adding a second dimension and a limited amount of turther
disaggregation, we a complete reconciliation between macro and micro concepts with a great
deal of flexibility.

We start with the elements of compensation of employees, add income from unincorporated
enterprises, owner occupied dwellings and household services from table 1. Together they
give us a subtotal we may call “Income from production™. This is an SNA aggregate rather
than an income distribution one but we can qualify it in ways conformable with income
distribution. Thus the total in column A is income from production in cash (unrestricted use),
the totals across columns A.B C, and D give the total of cash and kind excluding cash of
restricted use but including household services. The totals across A, B, C. and E give the
standard national accounts total. These ““column™ qualifications generalise through what
follows. In practice, once the degree of inclusion and exclusion was established for a
particular data set, some more compact terminology could be used.

The next items are those related to property income, both receipts and payments and corre-
spond to items in table 2. The total is, obviously, property income. Added to income from
production we derive “Primary income™.

We then add on compulsory transfers and regular family support as in table 3(i). This gives us
total income and again we can distinguish in cash and in kind elements depending on which
columns are included in a horizontal aggregation. When we add in column G (the individual
consumption expenditure of government and NPISHs) we get to an aggregate prefixed by
“adjusted™ in SNA terminology.

So far all the rows except for 3 (household services) are standard to the SNA. The next row is
the optional item for holding gains and losses which provides for some variation. Added to
total income we have a new total we may call “extended total income™. Note that in principle
this row may contain negative numbers so that extended total income may in practice be
smaller than total income.

The next step 1s to deduct compulsory transfers and regular family support paid to reach the
total described as disposable income. As before when adding horizontally, if we include
column G we get “adjusted disposable income™.
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11. Extending the table to consumption and accumulation

It is straightforward to extend table 4 to cover consumption and accumulation. This is done in
table 5. Now columns that related to incomings relate to outgoings and vice versa. Here too
we can see benefits of the division into the seven columns. For consumption expenditure, we
can show it broken down into the element financed from cash of unrestricted use. the value of
wages and salaries provided in kind. of own-account production and the value of individual
consumption expenditure of government and NPISHs. The sum of columns A. B. and C gives
household consumption expenditure as recorded in the SNA and A, B. C and G together give
actual household consumption.

Note that we include social transfers in Kind in the same row as consumption expenditure so
that we may obtain actual consumption by adding horizontally across the different means of
payment.

Below consumption we add in the adjustmient items for cash transters paid to households (less
those received). transfers to NPISHs, and the terms for lotteries and non-life insurance.

Saving is the difference between total income. consumption expenditure and the adjustment
items. If some of the own-production of goods is for capital formation, it will show in column
C. The elements of cash income of unrestricted use (column E) automatically form part of
saving.

Saving is used to finance capital acquisition but may be supplemented by the receipt of capital
transfers. receipts from the sale of assets. receipts from non-employee pensions or from new
borrowing. These resources are accounted for by the acquisition of new capital formation
(either fixed capital or changes in inventories). by the net acquisition of valuables (fine
jewellery, antiques, old masters). by the purchase of non-produced assets (mainly land in the
case of households) or a residual acquisition of financial assets or incurrence of liabilities.

Although this part of the table is not elaborated in detail. it is useful to see the potential to take
forward the breakdown suggested for income through to consumption and accumulation.

Reconciliation with SNA/macro aggregates

In terms of the cotumns of table 4, the sum of A, B, C and E less F gives a figure for primary
income of households conceptually identical with the SNA. Various micro-studies may op-
tionally exclude some or all of B.C and E: they may include D and G.

The figure for disposable income of households summed across columns A, B. C and E less F
will be less than the SNA definition to the extent that:

net irregular transfers of expenditures between household in cash and in Kind payable by
domestic households to foreign households are less than the corresponding inflow;

lottery and gambling winnings exceed the “pure” stukes (this will be equivalent in
theory to transactions with the rest of the world, in practice it will reflect also data
deficiencies):

insurance claims by households exceed actual premiums and premium supplements
paid by them;

transfers paid to charities.
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It is worth summarising again briefly why this divergence from the macro-standards is
proposed.

From the household rather than the national point of view, decisions on these types of
expenditure are closely related to decisions on consumption expenditure. Nor is it
rational for a household to consider incomings from these sources as regular income.
Neither is it clear that such receipts should determine the group within a household
distribution analysis into which the recipient household falls.

In practical terms, the macro-level differences will generally be small. The micro-data
sources are likely to poor in regard to each of these and may distort the results rather
than enhance them.

By including column G in disposable income, the SNA concept of adjusted disposable income
of households is reached. subject to the three reservations above.

The total of consumption from columns A. B and C is identical with household consumption
expenditure in the SNA. If column G is included, actual household consumption is obtained:;
identical with the SNA/macro concept.

The total of saving across columns A, C and E is identical with the SNA macro figure for
household saving.

12. Conclusion
We have developed here a possible theoretical concordance in terms of definitions and
presentation between income concepts in the micro and macro traditions. Some further work
is needed to agree :

the exact recording of interest payments when these are in connection with a business,

the exact specification of regular family support,

the precise treatment of the four adjustment items concerning irregular inter-household
transfers, transfers paid to NPISHs, lotteries and non-life insurance.

To transform this theoretical concordance into practice, it will be necessary to agree the exact
definition and classification of the items typically collected in household surveys. The list
provided in W99 is the obvious starting place for this.
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Table 1: Income from employment including fringe benefits

Group

Means of payment

A B C D ks
Payment in Payment - Consumption Consumption | Payment in
cash - received in of own- of own- cash -
Unrestricted kind account account Restricted use
use production - production -
goods services
1 | Compensation | Wages and Provision of Employers’
of employees salaries. goods and social
includes tips, services by the contributions
bonuses, employer Actual
holiday pay. Imputed
sick pay etc.
2 | Mixed income | Net income Goods and Goods
(from self- from self- services produced by
employment) employment; bought for the | the
Non-farm unincorporated | unincorporated
™ Farm enterprise and | enterprise and
g consumed by | consumed by
& the the
< entreprencur entrepreneur
@ or family or fanuly
&
-~ workers workers
2
3 | Value of Production of
unpaid houschold
household services
work without
remuneration
4 Imputed rent Imputed rent
of owner- of owner
occupied occupied
dwellings dwellings
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Table 2: Property income
Means of payvment
A E F
Payment in cash - Payment in cash - Corresponding
Unrestricted use Restricted use outgoing
5 Interest Interest received Interest due less Interest payable
(includes interest actually received - on business
payments on estates and (accrual adjustment) activities
lrusts)
6 Interest payable - for
CONSUMPLION purposes
s II'7 Dividends Dividends received Dividends due less
£ including from small received
E business capital
P investment
g 8 Property income on
= insurance funds
attributable to policy
holders
9 Rent Rent on land
10 | Rentals Rentals on leased
rooms/dwellings,
buildings etc.
11 Royalties Royalties

24 Papers & Final Report



Canberra

Table 3 (i): Transfers - compulsory and regular family support received

Group

Means of payment
A B G
Payment in cash - Paymient - received | Individual
Unrestricted use in kind consumption of
government and
NPISHs
12 | Social insurance Pensions and other
benefits benefits paid as
part of social
insurance schemes
- funded
- unfunded
13 | Social security Child allowances.
benefits state pension,
uncmployment
benefits etc. )
14 | Social assistance Payments to fow-
income or
handicapped
SE" people
e | 15 | Regular family Alimony. child
-E support support
© | 16 | Social transfers in State provided
»qé' kind education and
= health
Public housing,
tfood stamps,
“consumer
subsidies™
Provision of food,
clothes ete. by
charitics
17 | Adjustment for the Adjustment for the
change in net change in net
equity of equity of
houscholds in houscholds in
pension funds pension funds
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Table 3 (ii): Transfers - compulsory and regular family support paid
Means of payment
A B G
Payment in cash Payment - received | Individual
in kind consumption of
government and
NPISHs
18 | Taxes on income Taxes on income
& | 19 | Social insurance Social insurance
E contributions contributions
5 - social security
= - pension
2 contributions
& |20 | Regular family Alimony and child
support support
Table 3 (iii): Transfers - voluntary received and paid
Means of payment
A B F
Received in cash Received in kind Corresponding
outgoing
21 Inter-household Transfers received | Social transfers in Transfers paid to
:::» transfers from other kind received from | other households
£ households in cash | other households
§ 22 | Transfers to and Transfers received | Social transfers in | Transfers paid to
= from NPISHs from NPISHs kind received from | NPISHs
g NPISHs
& {23 | Lotteries Lottery winnings Lottery stakes
24 | Non-hife insurance | Claims Premiums

26
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Table 4: Income distribution from both a micro and macro perspective

A Payment
received in cash -
Unrestricted use

B: Payment -
received in kind

C Own-account
production -goods
and OOD

1 Own-account
production -
services

E: Payment
received in cash -
Restricted use

F: Corresponding
outgoing

| G Individual
consumption of
government and
NPISHs

Wages and
salaries

Wages and
salaries

Employers’ social
insurance
contributions

201011

Mixed income
from self-

Mixed income
from self-

Mixed income
from own-account

5
.:_:;
= )
= employment employmen production - goods
3 = Income from own
& account household
- services
4 & Operating surplus
= from owner-
occupied
dwellings
Sub-toral 1 Incame from production
3 Interest received Interest due less Interest payments
paid related to
production
6 g Interest payments
é - related 10
=, consumption
7 ‘é_ Dividends Dividends due less
b5 received received
8 = Property income
Z attributes 1o
insurance policy
holders
9 Rent ton land) Rent (on land)
Sub-totai 1 Praperty income (net)
Sub-total 1 Primary income (=411}

CFFETI[1]9)
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Table 4: (Continued) Income distribution from both a micro and macro perspective

A: Payment
received in cash -
Unrestricied use

B: Payment -
received in kind

C: Own-account
production —goods
and OOD

D: Own-account
production -
services

E: Payment
received in cash -
Restricted use

F: Corresponding
outgoing

G: Individual
consumption of
government and
NPISHs

8¢

12 Social insurance
- benelits
13 B Social security
§ benefits
14 by Social assistance
13 benefits
15 g’ Regular family
5 support
16 z Individual
E consumption of
government and
NPISHs«
Sub-total v Total income (=1li+ compulsory transfers and regular family support received)

Optional
item

Real holding gains
or fosses

Sub-total

<

Extended total income (=IV+ aptional item)

19(part) | Social insurance
= contributions by
£ é employers
19(part) | Z 2 [ Social insurance
£ = | contributions by
fa E emplayees
18 Z E Taxes on income .
:é. 3, | vealth ete.
20 S 2 | Family support
= payments
Sub-total Vi Disposable incomne (=1V or V —compulsory transfers plus regular family support paid)
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Table 5: Extension to consumption and accumulation

A Acquired with
cash -Unrestricted
use

B: Acquired in
kind

C: Own-account
production —goods
and QOD

D: Own-account
production -
SErVILes

E: Acquired via
cash - Restricted
use

F: Corresponding
incomings

G: Social transfers
in kind

Muatches Consumption Wages and Consumption of Consumption of Individual
16. expenditure less salaries. mixed own account Own account consumption of
includes social transfers in | income received in | production of household services government and
part of 22 kind to other kind goods and OOD NPISHs plus
houscholds social transfers in
kind from other
houscholds
21 lrregular transfers
in cash to other
2 houscholds
= domestically and
£ in the rest of the
g world less
N '2 corresponding
= 2 ncomings
22 B Transfers to
3 NPISHs
23 2 Lotteries and
2 gaming stakes less
3 winnings
24 3 Non-life insurance Property income
5 premiums less attributes 1o
= claims insurance policy
E holders
17 8 Adjustment for the
gu change in net
E equities of
households in
pension funds
Saving Saving Saving

Saving equals disposable income fess consumption less irregular transfers of expenditure in cash and in
kind. This can only appear for the two cash columns plus the own account column where saving is exactly
cquad o Tixed capital Tormation and changes in inventories ol own produced goods.
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Table 5 (continued): Extension to consumption and accumulation

A: Acquired with
cash -Unrestricted
use

B: Acquired in
kind

C: Own-account
production —goods
and OOD

D: Own-account
production -
services

E: Acquired via
cash - Restricted
use

F: Corresponding
incomings

G Individual
consumption of
government and
NPISHs

Fixed capital Fixed capital Sales of fixed
formation formation capital

Changes in Changes in

invenlories inventories

Acquisition of Sales of valuables
valuables

Acquisition of
land

Sale of land

Private pension
contributions

Private pensions
benefits

Accumulation

Capital taxes paid
(inheritance taxes)

Capital transfers
received
tinheritances)

Acquisition of
other financial
assets

Interest due Jess
paid: dividends
due less paid:
adjustment for the
change in net
equities of
households in
pension funds

Incurrence of
other tinancial
liabilities

Net accumulation

Net accumulation

Net accumulation in column A = saving column A less accumulation entries in column A
less accumulation entries column F

Net accumulation in column E = saving column E

dnoin
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SESSION 2: ROBUSTNESS MEASUREMENT REPORT (RAR) UPDATE
Chair: Cathy Cotton, Statistics Canada
Focus paper:  Gordon Harris, Department of Social Security, London, UK

Discussant: Michael Ward. International Economic Development Data Group,
The World Bank

Rapporteur:  Statistics Canada

Cathy Cotton opened the session by inviting Gordon Harris to briefly highlight the main
points of his paper. In response to that request Mr. Harris gave background information on
RARs. provided progress since the Netherlands meeting and proposed a series of questions to
be discussed during this meeting.

Discussant:

Following this. the chair asked Michael Ward to discuss the paper. He began by stating that
imperfect data can result from a number of things:

- the concepts may not be adequately defined:

X the definitions and classifications may not mesh with the concepts:

- the measures can sometimes be inadequate because of the problems and cost of
doing the job properly.

This can lead to several types of errors:

1)  good data measuring the wrong thing;
2)  bad data measuring the rnight thing because of problems with non-response, efc.;
3)  bad data measuring the wrong thing.

It was suggested that we not try to achieve robustness all in one go, but start by generating
metadata; this is indeed the right way to proceed.

Longitudinal data will ensure greater robustness. At the moment, the information available is
primarily from cross-sectional studies. It 1s necessary to look at the relationship between
income. expenditure and well-being over time, using longitudinal data. Such data will make it
possible, for example. to see how asset sales fit into the picture.

Who should make the judgement about the robustness of the data? This can best be done by
the people putting the numbers together. Statisticians have a high degree of independence and
self-judgement: being honest about the robustness of the numbers is to their advantage be-
cause it can highlight areas where future funding should be allocated. The second level of
judgement would be an independent outside review by someone with a wealth of experience.
As well. making the data available to users who will use the information in a number of
different ways can strengthen robustness.

Robustness therefore can be improved by: getting the concepts right: finding the sort of errors
most likely to have occurred; trying different survey procedures: looking at robustness in
relation to other metadata: looking at the metadata to see what’s missing, and relying on
analytical users to tell you if the data make sense.
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Discussion:

There was general agreement that these reports are very useful and that it is important to build
on the work already done. The fact that the reports exist is a tremendous credit to Gordon
Harris.

A number of suggestions were made about ways in which the RARs could be extended:

1) Asitis not possible to get everything from the robustness assessment questionnaire,
Eurostat has added some detective work to the assessment. in the form of visits from
highly experience statisticians. Peter Everaers felt that these visits have helped to
enhance the RAR process.

2)  The information from the RARs can be used to develop meta-information systems,
allowing users to click on a concept/item of interest, then on a country, etc. Such a
system is being built by Eurostat and should be ready within the next year.

3)  The RAR could include a question on the three worst things about the survey. Such a
question would require those filling out the RAR to report issues that might otherwise
be missed.

As well, the use of the RARs could be extended to a wider audience if some of the analytical
and income distribution reports on the Web contained links to the reports. Another potential
user could be auditors general. In Canada, the Auditor General recently completed a review of
a number of surveys. One of the challenges in doing this work was obtaining all the required
information about the surveys. The use of RARSs by users such as auditors general can help to
build public confidence in the numbers.

It might also be useful for RARSs to be completed by those putting together macro numbers for
the SNA. There is a good deal of documentation on deficiencies in the SNA numbers and
material on the reasons why one source is preferred over another. It is clear. for example. that
the treatment of imputed rent is not consistent in the SNA. However, although similar
information does exist for the SNA, it has not been put in a single package like the RARs.

The notion of doing special topic reports was discussed in some detail. In some countries it
does not make sense to do RARs every year as comparisons of income data from surveys with
the SNA are only done periodically. In the in-between years special topic reports would be
very useful and could stimulate more activity in the area of data quality and comparability.
Topics that were suggested for these reports include: self-employment, income-in-kind and
imputed rent. A full paper could be written on any one of the questions in the RAR. It might
deal. for example. with coverage. sampling methodology. etc. Quality profiles on such topics
are now compiled by the U.S. Bureau of the Census.

Gordon Harris asked for feedback on whether a formal accreditation process for the RAR is
required. This was thought to be a good suggestion and, after some discussion, it was pro-
posed that RARs be judged by a peer review group of five or six experts who are seen to be
objective and neutral. This was regarded as preferable to asking the institution involved in
doing the RAR to make this judgement. If this proposal is adopted. people should be encour-
aged to consuli with one or more members of the panel. Also, a change should be made to the
first page of the RAR to indicate who reviewed it.
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Discussion of the RARs resulted in a number of other relevant points being made. One was
that, as important as quality issues are, there is also a need for statisticians to understand the
policy issues and to identify ways in which the data are not adequate for policy purposes. This
would also be beneticial in seeking funds to improve surveys. The other point dealt with users
of the data and the need to educate them in the appropriate use of the information.

The session ended with strong support for the RARS. It was agreed that the following question
should be brought forward for discussion in a later session: Should it be recommended that
everyone collecting income data do a RAR? Encouraging people to think about quality when
creating the data will help to avoid many problems. Institutionalizing the reports will ensure
that they continue to be updated.
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ROBUSTNESS ASSESSMENT REPORTS: AIMS,
PROGRESS AND PROSPECTS

By Gordon Harris
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1. Background

a) Income distribution statistics present a picture of incomes in each country. But imperfect
data may cause the picture to be inaccurate. To judge whether it is inaccurate, we need to
know:

e the extent and nature of these imperfections: and
e their practical effects on results.

b) High quality statistical reports will provide an assessment of the robustness of results
presented. (For Eurostat publications on income, a protocol has recently been agreed with the
intention of ensuring that appropriate metadata is quoted alongside results, and that the selec-
tion of results to be published is guided by an understanding of their robustness.) However,
there are significant obstacles to relying solely on the quality of individual authors or institu-
tions:

e producers of individual analyses, of particular aspects of income distribution. may find it
difficult to assess whether their conclusions are vulnerable to imperfect data; it is a very
large task to gather and appraise the metadata needed to assess robustness; this is
especially difficult when working with data from countries other than one's own;

e some producers of income analyses may lack either the skill or the motivation to assess
robustness; they may not have absorbed the necessary disciplines:

e even where there are local experts with a good understanding of data imperfections and
their practical implications, “health warnings’ may be forgotten when results from one
source are quoted elsewhere: so readers of these ‘downstream’ publications may not be
able to judge robustness.

¢) An initiative to produce Robustness Assessment Reports (RARs) was agreed at the first
meeting of the Canberra Group. By the time of the second meeting in Voorburg in March
1998. RARs had been produced for Australia, Canada, Netherlands, UK and USA. The
amount of information in these varied considerably: but they did identify strengths and weak-
nesses in each country’s dataset; and provided some indications of their implications for
results. Inevitably these strengths and weaknesses differed in some important respects — itself
useful knowledge. Some common themes emerged:

e incomplete population coverage is not a threat to providing an accurate picture of the
broad distribution of income:

e microdata on incomes appears to capture too little property/investment income; this may
lead to underestimation of inequality;
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e income data for the self-employed is regarded as unreliable as a guide to living standards,
so statements about poverty among the working population need to be tested for
sensitivity to inclusion of the self-employed:

e results for students, and hence for young adults as a whole, are vulnerable to incomplete
population coverage and/or incomplete data.

d) Even in these 5 countries, it appeared that there i1s much still to be done in assessing the
practical effects of data imperfections.

2. Progress since the last meeting
Preparation of reports

a) The RAR form has been expanded to incorporate suggestions made at the Voorburg
meeting. Many additional countries have been preparing RARs. Official statisticians in
Norway and Sweden have prepared reports; the findings for these 2 countries are broadly
consistent with the *common themes’ noted in paragraph 3 above. except that the Norwegian
and Swedish Income Distribution Surveys appear to be much more successful in capturing
investment incoine.

b) ECLAC have co-ordinated the production of RARs in their sphere, and RARs are now
available for Argentina. Brazil, Chile, Mexico and Peru. In Europe. progress has benefitted
from a Eurostat initiative to commission RARs from each Member State. covering their
component of the European Household Panel Survey (all MS except Sweden) and (also from
EFTA countries) their household budget survey or other main source of income distribution
data. By early June. in addition to those for Norway and Sweden, Eurostat had received
RARSs from Austria, Belgium, Finland. France, Germany, Greece, Italy. Luxembourg,
Netherlands, Portugal and United Kingdom. In a separate initiative for Germany, Gert Wagner
and colleagues have prepared initial reports covering the SoctoEconomic Panel and the
household income and expenditure survey. For New Zealand, reports are in preparation for the
household budget survey (HES) and the income survey supplement to the Labour Force
Survey.

¢) USA have updated their RAR work, producing a report for the data relating to 1997.
Netherlands have updated the RAR on their Income Panel Survey. Canada have updated and
provided considerably more information in their RAR. In addition to updating the RAR for
results from the Family Expenditure Survey. UK is also preparing a RAR for the Family
Resources Survey. which began in 1992 and will in future be the main source for official
low-income statistics.

d) So RARs are extending in their breadth of coverage. It will be easier to judge whether their
depth is improving when more results from the various updating exercises are available.
Dissemination

a) Thanks to LIS, the 5 RARs produced in 1997-98 have heen placed on the Canberra
Group's website hosted by LIS. In May 1999 LIS installed a hit counter for the RARs page.
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b) In the USA., the findings contained in RARs have been disseminated via working papers
and professional journal articles. In the UK, the initial RAR was circulated to income ana-
lysts in the research community, receiving a good reception; and a sales pitch for the RARs
exercise has been made to Government statisticians.

3. Next steps
Questions for discussion at Ottawa include:

(a) How much use is being made of the information in the RARs produced to date ? If the
use 1s modest, does this reflect limitations on their content, or on the effectiveness of
dissemination?

(b) RARs themselves vary in the amount of information they provide. How can we set and
maintain high standards for RARs, without deterring people from making the effort to
produce them? Do we need some kind of ‘challenge’ function to assess draft RARs?
If so, who should provide it?

(c) To be really useful. RARs need to assess the practical effects of imperfect data on results.
As one way of promoting this — without setting ourselves so large a task that we cannot
achieve it — should we seek to produce annual cross-national reports on special topics?
(Eg the incomes of workers.)

(d) What additional efforts should we be making on dissemination of RAR findings?

Revised June 1999
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SESSION 3:  INTERNATIONAL DATA COLLECTION IN INTERNATIONAL
HOUSEHOLD SURVEYS

Chair: Mike Sheridan, Statistics Canada

Focus paper: Daniel Weinberg, U.S. Bureau of the Census
Discussant: Maureen K. McDonald. Australian Bureau of Statistics
Rapporteur:  Statistics Canada

To open the session, Daniel Weinberg discussed the salient points of the paper. which presents
the results of a metasurvey of income data collection practices by 17 surveys in 13 countries.
The goal of the survey was to determine whether meuaningful international comparisons are
possible.

Two major findings were presented:

e the simpler the measure and the more focused on cash, the more likely
it is to be collected

e comparable. comprehensive, conceptually rigorous international measure
of houschold income is not feasible at this time

Following this second finding, it was proposed to adopt a practical approach to income
measures which would make them less comprehensive but would make international
comparisons more meaningful. Seven modifications were suggested to meet this practical
approach:

omit realized capital gains

omit maternity benefits

omit home production

omit interhouschold transfers, except alimony and child support

do not deduct work expenses and mandatory deductions, except income and payroll taxes
omit fringe benefits

omit government health services and education

Discussant:

Following this presentation. the Chair invited Maureen K. McDonald to discuss the paper.

She started by congratulating the authors for having carried out the metasurvey which contains
significant information. In particular. the survey results are valuable for their mapping of the
varying institutional arrangements in different countries for social transfers and taxation. A
major challenge to the development of a meaningful income measure is the accommodation of
these international differences. Then, she addressed three questions:

e  Underlying approach (bottom-up versus top-down) - does it matter?
®*  Concept of income - do we have agreement?
*  Proposed working definition - adopt or amend?
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First. regarding the bottom-up (or building-block) approach versus the top-down (or concept-
first approach). she presented the advantages of each. The building-block approach promises
a quick path to a working definition. Individual components of income are considered in
terms of data availability and included or discarded from the total income definition on the
criterion of whether data are widely available or not. On the other hand. the concept-first
approach leaves in clear view the ultimate goal of improvement on current practices. It is
important to keep in mind not only what is possible but how the current definitions could be
improved. Ms. McDonald also believes that the concept-first approach would result in a
definition that is more internally consistent and defensible as a whole.

The second question compared two alternative concepts of income:

*  Smeeding-Weinberg’s approach which describes income as receipts that can be spent
today. This definition would be useful for drawing up policies on the alleviation of
poverty.

*  SNA's approach which defines income as the maximum amount a household can
consume without reducing its real net worth. This definition would be more appropriate
for addressing broader policy issues relating to income inequality.

Next, she discussed the proposed definition of income. In general, she views the proposed
definition as too narrow. Some of the proposed exclusions could represent significant
amounts of money.

Finally, she concluded with suggestions for future work. She agreed with the proposal in the
paper that clearer definitions of the terms are needed. Another fruitful area of work might be
to carry out sensitivity testing on the effects of using a less than ideal measure of income, by
comparing two countries with different income/tax arrangements. Four areas were suggested
for this testing:

®  government versus private provisions for retirement pensions
®  cash versus in-kind social transfers

*  direct versus indirect taxes

*  market versus home production

Discussion:

The group discussion focused primarily on whether a building-block or concept-first approach
is preferable. In fact, some members felt that both are appropriate and are not necessarily
incompatible. One could make international comparisons now on what is possible, while at
the same time developing a framework which is more complete and comprehensive.
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Income Data Collection in
International Household Surveys

by
Daniel H. Weinberg

U.S. Census Bureau
Washington. DC 20233-8500
USA
May 19, 1999

<Daniel.H. Weinberg@ccmail census.gov>

* The author 1s Chief of the Housing and Household Economic Statisties Division at the U.S. Census Burcau.
This paper reports the results of research and analysis undertaken by Census Burcau staff. It has undergone a
more limited review than official Census Bureau publications. This report is released to inform interested parties
of research and to encourage discussion. This paper has been prepared for the meeting of the Canberra Group on
Houscehold Income Statistics in Ottawa, Ontario, Canada June 7-9. 1999. The author would like to particularly
thank the individuals who provided the information on their national income surveys without whom this paper
would not have been possible: their names are listed in Appendix Table 1. T would also like to thank Nancy
Gordon and Maureen MeDonald for their comments and suggestions to this paper and Gordon Harris, Michael
Sheridan, and Timothy Smeeding for their comments on the draft questionnaire.
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1. Introduction

At the second meeting of the Canberra Group on Household Income Statistics, Timothy
Smeeding and Daniel Weinberg listed a comprehensive set of income components in the hope
that a uniform definition or set of definitions could be computed by participant statistical
agencies (see Smeeding and Weinberg, 1998). While agreement was not fully reached on the
appropriate components of a definition), it was nonetheless felt to be valuable to carry out a
survey of the income components that are actually collected on international household
income surveys. This paper reports on the information collected by that survey — a
“metasurvey” (survey about surveys). It is basically an attempt to create a data base useful for
further discussion.

Three distinct approaches are on the table for consideration at this point. One approach,
which might be termed “top-down”, is to take the income concepts included in the United
Nations System of National Accounts and derive a consistent microeconomic definition of
household income (see Anne Harrison, 1999). A second, more “bottom-up™ approach, is to
step back and first define an “ideal” concept of household income, and then derive a working
definition from that conceptual model (see Marion McEwin and Maureen McDonald, 1998).
A third approach is to choose a guiding concept and derive a working definition directly,
eschewing the complete theoretical, ideal. or (necessarily) consistent “full™ income definition
in favor of plunging ahead to a practical definition (see Timothy Smeeding and Daniel
Weinberg, 1998).

While the value of guiding conceptual principles is undeniable, this paper takes as its goal the
development of a working definition that can be used to make international comparisons of
household income. The conceptual discussion should continue as it is only within that
framework that we can understand fully what we have (or are missing). For example,
pensions can either be considered a fringe benefit and counted when the employer sets aside
money in a pension fund for the benefit of the worker, or it can be considered as income when
received during retirement. Smeeding and Weinberg argue that one should include pensions
when received, not when earned: in other words. not as a potential claim against an illiquid
asset, but rather as a contributor to current economic well-being. The strength of a conceptual
framework is to make those choices clear.

The next section of the paper discusses alternate sets of income concepts and their compo-
nents —three Smeeding-Weinberg (1998) definitions: a recent Eurostat (1998) definition of
disposable income. developed to compare well-being across members of the European com-
munity: and the definitions derived from the McEwin-McDonald (1998) conceptual approach.
' Section 3 presents the methodology used to collect information for this paper. Section 4
then discusses the general results of the survey. Section 5 addresses the practicability of
collecting the three sets of definitions mentioned in Section 2. Finally, Section 6 focuses on
whether the possibility exists to create a reasonably uniform working definition across the
countries participating in the metasurvey. I want to urge members of the Canberra Group to
review the components of their national survey as I have presented them. and to send me any
corrections needed. I also want to urge those countries not represented in the list to send
information on their national survey to me for inclusion in the next version of this paper.

'Whether their concept of income was practical was not addressed by McEwin and McDonald. Hopefully. the
tabulations presented below can help answer that question.

‘ 46 Papers & Final Repor



Canberra
Group

2. The Components of Income

Smeeding and Weinberg (hereafter SW) divided the sources of income into 15 major compo-
nents, which they aggregated into three summary measures or definitions. Table 1. reproduced
from their paper. corrected for a typographical error, shows these major components and
summary measures.

Major component a, cash earnings, includes such income components as wages, salaries. sick
pay, vacation pay, and farm and non-farm self-employment income. Component b measures
other cash market-based income such as interest, dividends, rents. royalties, and pensions.
Components ¢, d, e, and f represent other sources of cash income — respectively non-means-
tested and means-tested transters. other regularly received cash income, and net realized
capital gains. Components a-f are aggregated to form their Gross Cash Income definition.

Because households do not have all their cash income available for consumption. the next four
components attempts to measure potential “drains™ from that income. Component g. net cash
interhousehold transfers, includes such transfers as alimony. child support, and gifts both into
and out of the household. Component /i is an attempt to account for the value of in-kind
earnings and goods produced at home and either used for the household=s consumption.
bartered for other consumption goods. or sold for cash. (In developed market-driven econo-
mies. this component is small; in contrast. in developing countries it may be large.) Two other
adjustments are made (deductions for nondiscretionary work expenses (i)and for net direct
income and payroll taxes (j) to reach their second aggregate definition — Real Disposable
Personal Income. The remaining components k-o cover other in-kind income elements — k is
interhousehold transfers (e.g. child care). / is fringe benefits like company cars. m and n are
non-means-tested and means-tested noncash transfer programs, respectively. and o is the value
of imputed rent for owner-occupied dwellings. The sum of all these income components
equals Net Total Income.

Eurostat, the European Community=s statistical agency. has recently undertaken to develop a
common income definition across members of that community.' Table 2 presents that defini-
tion, which includes many of the same elements of the SW definition, albeit in different order.
Disposable Income is defined as the sum of eight components. Component a 1s total compen-
sation of employees, including fringe benefits and employer-sponsored social benefits. Com-
ponent b is termed Amixed income@ and includes three elements — self-employment in-
come, imputed rent for owner-occupied dwellings, and income from home production.

Components ¢ and d are property and transter income. respectively. and component ¢ includes
all other money income receipts. The next three components f, g. and A. are subtracted from
the first five. These consist of net taxes (f). miscellaneous disbursements (g). and voluntary
personal transfer payments out (/1).

As noted earlier. McEwin and McDonald (hereafter MM) take a different approach. presenting
a conceptual framework for thinking about income - focusing first on regular receipts of cash
and then non-cash income to the current account. and finally accounting for changes to asset
value in a capital account. Table 3 describes their framework. Gross Regular Cash Income
consists of employee income (a). profits or losses from unincorporated businesses (),

* Adraft version of that definition was presented at the second meeting of the Canberra Group. in the Hague,
Netherlands. March 1999.
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property income (¢), and cash transfer income of all kinds (d). From this, they subtract
component ¢ — direct taxes (excluding taxes on capital gains) — to obtain Disposable Cash
Income. To this, they then add various types of non-cash income (components f-k), such as
non-cash transfers, imputed rent, etc.) to obtain Disposable Regular Cash and In-Kind
Income. Turning to the capital account. net capital transfers (in cash, component /, and
in-kind, component m) are then added to obtain All Cash and In-Kind Receipts Other Than
Capital Gains. To obtain Full Income, also termed Economic Well-Being, they then add in all
accrued (1.e., both realized and unrealized) capital gains (#) (minus taxes on those gains, 0),
plus other lump-sum irregular changes in the capital account (p).

3. A Survey of Income Data Collection Practices

Of course, existing household surveys have had no reason to organize their data collection of
income components according to the SW definition, though possibly the Eurostat definition
may force changes in the data collection policy of the European Household Panel. Moreover,
good data collection practice requires asking the most detailed questions about those
components most difficult to collect and more summary questions about easier-to-collect
concepts. Accordingly, my data collection instrument was organized into nine sections, each
oriented toward a different “macro” concept. The nine types of income are, (A) Income From
Employment, (B) Fringe Benefits, (C) Income From Property. three types of income from
government — (D) Universal Benefits, (E) Social Insurance . and (F) Transfer Programs,

(G) Private Transfers, (H) Deductions From Income, and (K) Income From Other Sources.
These, along with the precise components asked about, are shown in Table 4.'

After the prototype table of income components was developed. it was reviewed by three
members of the Canberra Group, and changes were made. Instructions were prepared and the
questionnaire (as a blank table) was sent to all members of the Canberra Group in four formats
— as Word and WordPerfect documents, and as Lotus 1-2-3 and Excel spreadsheets. Re-
spondents were asked to give me responses in the most convenient format for them by De-
cember 31, 1998.

Responses were eventually received from individuals in 13 countries, representing 17 income
surveys. As responses trickled in. the questionnaire was revised to reflect the addition of new
sources of income. In mid-March 1999, the questionnaire responses as revised by the author,
along with the new income components identified by the respondents, were sent back to the
original respondents for review, along with clarifying questions. As of this writing, not all
correspondents have responded to this second request, and thus the entries must be considered
a work in progress. Furthermore, not all respondents always understood what income compo-
nent was being described in the short description provided on the questionnaire, and I did not
always understand how to describe the new income components contributed by the respond-
ents. Besdies language differences, there are substantial institutional differences among
countries. Consequently, further revisions are not only possible but likely as the components
are further clarified.

* For the ease of those who have reported data to me. the original code numbers are included in this draft.
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Respondents were asked to note the following about each component:
(1)  whether it was collected at all:

(2) if not, indicate that by “N™ unless it was imputed (allocated) by the statistical agency
conducting the survey, (denoted “I"");

(3) if so. then whether it was collected as a separate income component (denoted “S™) or
jointly with another component (denoted “J”): and

(4) if jointly, which components were collected together.

If a component was collected only by inference in some sort of summary Acatch-all@ ques-
tion. the respondent was asked to mark the component “N™. In the March 1999 follow-up.
respondents were also asked to mark “O™ if an income component was not applicable to their
country. The complete survey responses as revised are presented in Appendix Table 1 and an
initial analysis of the results is presented in Section 4. Table 5 lists the surveys by country.
Four countries —Finland, Netherlands, Norway. and Sweden — reported on the data available
to them from the administrative records they use to report income distribution statistics.

4. Metasurvey Findings

Table 6 answers the question, *'Is the income component collected at all?” For this table. all
“S™, T, and “TI" responses are considered as “yes™ answers and are denoted “X™ in the table.
When counting the number of countries responding “yes™. responses of “O" are added as well
(if a country does not have a program or income component, it implicitly collects its value -
zero).

Three kinds of income from employment (A) are collected on every survey in every country
included here — wages and salaries from the main and other jobs (A1-2). bonuses (A4). and
net nonfarm self-employment income (A 10). A few other income components are collected
by nearly all countries — tips (A3) by all countries except Korea and Sweden, and net farm
self-employment (A11) and pensions (A12) by all countries except Korea." A few more are
collected by more than half the countries — profit-sharing including stock options (A5) in 9
countries: employer-paid disability-based income (A6), severance pay (A7), and foreign
pensions (A17) in 8 countries; and union sick pay (A8), lump sum retirement payments (A13),
non-periodic draws from retirement accounts (A14), and additinal pensions (A18) in 7.

Worth particular note is the relative dearth of information collected on home production,
either for home use (A 15) or for barter transactions (A16). Six countries did collect informa-
tion on the former (Finland, Germany, Malaysia, Mexico, the Netherlands, and Norway). but
only Mexico and the Netherlands collected the latter. This income component was seen as
key by SW 1o creating an international income measure that would be comparable across
countries at various stages of development. Also note that only one country, Mexico. collects
information on unrealized capital gains, a key component of MM’s Full Income measure.

'A component is considered collected if at least one survey in that country collects that component. For example,
both components B1 and B2 are considered collected by the United States even though their Current Population
survey (USA 1) collects B2 and not B1 while their Survey of Income and Program Participation (USA 2) collects
B1 and not B2.
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Data collection on fringe benefits (B) is much more sparse. Only two are collected by more
than half the countries reporting — company cars (B6) in 7 countries, and subsidized meals
(B7)in 9. In contrast, income from property (C) is much more widely collected. Interest
received (C1), dividends (C3), and rental income (C4) is collected in all 13 countries; royalties
(C2) and payments from estates and trusts (C5) is collected in 10 and 11, respectively.
Realized capital gains (C6) is collected in about half (7).

Determining the full coverage of data collection on government programs is more difficult, as
some programs listed may not be offered in all countries. For example, the United States does
not collect information on universal family or child benefits (D 1) as it is not offered by the
U.S. government.

Two countries (Italy and Germany) have not yet responded to the revised request and the table
may have to be revised later when they do. Information on universal family and child benefits
(D1) is collected in 12 of the 13 countries surveyed. No other universal government program
received widespread data collection, though 7 do collect data on maternity benefits (D4).
Most striking was the failure of any country to collect information on public education (D3)
programs, suggesting that despite discussion at the last meeting. it would not be feasible to
include them in any uniform measure and. therefore. allowing us not to worry about adjusting
education benefits for differences in quality.

The next category of government programs was social insurance (E). Collection of informa-
tion on these non-means-tested programs was reasonably widespread. Every country collected
information on retirement and survivors insurance (social security) (E1), on disability or
disablement insurance (E2); on unemployment benefits (E3). and on veterans’ benefits (E6):
12 collected workers = compensation for on-the-job injuries (E4). Scholarships and other
educational assistance (excluding loans) (E5) were collected by 10 countries as was sickness/
medical benefits (E8). Eight collected information on child care (E9) and 6 on student loans
(E7). In other words. close to a majority of countries collected (or did not offer) every social
insurance program.

Transfer program benefits, including tax credits (F), were collected by a reasonable number of
countries. General welfare benefits (F2) were collected in all countries, and 12 collected
information on old age pensions (F11), or they did not exist. As was true for social insurance,
close to a majority collected information on every transfer program (only 6 countries covered
publicly owned housing, F7, and other tax credits, F17).

Three private transfers (G) are broadly collected — alimony received (G1) by all countries.
child support received (G2) by 11 of 13, and regular gifts (G5) by 10 of 13. One-time gifts
(G4) are collected by half the countries (7 of 13) as are other regular payments (G7), by 8 of
13. In-kind interhousehold transfers (G3) are collected by only 2 countries — Malaysia and
Mexico.

Deductions from income (H) are clearly part of understanding economic well-being, and 25
different types were part of the survey. Only three were collected (or imputed) by 10 countries
— alimony paid (H3), child support paid (H4), and income taxes (H15). Roughly half the
countries (6-8 of 13) collected a number of other deductions — mortgage and non-mortgage
interest (H1 and H2), public health insurance premiums (H10), child care costs (H12). payroll
taxes (H16), government-mandated contributions to pension plans (H17). property (real
estate) taxes (H18), and tax retunds (H19).
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Three Kinds of “other source™ income (K) were collected by more than half the

countries — profits from life insurance (K2) private sickness, accident, and hospital insurance
(K3). and net imputed return on the equity in one’s own home (K6) were collected

(or imputed) by 7 countries. Also military family allotments were collected by 6 countries.

The next section will discuss whether the income components collected could be used to
create any of the aggregate definitions of income discussed in Section 2.

5. Consistency of Data Collection Practice with Income Frameworks

This section will compare the data collection practices described in broad detail above with
the three frameworks for income definition described in Section 2. Since the ultimate goal of
this comparison is to determine whether meaningful international comparisons are possible, it
is important to focus on the key components of each definition. rather than on the minor
components whose omission would have little effect on overall income statistics. Accord-
ingly. Table 7 presents my interpretation of the major and minor income components of the
SW income definition. and Tables 8 and 9 present the same information for the Eurostat and
MM definitions, respectively. 1 must emphasize that this distinction between major and minor
components is the author=s opinion only. Furthermore. my interpretation of the components
of the Eurostat and MM definitions have not been vetted by the authors of those paper.

Table 10 reorganizes Table 6 according to the SW definitions in Table 1 and also indicates
whether the data are collected separately. jointly, or are imputed. Table 11 reorganizes Table 6
according to the Eurostat components of income presented in Table 2. and Table 12 does the
same for the MM definitions in Table 3. Each country=s ability to compute these measures is
discussed below. For the purpose of the discussion, I will focus only on what | consider key
components of each definition, as shown in Tables 7-9. One topic for discussion, of course, 1s
whether this list of major and minor components should be modified.

SW Gross Cash Income. Gross Cash Income is an income definition that can be collected
almost completely by every country in the survey. The most serious shortcomings are two —
realized capital gains (C6) and maternity benefits (D4) are collected by only 7 countries. It
should be noted though, that several countries. most notably Germany, the Netherlands.,
Norway. and Sweden, would have difficulty in reporting an unambiguous measure, as many
cotlect fringe benefits jointly with cash compensation (see Appendix Table 1).

SW Real Disposable Personal Income. Real Disposable Personal Income is more problematic
to collect than Gross Cash Income. More than half its major components are collected by less
than half the countries. Most problematic (collected by 4 or fewer countries) are home
production for barter (A16). payments made on behalf of another household (H5),
interhousehold cash transfers (gifts) (H6), transportation costs (H7), mandatory payments for
employer-sponsored pension plans (H8), union and professional dues (H9), and employer
reimbursements for non-discretionary work expenses (HI11).

SW Net Toral Income. Only four of the remaining major elements of Net Total Income are
collected by more than half the countries while six are not (government health care services
(D2) and in-kind interhouschold transfers. G3. are collected by only 2 countries). Most
notably unable to collect these extra components are Australia (one of nine components),
Canada (zero). Korea (one). and the United Kingdom (two).
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Eurostat Disposable Income. The components of the Eurostat Disposable Income definition
vary substantially in their ability to be reported on by the countries in this sample. The
countries that rely on administrative records, along with the United Kingdom, seem to do the
best at measuring Eurostat=s definition of employee compensation (which includes many
fringe benefits). Less than half of the components of employee compensation (a) are collected
by more than half the countries (5 of 12). Only one mixed income (b) component is measured
at all well — self-employment income (A10, ATl) — while the other two — home production
(A5, Al6) and imputed rent (K6) — are not. Income from property (¢) and transfer income
(d) are measured fairly well by most countries. as are other money income (¢) and taxes (f)
(with some substantial omissions of payroll tax (H16) data collection). Finally, measurement
of voluntary transfers out (/) is spotty with several countries doing poorly — Australia
collects only one major component of five, Canada two, Germany two, Korea none,
Netherlands one, Norway two, Sweden one, and the United States one.

MM Measures. All the 22 major elements of MM's Gross Regular Cash Income are collected
by more than half the countries in the sample: only one (D4, maternity benefits) is collected by
fewer than 10 countries. However, their next summary measure, Disposable Regular Cash
and In-Kind Income. fares relatively poorly. The 14 incremental major components needed to
complete this measure are measured by half the countries in only five cases. and even that
number assumes that taxes on capital gains can be 1dentified separately from all income taxes
(a component not asked about on my survey). Finally. as noted earlier, only 1 country collects
information on unrealized capital gains. making it ditficult to reach their Full Income measure.

6. Development of a Practical Income Measure

How feasible is the creation of a comparable, comprehensive. and conceptually rigorous
international measure of household income? According to the analysis in Section 5, the
answer is “not very feasible™. This section will make some suggestions to modify the com-
prehensive measures in such a way as to make them less comprehensive but more comparable.

Suggestion #1. Omit realized capital gains (C6). This is a problem only for both German
surveys. which collect the information jointly with dividends (C3) and estates and trusts (C5)
on the Income and Expenditure Survey, and with interest received (C1) and dividends (C3) on
the Socio-Economic Panel Survey.

Suggestion #2. Omit maternity benefits (D4). Sweden collects these jointly with the parenting
payment (F12), a minor component.

Suggestion #3. Omit home production (A15, A16). Smeeding and Weinberg argued that home
production might be one of the most important components to measure to allow reasonable
income comparisons between developed and developing countries. If the suggestion to omit
this component were adopted, one possibility worth pursuing is to investigate the prevalence
of home production in developed countries through a separate study that would allow its
imputation. In developing countries, careful methodological work on how to best measure the
components should be undertaken, perhaps coordinated by an international agency.

Suggestion #4. Omit interhousehold transfers and payments (G3, G5, H5, H6) except alimony
and child support paid and received (G1, G2, H3, H4). These monetary and in-kind transfers
are hard to measure and few counties do so. The United Kingdom measures payments on
behalf of another household (HS), jointly with alimony and child support paid, so this
component would be slightly overstated there. Also, Malaysia might have difficulty
separating in-kind transfers from other transfers so they could be excluded.
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Suggestion #5. Do not deduct work expenses and mandatory payments from income (H7, HS,
HY. H10, H11); except to deduct taxes (H15, H16). While it makes theoretical sense to deduct
work expenses from employee compensation (if only to make better within-country compari-
sons between households with workers and those without), the inability to make those meas-
urements suggests it be avoided. Norway would have difficulty not measuring public health
insurance premiums, as they are collected jointly with income taxes. Perhaps an imputation
could be developed there to subtract their value. Payroll taxes would need to be collected or
imputed in Australia, the Canadian Survey of Consumer Finances, Italy, Korea, Malaysia.
Mexico, Norway. and Sweden.

Suggestion #6. Omit all fringe benefits (B). While a substantial (and growing) part of
employee compensation, fringe benefits have always been difficult to measure and value,
especially as they may be worth more (or less) to the employee than the employer pays for
them (due in part. perhaps, to tax considerations).

Suggestion #7. Omit Government-Subsidized Health Services (D2). Health care is delivered
to citizens in so many different ways, from universally available (government-provided). to

government-subsidized (universally or categorically), to market-provided. Getting a univer-
sally consistent measure seems unlikely, especially given quality variations (which includes

waiting time for elective procedures).

Table I3 presents the resultant list of major income components were all seven of these
suggestions adopted; Table 14 presents the survey results on collectibility for this more
limited. working definition for all the countries in the study. Of the 26 major income
components identified as critical for the possible working definition presented in Table 13,
only two countries in the study collect fewer than 20 — Korea (15), and the Canadian Survey
of Consumer Finances (19).

The next steps seem to be the following:

a decision on whether this working definition should be used as the appropriate vehicle
e for international comparisons or whether a return to first principles to derive a
theoretically consistent measure is preferable:

then, if it is appropriate, clarification of whether the list of major income components
e suggested in Table 13 is the correct list or whether it should be amended:

discussion about the importance of excluding minor components or just measuring
e their effect: and

clarification of the exact definitions of each income component to be included in the

e working definition to reduce confusion across participating countries
(I woud suggest that the approach used by the Luxembourg Income Study might be the
appropriate approach to harmonizing these component definitions.)

Further discussions are needed on how to treat minor income components collected jointly
with the major ones noted in the table. One possibility is to ignore their impact; alternatively,
one could try to measure it or reword surveys to separately measure the major components.
Besides reviewing my proposed list of major and minor income components, each country
should examine its own survey(s)=s compliance with the proposed definition.
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Case Study: United States

As an illustration of an individual country’s ability to meet the measurements requirements of
this “working™ definition, I present the case of the United States Current Population Survey
(CPS). denoted USA 1 in the tables. The CPS is currently used to measure official income
and poverty statistics for the U.S. The CPS needs to make only one substantial change —
measure alimony and child support paid to another household (H3, H4). However, because of
joint income component data collection, the CPS-based working household income definition
would also include the following minor income components: tips (A3), bonuses (A4). sever-
ance pay (A7), foreign pensions (A17), additional voluntary pensions and annuities (A18),
royalties (C2). income from estates and trusts (C5), government disability support (F10), and
military family allotments (K1). Some assessment would need to be made to determine the
likely implications of including these components.

The second U.S. survey, the Survey of Income and Program Participation (SIPP), is denoted
USA 2 in the tables. A recent expert panel (Connie Citro and Robert Michael, 1995) has
proposed that the SIPP rather than the CPS become the source of official income and poverty
statistics for the U.S.. as it has less underreporting of income than the CPS, when compared to
benchmarks. The SIPP would need to make the following changes to be able to measure the
“working™ income measure: (1) measure the value of rental allowances, housing subsidies,
and publicly owned housing (F4 and F7). (2) measure alimony paid (H3), and (3) impute a
rental equivalent value for owner- occupled housing (K6). The SIPP-based working household
income definition would also include the followmo minor income components: tips (A3),
bonuses (A4), foreign pensions (A7), additional volunlary pensions and annuities (A18),
government disubility support (F10), and military family allotments (K1).
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Table 1. Smeeding-Weinberg October 1998 Alternate Income Definitions.

a.  Cash Earnings
plus
b.  Other Cash Market Income
plus
¢.  Cash (non-means-tested) Non-conditional Transfers
plus
d. Cash Means-tested Assistance
plus
e.  Other Regularly Received Money Income
plus
f.  Realized Capital Gains
equals GROSS CASH INCOME
plus
g.  Net Cash Interhousehold Transfers
plus

h.  Value of In-Kind Earnings and Home Production
(useg &)r consumptzilon OF barter, or S()El or Cas?\)

minus
i.  Net Work Expenses (nondiscretionary)
minus
j. Net Direct Income and Payroll Taxes
equals REAL DISPOSABLE PERSONAL INCOME
plus
k. Net In-Kind Interhousehold Transfers
plus
. In-Kind Market Income
plus
m. In-Kind Non-conditional Assistance
plus
n. In-Kind Means-tested Assistance
plus
o. Imputed Rent for Owner-Occupied Dwellings
equals NET TOTAL INCOME
divided by
Equivalence Scale
equals NET EQUIVALENT TOTAL INCOME

Source: Smeeding and Weinberg (1998). Table | (corrected).
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