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Problem

* Income: important input for measurement of both
poverty and inequality.

« However, not accurately measured through
household income surveys.



Figure 13 - Saving as a percentage of adjusted disposable income by Equivalized Disposable Income
quintile
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WHY?

« Survey income affected mainly by :
— Under-reporting, and

— Truncation: Households with very large
Income, absent from sample.

By how much each affect total income?
Not known

—100-0% o 0-100%
» Lacking evidence, consider both.



ADJUSTMENT TO NATIONAL
ACCOUNTS



Adjustment to National Accounts
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derived.



IGNORING TRUNCATION
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IGNORING TRUNCATION
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IGNORING TRUNCATION
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ADJUSTMENT NEGLECTING UNDER
REPORTING (0-100%)

Ingreso Correspondiente al Decil mas alto-

ENIGH vs. Datos Ajustados, 1992-2012
[porcentaje del ingreso nacional)
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(78%) 83% (88%) of difference added to the survey X-th income decile; (22%) 17%
(12%), to 1X-th decile. Conclusion: inequality is extreme in Mexico.

Esquivel, Desigualdad Extrema en Meéxico: Concentracion del Poder Economico y Politico,
Oxfam MéxEo, 2015, Méxi.co




CONSEQUENCES

 In absence of evidence to support either
correction of survey-declared Incomes,
CONEVAL (Mexican institution in charge of
measuring poverty) decided NOT TO CARRY
OUT ANY INCOME CORRECTION.

 Equivalent to assuming under-reporting and
truncation absent.

* Risks: In presence of significant under-reporting,
number of false positives (non-poor counted as
poor) grows by unknown amount. On the other
hand, inequality is underestimated.



FITTING MODELS TO SURVEY
INCOME DATA



PURPOSE

« Skipping the Intermediate step of imputing
Incomes in the sample, to estimate in a less
arbitrary manner a household income distribution
In Mexico which lies closer to reality by taking
other data sources into consideration.



PROPOSED CRITERION



PROPOSAL*

In order to reduce arbitrariness, criterion introduced to determine good and
better.

Some parametric distribution families fitted accordingly to quarterly current
income. Also reduces arbitrariness.

Use all available information.

Model : f(y;6)= { g Y(')):hl(n()f Y:0))

n

Criterion : Maxs > ﬂl 1(6;Y ¢y)-A'(h(8)-c)

/

| MSNA : ¢, = Total(Vy,. ),
7 MIRS:c, = Average(Y, . o Yy )

* Bustos, Alfredo, "Estimation of the Distribution of Income from Survey Data, Adjusting for Compatibility with
Other Sources", Statistical Journal of the IAOS, vol. 31, no. 4, 2015, pp. 565-577.
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CONSTRAINTS

Concepto Restriccion: Interpretacion
Mean income for fitted
Average model equals average
h?#f::]ce)ld hl(Q) - E[Y | 9]: G household income,
according to MSNA.
Mean income for
. households whose income
Income 1 IS greater than threshold
Integral h (Q) = p J yfy(y|Q)dy =M =c; @, 1S, according to the

Pqa

model, equal to average
household income from
SAT.




THRESHOLD DETERMINATION

Requirements:
— Informative of extreme conditions

— Reduce weight of conceptual and of unit of
observation differences.

Explored combinations for a = 1%, 0.1%,
0.01%, 0.001% y 0.0001%.

First three under survey maximum.
Last two fulfil our requirements.



NUMERICAL RESULTS



OPTIMAL FITTED MODELS
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INCOME DISTRIBUTION BY DECILES
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Gini Coefficients, Mexico, 2008-2014
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Conclusion

* There Is evidence of both income under-reporting
and truncation in the sample.

« Best fitted model exhibits under-reporting
growing with income but less tan proportionally.

« Reality may be very different from survey results.
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