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Comments on Age Profile of Property Income

(Question)

	I have another question about the age profile of asset income or asset holdings. Matsukura-san and I are trying to estimate the age profile of asset income, i.e. operating surplus of corporations. We want to estimate how much people in each age group receive operating surplus of corporations by relying on household surveys (NSFIE). We used the age profile of interest income, dividends and rent from NSFIE to allocate aggregate operating surplus of corporations from the national account. However, the results are a bit strange. People don’t start to earn much asset income until around ages early 40s.

Could you recommend any surveys that could be used to estimate how much people in each age group receive any kind of asset income or hold assets? I am not sure if you used any surveys to measure any kind of assets in the national account. 


(Comments)

· Please clarify terminology in NTA: the word “asset income” that you use seems to be equal to the “operating surplus” in national accounts. Does this mean that all of the “return on capital” of corporations belongs to the household sector?
· In national accounts, “property income, net” is paid out of the “operating surplus” produced from productive economic activity. The property income consists of interest, dividends, and rents. The residual of the operating surplus is recorded as “entrepreneurial income.”
· Thus, to allocate the all “operating surplus” by using an age profile of the sum of “interest, dividends, and rents (which are received by households)” means; age distributions of both the entrepreneurial income and property income, payable are proportional to the age profile of “property income, receivable (by households).” Is my understanding about this assumption correct? Why you do not take into account an age profile of the property income, payable?
· Survey data for the age profile of property income: as far as I know, the “National Survey of Household Income and Expenditure,” which is conducted every five year by Statistics Office of Japan, is one of the most comprehensive surveys. As you know, the “Family Income and Expenditure Survey,” which is conducted more frequently, also contains asset and liability data, but its sample size is rather small. I will have to check if there is any alternative survey.
· A drawback of the current method: as you mentioned, generally speaking, flow data sometimes rather fluctuate or wag. On the other hand, stock data are less likely to do so. This may happens if you use flow data by age, since the sample size for each age segment could be rather small.
· Alternative Method: you would use asset data by age (which are obtained from the NSFIE) in order to calculate an age profile of return on capital. You may be able to obtain the information of types of assets owned by households (unfortunately, not by age) from the Flow of Funds accounts of Bank of Japan (or from JSNA). The average rates of returns on assets by type can be obtained any financial statistics.
· Example of the alternative method: 

y: age


Aky: type k asset held by household of age “y”
“ks” are such as deposit, stocks, bonds, property and so on.


rk: average rate of return on asset for asset type k (in market)

Return on assets for household of age “y” = 
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(Question)

	About asset income by age, your alternative method sounds like what I expected. I wanted to try using the age profile of asset holdings (stock rather than flows) to measure the age profile of asset income. We may need to make a strong assumption that the rate of returns on assets is independent of age. Anyway, I will need to test this using the information about asset holdings by households in the survey. Probably, we had better not use real assets but only financial assets. Is that correct? I will test this out and let you know by early next month.


(Comments)

· As you mentioned, we need to assume that the rates of return on assets have no relationship with the age of asset holders.

· One of the difficulties of the alternative method (the stock approach) would be how to obtain the average rates of return on assets.

· I would think we would directly be able to obtain information of average rates of return by asset type from any financial statistics. Such as, interest rates on bank deposits by type, yields of bonds by type. We need to figure out how to deal with sub-annual fluctuation of rates of return. I would think that annual averages would be appropriate. 

· An alternative method is to estimate average rates of return using both the flow data and the stock data. If macro data (such as Flow of Funds or National Accounts) can be used, estimated results would be rather robust and accurate as we can calculate decimal fractions. 

Average rate of return on asset type K = return on asset K / stock of asset K

· This method is especially applicable to estimate average rates of return on shares (stocks). i.e., stock dividends.

· One of the potential problems of this method is when the appropriate timing of measuring the amounts of assets is; a level at the end of a year or an average of sub-annual periods (eg. an average of the stock levels at the ends of four quarters).
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