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		Abstract

		This paper uses data from the Korean Labor and Income Panel Study (KLIPS) to examine whether measurement error in income and consumption has the potential to generate biases for studies on income and consumption dynamics. A first-differenced dynamic panel model is estimated with lagged income and consumption as internal instruments and the household head's satisfaction with their household income as an external instrument. This study suggests that there is substantial time-varying measurement error in reported income and consumption, leading to a bias towards zero in the estimates of income and consumption dynamics. Time-invariant measurement error and unobserved heterogeneity are also found to be important and to lead to upward biases in the estimated coefficients, offsetting the effect of time-varying measurement error. The standard deviation of time-varying measurement error is as large as the standard deviation of the equation error for both income and consumption dynamics. This result also supports the view that time-varying measurement error exists in reported income and consumption and has a substantial magnitude.  

Interestingly, the standard deviation of time-varying measurement error, as well as that of the equation error, is much larger in the model for the income dynamics than that for consumption dynamics. This result suggests that time-varying measurement error is more prevalent and varies more across households in income than in consumption and also indicates that households smooth their consumption relative to their income in the face of shocks. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: C81, I32, O15

	
	

	
    

    
	

	
	
		JEL Classification: measurement error, income dynamics, consumption dynamics

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Lee,  Nayoung, Measurement Error and Its Impact on Estimates of Income and Consumption Dynamics (March 2009).  Available at SSRN: https://ssrn.com/abstract=1299330 or http://dx.doi.org/10.2139/ssrn.1299330 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Nayoung Lee (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Southern California  ( email )

			

			
			
				
				
				
					2250 Alcazar Street
Los Angeles, CA  90089
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      150

			

		
		
		
			Abstract Views

			    1,776

		

		
		 
		
			Rank

			  354,214

		

		
	


	
		
            
            	        7 Citations
		

	

	
		
			
				       63 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Macroeconomics: Consumption, Saving, & Wealth eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Consumption, Saving, & Wealth eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,503

                                    

                                    
                                        PAPERS

                                            6,983

                                    

                                

                                
                            

                        

                    

                
	
                    Macroeconomics: Employment, Income & Informal Economy eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Employment, Income & Informal Economy eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,462

                                    

                                    
                                        PAPERS

                                           11,091

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Macroeconomics: Aggregative Models eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Aggregative Models eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,455

                                    

                                    
                                        PAPERS

                                            6,399

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Socioeconomic Success and Health in Later Life: Evidence from the Indonesia Family Life Survey

                        
                            By
                                
                                
                                    
                                    Firman Witoelar, 
                                    
                                
                                    
                                    John Strauss, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Health Outcomes and Socio-Economic Status Among the Elderly in China: Evidence from the CHARLS Pilot

                        
                            By
                                
                                
                                    
                                    John Strauss, 
                                    
                                
                                    
                                    Xiaoyan Lei, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Health Outcomes and Socio-Economic Status Among the Elderly in China: Evidence from the Charls Pilot

                        
                            By
                                
                                
                                    
                                    John Strauss, 
                                    
                                
                                    
                                    Xiaoyan Lei, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Tackling Health Transition in China

                            
                                By
                                    
                                    
                                        
                                        Shaikh I. Hossain
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Effects of Childhood Health on Adult Health and SES in China

                            
                                By
                                    
                                    
                                        
                                        James P. Smith, 
                                        
                                    
                                        
                                        Yan Shen, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Effects of Childhood Health on Adult Health and SES in China

                            
                                By
                                    
                                    
                                        
                                        James P. Smith, 
                                        
                                    
                                        
                                        Yan Shen, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            From Angela's Ashes to the Celtic Tiger: Early Life Conditions and Adult Health in Ireland

                            
                                By
                                    
                                    
                                        
                                        Liam Delaney, 
                                        
                                    
                                        
                                        Mark Mcgovern, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Health, Height, Height Shrinkage and Ses at Older Ages: Evidence from China

                            
                                By
                                    
                                    
                                        
                                        Wei Huang, 
                                        
                                    
                                        
                                        Xiaoyan Lei, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            SES Health Gradients During the Epidemiological Transition: The Case of China

                            
                                By
                                    
                                    
                                        
                                        Xiaoyan Lei, 
                                        
                                    
                                        
                                        Nina Yin, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Gender Differences in Cognition Among Older Adults in China

                            
                                By
                                    
                                    
                                        
                                        Xiaoyan Lei, 
                                        
                                    
                                        
                                        Yuqing Hu, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.090 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
