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Abstract: We describe the development of a potential euro area survey on Household Finances and Consumption (HFC) which is currently being prepared by the Eurosystem (national central banks in the euro area and the European Central Bank (ECB)) and some national statistical offices. The paper highlights policy uses of the survey, both current and prospective, and gives a short account of the work on the preparation of the survey. 
1. Measuring household finances is a challenging but important task

Financial innovation has an important impact on households’ consumption and portfolio decisions. While new financial instruments enable consumers to share risk more effectively and provide new investment opportunities, they have, together with low and stable interest rates in many countries, contributed to increased accumulation of debt. While looser credit constraints improve consumption smoothing, higher debt levels can also make some of the households more exposed to adverse interest rate and asset price shocks.
Valuable information about economic decisions of individual households remains hidden in macroeconomic data. Aggregates reveal by definition just the information about an “average” household and are thus not very helpful in capturing the evolution of cross-sectional distribution of consumption, income, assets, liabilities and other economic variables and its determinants.

The information about the behaviour of distribution tails is relevant for policy-makers. For example, for financial stability it may be important to monitor the number and extent of over-indebted households and structure of their assets and liabilities. Knowledge about balance sheets can be used in micro-simulations to investigate the effects of adverse shocks on these individuals. Second, given the extreme heterogeneity in wealth holdings, the top few percentiles of population can hold the bulk of aggregate wealth and capital stocks. It is important to know and model the economic behaviour of these people as they can have a substantial impact on the whole economy.
However, household-level data on wealth, income and consumption are scarce (compared to the aggregate economic statistics). This is particularly true in the euro area. While a few countries do have surveys that adequately describe household balance sheets, the coverage of the whole monetary union is not sufficient: some countries do not have regular surveys of wealth, while some of the existing surveys either do not deal with all relevant aspects of household finances or are not harmonised. The lack of high-quality consistent micro data in the euro area thus prevents better analysis and understanding of household balance sheets. 
Existing surveys of household finances are challenging to carry out because of the width and breadth of information that is necessary to study portfolio allocation of households and measure their wealth. In addition, unit response rates have tended to decrease over the past decades. Although official surveys (sponsored by the government or other public institution with a positive public image) have comparatively high response rates, tendency to participate in surveys can be low in some countries and in particular in some specific settings (urban areas). Since wide-ranging wealth surveys aspire to correlate assets, liabilities, consumption, income, attitudes and expectations, the quantity of information that needs to be collected is large, and interviews can be and sometimes are long. The longer the questionnaire, the higher the probability that households will either refuse to participate or break the interview.
Second, households are generally reluctant to provide information on income, either through unit non-response (when given the topic of the survey, the respondent might decline being interviewed), through item non-response (refusing to answer a particular sensitive question) or through underreporting (if it is socially undesirable to show off income). Even if the respondent is willing to answer, he may find it difficult to provide an accurate estimate, or in some cases even a ballpark estimate. The reluctance to answer questions on components of wealth – either through assets (“how many properties and how much are they worth?”) or liabilities (“how much credit card debt do you have?”) – is often even higher than for income. Uncertainty about the value of assets might make data collection imprecise (how to estimate the price of a property bought long ago?). 
Third, reluctance to participate in the survey or to provide values increases with respondent’s wealth – although this reluctance is only one component of the higher non-response rates for wealthier respondents (Kennickell 2005, D’Alessio and Faiella 2002). Furthermore, we require more information from households owning a diversified portfolio; interviews are longer for financially sophisticated households, or households with several types of assets and liabilities. To say the least, this does not simplify the design of the questionnaire.
Fourth, wealth is highly concentrated (Davies and Shorrocks, 2000). The top 1% of families owns between 15 to 35% of total household wealth. This makes standard uniform sampling inefficient for wealth related estimates; this is even worse when compounded with the higher unit non-response for wealthier households. Sampling error is translated into high variance of wealth estimates.
These difficulties do not make such a survey unfeasible, but indicate that very special care must be taken in the design of the questionnaire, the sample, the collection and the statistical analysis of the data. 
2. Policy uses of household finance surveys

Reliable data on households’ wealth, consumption and income can provide important input for the main tasks of central banks, i.e. monetary policy, financial stability, payment systems, etc. Although macroeconomic aggregates are indispensable, household level data provide invaluable insights into the response to shocks, policies and institutional changes of different groups of individuals – by income, age, or other demographic and social characteristics. This section provides examples of how wealth surveys have been used for policy purposes.
2.1 Distribution of wealth and debt across households

Indebtedness in the household sector has risen significantly in a number of European countries. Set against the background of years of low interest rates, high growth of housing prices, and the recent turndown in some countries, indebtedness can potentially be a significant risk for the economy. The overall level of indebtedness is of course crucial, but the distribution across the population allows a better understanding. Much of the total debt can be concentrated among a fraction of the population and analysis of debt sustainability should pay particular attention to these households – loan and borrower characteristics are important determinants. Rising aggregate debt levels, for example, could be the result of an increasing number of indebted households, or of an increase in the leverage of already indebted households, with very different consequences (both for the relevant households and for the economic system). Useful measures could be constructed: the proportion of households that have some debt, debt-to-income ratios, and the distribution of these measures by age, income, etc. Each of those measures gives complementary information on which groups are most exposed to risk. In addition, econometric analysis can be useful in identifying determinants of household debt and, ultimately, in designing optimal policy measures.
Farinha (2004), for example, showed that in Portugal between 1994 and 2000 the average debt burden per household fell significantly for all age and income groups considered, even though during the same period aggregate indebtedness increased from 36% to 85% of disposable income from 1995 to 2000, as interest rates decreased and the credit market changed.
Bover et al. (2005), in a comparison of alternative measures of indebtedness across countries, find that the proportion of households indebted, debt-to-income ratio and the financial burden vary with income and age in dissimilar ways across countries. The groups of the population most exposed to risk can thus differ across countries.

2.2 Structure of household portfolios, financial innovation, transmission of shocks 

The effect of wealth on consumption has been extensively studied, both in academic circles and for policy uses. The increase in housing prices over the past years has given relevance to the question of how asset prices affect the real economy. Households whose wealth increases spend more because they have more resources and because their liquidity constraints relax. When asset prices go bust, the mechanism work in reverse and can have adverse consequences for the households which are not insured against such shocks (as evidenced by the recent financial turmoil).
However, estimates of this effect based on aggregate data, reviewed in Altissimo et al. (2005), are rather imprecise and cannot distinguish the response of various households. Estimates based on micro data, as in Paiella (2004) and Bover (2005), find a relatively small marginal propensity to consume out of wealth, of around 1.5 to 3%. The effects are different for housing and financial wealth, and also different across households – depending on the age (with a hump-shaped profile in Spain [Bover, 2005]), homeownership (owners increase their consumption when housing prices increase, while renters increase their savings [Guiso et al 2005, Campbell and Cocco 2007]), household leverage (Disney et al. 2006) and negative initial housing equity (Disney et al, 2007). There is also some evidence that households respond asymmetrically to changes in wealth, reacting more to losses than to gains in wealth. (This reaction of spending can be explained by the precautionary saving motive which is stronger for households affected by negative shocks and forces them to keep a buffer stock of assets rather than smooth consumption.)
2.3 Micro-simulations

Simulations with macroeconomic models are an important and regular input to the monetary policy decision-making process. This approach can be usefully complemented with a less frequently employed tool: micro-simulations. These are based on models of behaviour of individual entities, such as a person, family, or firm, and simulate the behaviour of entire populations of these entities in order to draw conclusions for higher levels of aggregation such as a country.  

In contrast to the traditional macro-simulations, where the explanatory variables already represent aggregate behaviour, micro-simulation can go beyond the focus of monetary policy analysis on the ‘representative agent’, the average household or firm. Accordingly, its benefits are clearly greatest when the traditional representative agent assumption is insufficient (for instance, according to the ‘credit view’ of monetary policy, the distribution of resources across individuals has repercussions on policy outcomes due to the presence of credit constraints).  

An illustrative example of how such tools can use household survey data for monetary policy purposes is given in Herrala and Kauko (2007), who construct a micro-simulation model for Finland using a micro data set of households. The data include income and debt variables (from register sources) and indicators of economic distress (based on subjective opinions of respondents). Based on a number of macroeconomic scenarios taken from the Bank of Finland’s macroeconomic model, the number of distressed households and their aggregate debt is simulated. This allows for a mapping of the macroeconomic scenarios that feed into the policy analysis with forecasts of distress in the household sector, thus enabling the central bank to gain a consistent picture about the overall effects of various scenarios. The simulations indicate that the credit risk of banks in Finland due to household loans is relatively low at the present juncture. However, in the case of a coincidence of large and persistent adverse shocks to unemployment, interest rates and housing prices, household loans could become a threat to financial stability.
2.4 Aging, pension reforms and saving patterns 

Pension reforms can considerably affect households’ consumption and saving patterns. In many European countries, the retirement of baby boomers and the demographic transition toward lower fertility rates have raised doubts about the sustainability of current pension systems. Information about the specific position of the household in the life cycle, households’ expectations, the volatility of personal income, perceptions about the implications of pension reforms, the level of financial education of households, local variations in prices and labour market conditions together may influence how the long-term demographic trends will affect household consumption, saving, portfolio allocation and asset prices as well as their choice of retirement age.

Against this background, macroeconomic data are not very helpful, unless strong assumptions are made about the homogeneity of households within broad groups. In contrast, by providing information on the variance across individuals’ situations, micro data would provide a basis for assessing whether and by how much aging of the population affects the dynamics of aggregate savings rate, the composition of wealth and its dynamic effects on consumption in each euro area country. Existing micro-data have already confirmed that households facing substantial income risk opt for less volatile financial assets. Households whose pay-as-you-go pension benefits are reduced tend to increase their private savings, though only by a fraction of the drop in their expected benefits (Attanasion and Brugiavini, 2003). The income risk of future pensioners is a matter of interest for the Eurosystem and other policy makers. 

A related issue concerns the vulnerability of reformed pension schemes. A stock market crash or other adverse developments can affect the performance of pension funds substantially. Studies of the extent to which the pension scheme is sustainable in presence of such shocks and of the effects on the different segments of population can benefit from the availability of survey data. To give an example, simulation analyses such as the one on the Dutch pension system by Kakes and Broeders (2006) or of the demographic development in Italy by Ando and Nicoletti-Altimari (2004) can provide more reliable results if they incorporate information on household heterogeneity. Ando and Nicoletti-Altimari, for instance, apply the Italian SHIW data to a demographic model, and run a number of simulations to study the evolution of aggregate income, savings and asset accumulation in the future. 
3. Central banks and wealth surveys

It would be difficult to list all existing surveys of wealth; we will concentrate on some that have served as the source of information for the Eurosystem in its current plans for a euro area survey (described in section 4).
3.1 Household wealth surveys in selected countries
In 1962 the Federal Reserve Board undertook the Survey of Financial Characteristics of Consumers, a wealth survey similar in the broad outline to what is currently the Survey of Consumer Finances (Kennickell 2000), but it was not until 1983 that the Federal Reserve launched the modern version of the SCF, to be followed thereafter every three years. The SCF covers a very broad range of topics; in addition to wealth and income, there are large sections on payment habits and financial attitudes (useful for the study of bank regulation as well as saving behaviour and deposit insurance). The dual nature of the sample, with an area probability sample and a list sample drawn on the basis of income tax, ensures that the sample overrepresents the wealthier households, which allows more precise estimates of wealth and wealth related questions. The SCF however has had no panel component since 1989.
The Survey of Household Income and Wealth (SHIW) has been carried out by the Bank of Italy since 1965, every two years since 1984. The last published wave is 2006. The questionnaire has a permanent component with core information on income, wealth, savings, payments and demographic data, as well as irregular or one-off sections (recent examples have included capital gains, inheritance, risk aversion, tax evasion, retirement expectations, etc.). The SHIW has been extensively used, both in academic circles and inside the Bank of Italy. There is no oversampling of the wealthy, but SHIW has a panel component.
The Banco de España launched the EFF (Encuesta Financiera de las Familias) a wealth survey in 2002 (Bover 2004), which was followed by a second wave in 2005. The EFF is the only statistical source in Spain allowing the linking of incomes, assets, debt and consumption. The SCF served as a model for the EFF; however, in contrast to the SCF, the asset categorisation is less detailed, and extended households are taken into account by collecting information on all members of the household. More consumption questions are asked than in the SCF (non-durable expenditure). The EFF has both a panel component and oversampling of the wealthy based on wealth and income tax information.

The French national statistical institute, INSEE, has run a wealth survey, the Enquête Patrimoine, every six years since 1986 (Lollivier, 2004). The Enquête Patrimoine is a large survey (more than 10,000 households), and has a limited oversampling of households in wealthier municipalities. It has no information on consumption or savings, as these are covered in high detail in specific surveys, but has rich data on life histories (family and professional, inheritances and donations, income). The main purpose of this survey, from the first edition in 1986, is to measure household patrimony, first in financial assets, then in other asset types, and on debt, transgenerational transfers and business assets. In the recent wavew a paper questionnaire was left to the participating households to gather information on the behaviour towards risk and uncertainty of the future.
Other countries inside the euro area have run similar surveys. Ad-hoc surveys have been run in Austria (a 2004 Survey on Household Financial Wealth), Greece (in 2002 and 2005). Banco de Portugal cooperated with the Portuguese Statistical Institute on related surveys in 1994, 2000 and 2006. The Dutch National Bank has conducted since 1993 in cooperation with the University of Tilburg a wealth survey (DHS)

3.2 Central banks should be involved in running wealth survey

As will be described in the following section, household level data on wealth and consumption can considerably improve the analysis of issues relevant to monetary policy, financial stability or other central bank tasks. Thus wealth surveys are often run by central banks, as has been seen in the previous section,.

First, central banks have particular incentives. Their needs in terms of policy analysis are best served if their involvement in the survey is high. Furthermore many central banks have amassed substantial expertise in related areas (such as financial stability, monetary analysis, analysis of payment systems, national accounts). Running the survey in-house can thus generate significant positive externalities between the team in charge of the survey and other business areas. As a result, the survey can then be quickly adapted to serve optimally to policy-makers and to be useful for researchers who investigate the relevant issues. 
Participation in the design of the survey also ensures that particular features of the design are carefully understood and used to the best possible effect in applied research based on the data. Oversampling the wealthier households is not always easy, and necessitates close cooperation with, for example, the tax authorities. This is possible in part because the central bank can provide the credible and sustained comitment, as well as institutional setup, for the data collection. It is also possible because of the interest in estimating total wealth, as well as for assets only owned by small fractions of the population.
The survey must not necessarily be carried out within the central bank; as was shown before, successful surveys have also been run by national statistical institutes and research institutes. The involvment of central banks in all major stages of the design and implementation of the survey is nevertheless essential.
4. Preparing a euro area survey on household finances

In 2006, the European Central Bank began investigating the need for and feasibility of collecting survey data on household finance and consumption. An expert group comprising euro area central banks’ staff, some delegates from national statistical institutes, ECB representatives, one observer from Eurostat and three consultants (mostly economists with extensive survey experience) was set up. The first task was to document the need for such a survey – as shown in the previous sections – as well as to assess the adequacy of existing data.

4.1 Currently available data in the euro area are insufficient
As has been extensively described in the previous chapters, wealth surveys are currently run in only a few euro area countries and some only cover too few topics to adequately capture the relevant economic decisions of households. As such, it is not possible to construct the relevant indicators and estimate models for the entire euro area.
Furthermore, each survey is targeted for its specific national case, in terms of financial behaviour and institutional situation. Comparability is further hampered by the absence of common definitions. Initiatives like the Luxembourg Wealth Study to enhance ex-post data comparability in wealth surveys show that it is possible to construct cross-national comparable datasets; however ex-ante harmonization would be preferable. 

Finally, numerous examples have shown the possibility of cross-national surveys in Europe. To name a fairly recent example, the EU Statistics on Income and Living Conditions (EU-SILC) is available in all European Union countries andNorway and Iceland, and covers thoroughly households’ income. However EU-SILC does not cover the wealth (neither assets nor liabilities), and given the length of the SILC survey and the additional topics that would need to be covered for wealth and consumption measure, it is not possible to run the finance and consumption survey attached to SILC.
4.2 An initiative of the euro area central banks
Once the need for such a survey was documented, the Network of central banks began working on the feasibility, including the drafting of a common questionnaire and the options for the implementation of such a survey.
There are a number of constraints and requirements in the draft survey: constraints in the costs and in the already existing surveys that cannot change drastically, and requirements in terms of quality and comparability of the data across the euro area.

The main tenet is to ensure comparability, by specifying common features for all surveys. When there are differences in institutional structures affecting how the survey can be implemented, several options can be recommended, based on best survey practices. 
The common questionnaire, currently in pre-test in several countries, thus largely draws on wealth surveys already existing in some euro area countries and the U.S. Survey of Consumer Finances and tries to keep consistency with international statistical standards as well as with largely accepted cross-national surveys in Europe to the extent possible.
The substantial cross-country differences in the social set-up (e.g. household composition) and institutional framework as well as in the specificities of financial products and markets, pension schemes, etc. imply that obtaining comparable information sometimes requires asking somewhat different questions in each country.
 In virtually all cases, substantial subject-matter expertise will be required in each country to execute the survey in a way that is coherent with the output objectives. This also implies that country-specific questions may be added to the country questionnaires.

One specific workstream investigated the content matter of the survey: assets, liabilities, consumption, income, payment habits, intergenerational transfers, attitudes and expectations, pension plans, and employment were listed as interesting. However, the length of a survey covering in enough detail all these topics was found to be prohibitive in some euro area countries, even more so when the necessity of leaving enough space for country specific issues was included. The duration of the SCF was found to be too long in Europe; an average of one hour is the target for the HFCS, in line with the practice in Spain, for example. Bover (2004) reports that the median number of questions posed in the SCF is twice the amount in the EFF. There is however no good alternative to collecting the data; a minimum number of questions was therefore kept in all of the topics mentioned above, except payment habits. Although the survey is not yet finalized, the current version has thus concentrated on the issues of wealth: real assets, financial assets, loans and other liabilities, with significant sections on income and pension plans, as well as consumption and demographic background information.

The Network also looked into detail on the implementation issues of the survey, to diminish as much as possible the potential sources of incomparability, which can be problematic in cross-national surveys. The probabilistic sample is mandatory to ensure representativity of all private households. Oversampling of the wealthy was highlighted as a potentially costly feature, but its effect on the estimation of wealth (due both to the more efficient sampling and the better correction of non-response) was stressed as well. The difficulty may thus be more in the complexity of accessing data on wealth or income, which may vary depending on the country. Interviewing mode was also debated; CAPI (Computer aided personal interview) is recommended but CAWI (Computer aided web-based interview) has been successfully used in the Netherlands for the DNB Household Survey.

The blue-print questionnaire has been the subject of much attention. From the definition of the household – in line with Eurostat’s official definition – to the interviewer debriefing, extreme care was given that the questionnaire would be clear and effective. Since the survey collects a large number of euro amounts, a “euro loop” was designed with input from the SCF “dollar loop” to obtain range information in case the respondent was unable to provide point or range estimates. Some variables are collected for individual items in a class (for instance, properties other than the household main residence, loans). These loops can cause fatigue among the respondents. The questionnaire has been designed in a way that exiting out of these loops is possible, while ensuring that some total amount is collected, to be used later in the imputation.
Overall, a rather substantial package covering the proposed questionnaire, implementation recommendations and cost estimates has been prepared with the cooperation of national central banks and some national statistical institutes and research centers. The approval of the Governing Council of the Eurosystem of Central Banks will be requested in September 2008. 
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� 	This is consistent with the experience of other EU cross-national surveys such as the EU Statistics on Income and Living Conditions.
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