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Abstract

This paper compares figures on sdected assets and liahilities from the flow of funds
accounts (FFA) household sector with survey-based estimates from the 1989, 1992, 1995,
and 1998 Survey of Consumer Finances (SCF). Previous studies generdly did not fully
adjust the FFA and SCF measures to place them on a comparable basis. Thisandyss
addresses common misperceptions about the definitions of salected FFA household
sector's assets and liabilities and reconciles more fully the FFA and SCF wedlth
components. The results show that for aggregate assets, aggregate liabilities, and specific
wealth components, such as owner-occupied rea estate, consumer credit, and home
mortgage debt, the FFA and SCF estimates are quite close in 1989 and 1992 but move
gpart thereafter. Also, when placed on a comparable bas's, differences between the FFA
and SCF measures of savings deposits and publicly traded corporate shares were reduced
from those documented in previous studies but, nevertheless, still remain subgtantid.
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1. Introduction

Household wesdlth plays an important role in macroeconomic andyss. Most
models of consumption depend in part on awedth variable, and often the components of
the overal household balance sheet are examined to help explain aggregate spending
patterns. Thus, accurate measures of the assets and liabilities of the aggregate household
sector are critical for modd building or for descriptive information on economic
developments.

The most widely used source of aggregate datafor U.S. household balance sheetsis
the time series data from the Flow of Funds Accounts (FFA).> In the FFA, financid assets
and liabilities of the household sector are largely derived as residuals because reports on
the balance sheet activities of households are generdly not available, except
intermittently. In other words, the FFA gtarts with known economy wide totals for
individua transaction categories and then amounts reported to be held by other sectors are
deducted, leaving the household sector with the remainder. For most transaction
categories, such as home mortgage debt and time deposits, this method seems reasonable
because the household sector isthe largest holder. Y et uncertainty about the accuracy of
the assat and liability estimates in the FFA household sector remains and at times, the
FFA egtimates have been in question because of their residud nature.

This paper addresses some of these questions by comparing figures on selected
assets and liabilities from the FFA household sector with survey-based estimates from the
1989, 1992, 1995, and 1998 Surveys of Consumer Finances (SCF)-the most
comprehensive survey on household wedlth. Individua households are asked detailed
questions regarding the current status of their financial assets and ligbilities. Moreover, to
provide precise estimates of the highly skewed components of wedlth, the SCF
oversamples the highest income individuas and compensates for Satisticaly high
nonresponse rates among wedthy families by using data from tax files to adjust the
sampling weights in the population estimates (Kennickdl, McManus, and Woodburn,
1996).% This procedure minimizes the known biases found in wedth satistics derived
from other surveys, such asthe Survey of Income and Participation Program (SIPP), the
Pand Study of Income Dynamics, and the Consumer Expenditure Survey.
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Nevertheless, one cannot assume that the survey-based estimates yield the true
picture of household balance sheets. Aggregate point estimates of assets and liabilities
that are generated from micro pand studies of individua households are subject to error,
and neither the FFA nor the SCF estimates are a “true benchmark.” Instead, one should
view the differences between the SCF and FFA egtimates as a source of valuable
information on possible measurement errors in both sets of data

Population estimates of assets and liahilities from the SCF are obtained in two
deps. Firg, theindividua household responses to the financid questions are weighted by
the nonresponse-adjusted sampling weights.* Second, these weighted responses are
summed to form an aggregate estimate of households holdings of the asset or liability.
Throughout the rest of the paper, these weighted sums are referred to as the SCF
estimates. Standard errors of the SCF asset and liability estimate were caculated to gauge
the variability of the SCF estimates and, more important, to provide some Satitica
measure of the sgnificance of the difference between the FFA and SCF. Idedlly, onedso
would like to have standard errors on the FFA estimates. However, the complex structure
of the FFA, with dl sectors, in a sense, leading to the household sector, and the vast
disparate sources that are used as inputs—about 3500 data series are currently used to
compile the Flow of Funds Accounts-make calculating even the most smplitic sandard
error adaunting, if not impossible, task.

Other researchers have congtructed aggregate measures of selected assets and
ligbilities held by households from surveys and compared these estimates to those reported
inthe FFA. The study by Avery, Ellihausen, and Kennickell (1987) (heresfter AEK),
which examined estimates from the SCF and FFA for the years 1963 and 1983, was the
most comprehensive reconciliation and set the pattern for subsequent research. For
instance, Curtin, Juster, and Morgan (1989) dso constructed aggregate estimates from the
fourth wave of the SIPP and compare them to the figures reported in the FFA household
sector. Scholz (1994) updated the AEK study using the 1989 SCF, and Eller (1994)
compared aggregate estimates of households assets and liabilities from the 1988 and 1991
SIPP with figures reported in the FFA. However, these studies generdly did not fully
adjust the FFA and SCF measures to place them on a definitiondly equivdent bass.
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This anays's addresses some common misperceptions about the definitions of the
various components of the FFA household sector's assets and ligbilities. The paper dso
describes more fully the reconciliations between the SCF and FFA measures, provides a
detailed classfication of assets and liabilities, and offers some aternative explanations for
the discrepancies between the SCF and FFA household wealth components.

The results show that, for some asset and ligbility categories, the SCF and FFA
esimates are quite close in 1989 and 1992, but, generdly, move apart thereafter. Overal,
the two measures of tota liabilities match up better than those for total assets. The FFA
and SCF estimates of totd liabilities differ by 1.4 percent in 1989, 0.4 percent in 1992,
10.4 percent in 1995, and 4 percent in 1998. Much of the wider discrepancy between the
FFA and SCF liability estimatesin 1995 and 1998 owes to a significant difference
between the two measures of consumer credit. After nearly exact matchesin 1989 and
1992, the two measures diverged, particularly in 1995, with the FFA estimate of consumer
credit growing much faster than the SCF estimate. On the asset Sde, the differences
between the two measures of total assets are 2.1 percent in 1989, 7.2 percent in 1992, 9.3
percent in 1995, and 0.9 percent in 1998. For some asset categories, such as, mutua fund
shares, owner-occupied rea estate, and checkable deposits, the FFA and SCF estimates
arevery close in 1989 and 1992, but move apart in 1995 and 1998. For other assets, such
as saving deposits and corporate equity, considerable differences, although smdler than
those documented in previous studies, remain due to unresolved definitiona issues or

measurement error in ether data .

2. Assets of the Household Sector

Table 1 provides a detailed description of each asset category of the SCF and FFA
measures that can be put on adefinitiondly equivaent bass. Before one can compare the
SCF and FFA asset estimates, several adjustments to both measures are necessary. The
most crucid adjustments account for the broader inclusion of assetsin the FFA and the
different trestments of IRA/K eogh accounts and employer-sponsored private pension
assetsin the FFA and the SCF.
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The household asset estimates as reported in the FFA include assets of nonprofit
organizations, unit investment trugts, and investment management accounts, none of
which are reported in directly held assetsin the SCF.> These inditutiond assets account
for between 5-1/2 percent and 7-1/2 percent of the FFA household sector's total financial
assets over the 1989 to 1998 period. Failure to adjust for these asset holdings would result
in large discrepancies between the FFA and SCF estimates of several asset categories,
such as municipa securities, U.S. government securities, publicly traded equities, and
corporate bonds.® All of the adjustments made to the reported FFA asset figuresin order
to place them on a comparable basis with the SCF estimates gppear in appendix Table
A.l

In the SCF, IRA/K eogh assets are a separate transaction category, but in the FFA
they are contained in the asset category in which the household places them. For
example, an IRA/Keogh account in a certificate of deposit would be implicitly captured
within time and savings depositsin the FFA. Since IRA/K eogh time and savings deposts
cannot be separated from aggregate time and savings deposits in the FFA, for congstency
one must include those certificates of deposit in IRA/Keogh accounts in the SCF in the
SCF estimate of time and savings deposits. The SCF, however, does not give a specific
figure for IRA/Keogh accounts in certificates of depost or for any particular asset.

One mugt, therefore, make assumptions about the breakdown on the SCF
IRA/K eogh accounts into specific asset categories. My assumptionsin this regard are
based on the roles of financia intermediariesin the economy. In the SCF, responses about
IRA/K eogh accounts were distributed among time and savings deposits, money market
mutud funds, and mutua fund shares based on the type of financid inditution that the
respondent said held the account. | assume that IRA/K eogh accounts at depository
indtitutions are held in time depodits, those at brokerage firms are split between mutua
funds and money market mutua funds based on externd data from the Investment
Company Indtitute.

Estimates of private penson fund reserves aso are difficult to reconcile between
the FFA and the SCF. In the FFA, private pension assets include the current value of
invesmentsin defined benefit penson funds. In the SCF, the assets of defined benefit
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plans cannot be measured. Generaly, households know only their current benefits or the
formulafor their expected benefits a retirement, but these ligbilities are not indicative of
the current value of assets in the defined benefit penson fund. At best, only assetsin
defined contribution pension plans can be consstently compared. As shown in table 2,
line 15, the FFA and SCF defined contribution pension estimates are reasonably close,
except in the most recent 1998 survey year.” Also, as shown in table 3, the 1989, 1992,
and 1995 FFA edtimates are close to within one standard error of the corresponding SCF
eslimate.

2.1 Deposits

Tota depodgtsin the FFA are made up of checkable deposits and currency, time
and saving deposits, and money market mutual fund shares. The FFA provides a separate
estimate for each transaction category, and a comparable estimate for each deposit type
can be calculated from the SCF. As shown on tables 2 and 3, the FFA and SCF estimates
of checkable deposts (line 2) and money market mutua funds (line 4) arefairly close,
except for the most recent survey in 1998. The FFA estimates of money market mutud
funds are dmost within one standard error of the SCF estimates in 1989, 1992, and 1995.
Although the differences between the FFA and SCF estimates of checkable deposits are
somewhat larger when scaled by the SCF standard errors, which are quite tight, the FFA
estimates for 1989 and 1995 remain within a 95 percent confidence band centered on the
SCF edtimate.

The results for checking accounts reported here differ sgnificantly from those
obtained by AEK (1987) and Scholz (1994). Unfortunately, the sudies by AEK and
Scholz did not use definitiondly equivdent survey estimates of checking accountsin thelr
comparison with the FFA. The researchers mistakenly categorized money market deposit
accounts (MMDAS) as checking accounts in their population survey estimates, wheress, in
the FFA, MMDAs are included in time and savings deposits. Their results overstated the
survey estimates for checking accounts and understated the survey estimates for time and
savings depodits relative to the FFA estimates. To gain asense of the Size of thiserror,
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ScholZ' stotd for checking accounts from the 1989 SCF is $297 billion higher than the
SCF figure estimated in this analys's, which excludes MMDAs.

Nevertheless, even after shifting MMDAS into the SCF estimate of time and
savings depodts, the FFA estimates remained subgtantialy higher than the SCF figuresin
al four survey years (table 2, line 3) For 1998, the FFA reported that households held
$2.7 trillion in time and savings deposits, while the population estimate from the SCF
shows $1.9 trillion, a difference of $875 hillion, or 8-1/2 SCF standard errors. There are
gmilarly wide gaps between the two measures for the previous three survey years.

These results are not new, as other comparisons of the FFA and SCF have dso
been plagued by huge differences in the estimates for time and savings deposits. The
implication of the scde of these differences is that the gap is more than a definitiona
problem. Severa factors that likely contribute to the discrepancy are underreporting by
households, family owned businesses, persond trugts, and charitable organizations.
Nevertheless, no one factor seems to be able to account for the Sizable difference in the
estimates.

Curtin, Juster, and Morgan (1989) pointed out that discrepancies of this magnitude
in the FFA and SCF time and savings deposits are disturbing because one would expect
that households would be able to accurately report their savings depodts. Validation
studies have shown that households who participate in the survey and fully answer
guestions regarding balances on their time deposits, on average, are truthful, accurate
reporters.®  Problems arose, however, from participants who refused to answer the
question (nonreporters) and households that refused to take part in the survey dtogether
(nonrespondents). Nonreporters and nonrespondents had significantly higher time deposit
bal ances than reporters; on an unweighted bas's, balances were about 50 percent higher for
the former group than for the latter group.

Obvioudy, aggregate survey estimates will be adversdly affected if the imputation
methods used to fill in missing data for nonreporters or the overdl weights used to
caculate the population estimates do not account for nonreporting and nonrespondent
biases specific to time deposits. Although the SCF survey uses the most comprehensive
and sophisticated techniques to correct for nonresponse bias, some downward bias from
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nonreporters in the survey estimates for time and savings depoditsis still possible. About
[16] percent of respondents were nonreporters for time deposits. Nevertheless, any
potentia nonreporting error certainly could not account for an average $800 hillion
mismatch between the FFA and SCF estimates.

Curtin, Juster, and Morgan aso conjectured that the FFA figures for time and
savings deposits were less reliable than the SCF estimates mainly because they believed
that the FFA estimates could not be "disentangled” from the vaue of time and savings
deposits owned by closaly held businesses, such as S-type corporations and noncorporate
(mom and pop type) businesses. Unfortunately, a couple observations tend to disagree
with this explanation. First, FFA source datafor liquid assets held by domestic
nonfinancial business, which includes S-type corporations and noncorporate busi ness,
come from balance sheet information filed by firms with the Internd Revenue Service.
Also, separate work done by Samolyk (1996) using the 1989 Nationd Survey of Smdll
Business Finance showed that unincorporated businesses hold only about haf the time and
savings deposits that the FFA had previoudy attributed to them. Moreover, the average
$800 hillion gap between the FFA and SCF estimatesis larger than the total amount of
financid assets held by al unincorporated businesses and represents over 20 percent of
totd financid assets hed by al nonfinancia corporate busnesses. While thereisno
doubt some migreporting by closaly held businesses, it is difficult to imagine that it could
explain the considerable difference between the SCF and FFA estimates.

Two additiona factors contributing to the wide discrepancy may be asset holdings
of nonreporting nonprofit organizations and persond trudts that are administered by
nonbank fiduciariesin the FFA. Nonprofit organizations with less than $25,000 in annua
gross receipts, religious organizations and persond trusts administered by individuals
(lawyers, friends, or relatives) are not legdly required to report balance sheet information.
Asaresult, these assets remain in the FFA household sector. Although aggregate data on
smdler nonprofit and religious organizetions are not available, it islikely that their assets
are concentrated in deposits rather than riskier financial assets, such as corporate stocks or
bonds.® Asfor persond trusts administered by individuds, these types of trusts may hold
ahigher proportion of "safer" assets than their bank counterparts. Individua
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adminigrators may be less financidly sophisticated and, therefore, unwilling to take risks
given current fiduciary responsbility laws.

2.2 Credit Market Instruments

In the FFA, the outstanding amount of bonds are reported at face vaue net of
accumulated premiums or discounts to measure the actua amount of funds raised in credit
markets. Also, because many ingtitutional bond holders report the purchase price, more
commonly referred to as book vaue, of the security on their balance sheets, the recorded
liability and asset holdingsin the FFA are fairly consstent with each other. In order to
correspond to the FFA accounting method, households responses on the face vaue of
their bond holdings were aggregated from the SCF.

The FFA and SCF estimates of credit market instruments (line 5) match up quite
well in 1989, but much less so in the subsequent survey years. According to the FFA,
households held $932 billion in credit market instruments in 1989 which compared
favorably with the SCF estimate of $349 hillion (table 2, line 5). However, by 1992 the
two measures had diverged sgnificantly and they continued to remain far gpart in
1998-hy as much as nearly 9 SCF standard errors (table 3, line 5). The FFA measure
depicts strong accumulation of fixed income securities, especidly for government
securities and corporate bonds. However, the corresponding SCF measures do not show
the same pattern. Indeed, the 1998 SCF estimate of credit market insrumentsis below the
1989 SCF estimate.

Thereis no definitive explanation for the conflicting movement in the FFA and
SCF egtimates from 1989 to 1998, but it appears unusua in a period of bond debt
expangon that households would sl off their bond holdings. According to the nearly
fifty year hitory in the FFA, households have tended to supply funds directly to the credit
markets.’® From year-end 1989 to year-end 1998, aggregate bond-type borrowing by the
U.S. government, U.S. agencies, Sate and local governments, U.S. domestic corporations,
and foreign governments and corporations totaled nearly $6.1 trillion of which, according
to the FFA, the household sector adjusted for nonprofit organizations, unit investment
trusts, and investment management accounts purchased, on net, 7 percent. This proportion
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islow relative to the three year period, 1987 to 1989, in which the adjusted FFA
household sector purchased, on net, 22 percent of the increase in aggregate bond debt.

Also, separate data on U.S. Treasury securities purchased under the program
Treasury Direct indicates that households increased their purchases of U.S. Treasuries
from $45 hillion at the end of 1989 to $83 hillion at the end of 1998. Comparable SCF
estimates of U.S. Treasury securities are $137 billion for both 1989 and 1998. The
Treasury Direct figures generaly are considered the lower bound on household holdings
of U.S. Treasury securities.

Another contributing factor to the divergence in the FFA and SCF estimates from
1989 to 1998 may be the growth of hedge funds which, we believe, hold alarge amount of
fixed income securities, particularly corporate bonds and U.S. Treasury securities.
Because hedge funds are not required to file any documentation on their assets or asset
vaues, the flow of funds cannot separate these financia intermediaries from the
household sector. Therefore, hedge fund assets are contained within the FFA household
sector assets.

2.3 Mutual Fund Shares

The FFA and SCF egtimate of household holdings of long-term mutua fundsis
quite close for 1989 and 1992. For 1995 and 1998, the difference between the two
measures widens significantly. [Need to add more here about potential reasons for
widening.]

2.4 Corporate Equities
One common misperception found in previous FFA/SCF comparisonsiis that

corporate equity in the FFA contains only publicly traded stock (AEK, Scholz, and Curtin,
Juster and Morgan). The market value of corporate equity in the FFA includes both the
vaue of publicly traded shares, aswell as, an estimate of the market vaue of closdy held
corporate shares. Asaresult, previous research compared a narrow SCF definition to
broader FFA classification and concluded that the FFA figures for corporate equity were
inexplicably higher than the SCF estimates. In fact, when placed on a definitionaly
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consstent basis, the SCF estimates for total corporate equity are higher than the FFA
estimates (table2, line 11).**

The discrepancy between the totdsis duein large part to different va uations of
closely held shares (line 13). The SCF estimate of closaly held shares is congstently
higher than the FFA estimate by awide margin. Two factors may explain the large
difference in the FFA and SCF estimates of closely held shares. Firg, the FFA estimates
are based on federal edtate tax forms that separate publicly traded shares of corporate
equity and mutua funds from privately held corporate shares. Because beneficiaries of
edtates have an incentive to underreport the value of any inherited closdy held businesses,
the FFA figuresfor closdly held shares are likely to be downward biased.*? In fact, work
done by Johnson and Woodburn (1994) has shown that asset values based on estate tax
returns tend to be lower than those found in micro-pand surveys of households. Second,
figures from the SCF may have an upward bias because survey respondents may be more
likely to overdate the value of their busnessto theinterviewer. Generdly, they do not
redize the worth of the business until they actudly sdl it. The "true" figure for closdly
held sharesis probably somewhere between the SCF and FFA estimates.

Asfor publicly traded corporate equity (line 12), the reverse istrue: the FFA
figures are conggtently higher than the SCF estimates. While this measurement error
offsets some of the difference between the FFA and SCF closdly held estimates, | do not
believe that there exists a mismeasurement relaionship in the SCF between the estimates
of publicly traded and closely held corporate shares. In other words, the possibility that
SCF respondents mixed up their responses to the value of publicly stocks and corporate
busnessinterests seems remote. Questions regarding business interests are in a separate
section in the survey and do not resemble those for publicly traded stocks.

Rather, the accounting method used by the Department of Commerce for net
purchases of U.S. corporate stock by the rest of the world may be a contributing factor to
the discrepancy between the FFA and SCF estimates for publicly traded corporate stock.
If aforeign resident owns less than 10 percent of the equity of aU.S. corporation, the
Bdance of Payments (published by the Commerce Department) records thisinvestment as
foreign portfolio stock. However, if aforeign resdent owns 10 percent or more, this
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investment is recorded as foreign direct investment (FDI) in the United States. In the
FFA, only foreign portfolio stock isincluded in the rest of the world sector holdings of
corporate equity. Foreign direct investment is not included because not dl FDI isin the
form of U.S. corporate equity. The FFA is unable to gpportion total FDI into corporate
equity and other forms of financing. Therefore, the FFA household sector's holdings of
publicly traded corporate equity are likely overstated by the amount of FDI that is held by
the rest of the world in the form of publicly traded corporate shares. Foreign direct
investment totaled $450 hillion, $542 billion, $659 billion, and $897 hillion in 1989, 1992,
1995, and 1998 respectively, more than enough to bridge the difference between the FFA
and SCF estimates of publicly traded corporate equity.

2.5 Equity in Noncor por ate Business
In the FFA, equity in noncorporate businessesis derived using a balance sheet

gpproach; total assets less liabilities in the noncorporate sector equal equity in
noncorporate business. Included in the FFA noncorporate tangible asset figure isthe
vaue of one-to-four family rental properties; however, the corresponding mortgage debt
for these propertiesis not included.™

In the SCF, the estimate for the value of noncorporate businessis based on
responses to the question "How much is your family's share of this business worth; thet is,
how much could you sdll it for today?" To derive an esimate from the SCF that is
comparable to the FFA, responses on the vaue of business interests were sorted by form
of ownership to separate sole proprietorships, partnerships, limited partnerships, and other
noncorporate business arrangements from corporate enterprises. Also, the SCF estimate
of the vaue of one-to-four family rental properties ($1.0 trillion, $1.2 trillion, $1.1 trillion,
and $1.4 trillion in 1989, 1992, 1995, and 1998 respectively) was added to the value of
noncorporate business interests to obtain a comparable estimate of noncorporate business
equity from the SCF.

In contrast to the substantia differences between the FFA and SCF estimates of
closely held shares, the two measures of equity in unincorporated businessesis much
“closer” (table 2, line 14), and the FFA estimate tends to exceed the SCF estimate (table 3,
line 14). In 1992, the SCF and FFA estimates were nearly the same; the difference was a
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tiny $29 billion on abase of $3.1 trillion. In the other survey years, the difference was
much larger, maxing at $518 hillion in 1995. However, the accompanying SCF standard
errors for noncorporate equity are large, and the biggest difference is 1.9 stlandard errors,
within a 95 percent confidence band on the SCF estimate.

2.6 Owner-Occupied Housing

On the aggregate balance sheet, the value of owner-occupied housing contributes
the biggest share to household wedlth, and often, individua households view the vaue of
their home as an indication of ther financid well-being. The vaue of owner-occupied
red estate and changesin the vaue of owner-occupied red estate can have a significant
effect on households spending and saving decisions. Thus, accurate measurement of
house va ues becomes paramount in analyzing feedback effects from changesin
household balance shests.

Inthe FFA, specid effort is made to congtruct areliable measure of the market
vaue of owner-occupied real estate. Owner-occupied real estate in the FFA consists of
the vaue of single-family properties, condominiums, cooperdtives, vacant homesfor sale,
and vacant land. Benchmarks for these series are estimated every two years using data
from the biennid American Housing Survey (AHS). The vaues for the intervening years
are based on movements in the Office of Federd Housing Enterprise Oversight Exigting
Home Repeat Sales Index and net new investment in owner-occupied structures available
from the Bureau of Economic Analysis. Moreover, the FFA takes into congderation the
tendency for survey respondents in the AHS to overdtate the value of their home and
reduces the AHS estimate by 6 percent.**

The FFA and SCF measures of owner-occupied red estate match up well in 1989
and 1992, differing by only $132 hillion and $179 hillion, respectively on over a $6
trillion base (table 2 and table3, line 16), and the differences are within one SCF standard
error. In 1995, the FFA edtimate is about 1.5 standard errors above the SCF estimate.
However, in 1998, the SCF estimate is $538 hillion larger than the FFA estimate
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3. Liabilities of the Household Sector

To compare estimates of ligbilities of the household sector in the FFA with thosein
the SCF on a consstent basis requires severd adjustments to both datasets. Firgt,
ligbilities incurred by nonprofit indtitutions must be removed by diminating commercia
mortgages, trade credit, and tax-exempt debt from tota household ligbilities in the FFA.
Similarly, deferred and unpaid life insurance premiums were aso deducted from the
reported FFA total because the SCF does not inquire about thisinformation. Lastly,
athough the SCF contains information on the amount of multi-family, farm and
commercid mortgage debt held by households, none of thistype of debt isincluded in the
SCF figures reported below. The reason is that households are not considered a direct
debtor for these types of mortgagesin the FFA.*®

3.1 Home Mortgages
Edtimates of mortgage debt on one-to-four family residences, the largest

component of household debit, is the most difficult to reconcile. Careful grouping of the
SCF responses on home loans is required to produce an estimate cons stent with the FFA
(seetable 4 for pecific details).

The definition of home mortgage debt in the SCF used in this paper is broader than
that calculated in previous studies. For example, the AEK study does not gppear to have
included mortgage debt on one-to-four family rental properties and business |oans secured
by the owner's principa residence. Rather, the estimate of home mortgage debt in AEK
was defined as "principa outstanding on mortgages againgt principa and secondary
residences and other small residentia properties.” Investment properties would not
qudify as resdencesin this definition, and it is unclear whether they would have been
included in other small residentia properties. The omission of these two sources of
mortgage debt may explain why AEK's SCF estimate of home mortgage debt for 1983
was sgnificantly lower than the FFA estimate.

In contragt, if adjusted for definitiond differences, the SCF and FFA estimates of
home mortgage debt are fairly close, dthough they do move gpart a bit in 1995 and 1998,
but still remain to within close to one SCF standard error. (tables 5 and 6).
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3.2 Consumer Credit

Consumer credit is the second largest category of household debt. Again, the SCF
responses must be grouped carefully to correspond to the definition of consumer credit in
the FFA (table 4). SCF responses on car loans, credit card debt and charges, student
loans, and persona loans for furniture, education, mobile homes, professond expenses,
and other items were summed to obtain an estimate of consumer credit from the SCF. In
addition, the remaining one-half of business |oans secured by persona assets was added to
the SCF consumer credit total. This business debt islikely to take the form of a persona
loan from abank or afinance company or reflect persond credit card usage for investment
inthe business. Such debt would be included in the consumer credit total reported in the
FFA.

One adjustment to the FFA consumer credit figures is necessary to achieve
comparability between the SCF and the FFA estimates. Student loans transferred to the
Student Loan Marketing Association (SLMA), and student loans extended directly by the
federa government must be added to the FFA consumer credit figures.*® Respondentsin
the SCF report total student loan debt and generdly would not know or remember if those
loans were funded by the federd government, or sold to SLMA by their financid
indtitution.

As shown in tables 5 and 6, the two measures of total consumer credit are
extremely close for both 1989 and 1992. But, as with the home mortgage debt, they
move quite a bit gpart in 1995 with the FFA estimate over $200 billion higher than the
SCF edtimate. The gap narrows a bit in 1998 with the FFA estimate about 1.9 standard
errors higher than the SCF estimate.

4., Summary

Although previous researchers have compared FFA and SCF estimates, often the
egtimates were not on the same definitiona basis. For example, FFA estimates of total
corporate equity include shares of closely held corporations. Previous research had
counted only the value of publicly traded shares and determined that the FFA estimates
were inexplicably higher than the SCF estimates. However, when the value of closdly
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held sharesis added to the SCF estimate of corporate equity, the SCF estimates are, in
fact, higher than the FFA estimates.

After careful adjusments for conceptua and definitiona differencesin the FFA
and SCF transaction categories, | find that the FFA and SCF estimates for tota ligbilities
and total assets are extremely closein 1989. Indeed, the 1989 FFA estimates of home
mortgage debt, consumer credit, U.S. government securities, corporate and foreign bonds,
municipa securities, mutua fund shares, publicly traded corporate equity, money market
mutua funds, equity in noncorporate business, and owner-occupied red estate are dl
within one standard error of the SCF estimates. The match up between the FFA and SCF
estimates becomes progressively worse for the remaining survey years. By 1998, only the
FFA egtimates of home mortgage debt, municipal securities, and equity in noncorporate
business are within one standard error of the SCF estimates.

The main trouble between the SCF and FFA edtimates primarily liesin the
congstent and puzzling offsetting differences between the SCF and FFA estimates for
time and saving deposits and the vaue of closely held corporate equity. The FFA shows
higher time and saving deposits than the SCF, while the SCF shows higher closdy held
corporate equity. Future work in the SCF and the FFA would be to investigate better

measurements for these two transaction categories.



Footnotes

1. TheZ.1 release of the Flow of Funds Accounts, Flows and Outstandings is published
by the Board of Governors of the Federd Reserve approximately 75 days after the end of

the quarter.
2. Curtin, Juster, and Morgan (1989), and Eller (1994).

3. The SCF sdlects households according to two sampling strategies. The mgority of
households are chosen via a sandard multistage area-probability sample from among the
continental United States. The remaining househol ds were chosen from a sample of
federa income tax returns using an agorithm to select a stratified sample overrepresenting
households more likely to be wedthy (Kennickell and Woodburn, 1993).

4. For adescription of the weighting design for the SCF see Herringa, Conner, and
Woodburn (1994); Kennickell and Woodburn (1992); and Kennickell, McManus, and
Woodburn (1995).

5. The SCF inquires about the vaue of unit investment trusts and managed accounts,
however, the questions concerning the financial asset composition are broad. Rather than
apply another layer of assumptions on the SCF estimates, | adjusted the FFA assets for
these type of investments.

6. The AEK study aso adjusted the FFA household sector estimates for the financial asset
holdings of nonprofit organizations, however, source data for nonprofit organizations asset
holdings are nonexistent for 1963 and very limited for 1983.

7. The SCF inquires about defined-contribution pension assets, thrift savings, 401(k),
profit sharing and stock purchase plans, and supplementa retirement accounts,
specificdly excluding IRA/Keogh accounts in these questions.

8. Ferber (1965, 1966a, 1966b), Ferber, Forsythe, Guthrie, and Maynes (1969), Mandell
and Lundsten (1978), and Maynes (1965). Unfortunately, these vaidation studies are quite
dated, and dtricter privacy and confidentidity barriers erected in the past few decades have
made this type of research very difficult, if not impossible, to update.

9. While not remotely consdered evidence, the limited number of balance sheet
statements of churchesthat | have seen showed nearly 100 percent of assets in deposits,
mainly time and savings deposits.

10. Bond debt is defined as the outstanding amount of U.S. Treasury securities, U.S.

agency securities, municipa securities, corporate bonds, and U.S. residents holdings of
foreign bonds.

11. The SCF esimate thet is definitiondly equivdent to the FFA is the sum of the vaue
of publicly traded stock--the SCF question specificaly asks respondents to exclude any
shares held through mutua funds, pension accounts, trusts, or in businessto avoid double
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counting--and the sales vaue of privately held subchapter S corporation and other
corporate businesses of which the household owns an interest.

12. However, some beneficiaries may overvaue the sharesin order to establish a high tax
bass to minimize future cagpitd gains taxes.

13. The source data for tangible assets of the noncorporate sector are from the Bureau of
Economic Analyss and include the value of rental property. The source datafor the
mortgage debt of the noncorporate sector come from the interna revenue Service and do
not include mortgage debt on the one-to-four family renta properties owned by
households.

14. Using the AHS, Goodman and Ittner (1992) find that the average home owner
overestimates the vaue of his’her house by 6 percent.

15. However, theliahilities of noncorporate business, which includes these types of debt
affect the household sector balance sheet through the transaction category, "equity in
unincorporated business.”

16. Consumer credit in the FFA includes only student loans kept on the books of financia
ingtitutions or those loans held indirectly by depositories via asset-backed security
obligetions.
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