Household production and income: some preliminary issues

by Luisdla Goldschmidt-Clermont*

1. Introduction

The 19th century industrid revolutionand the spreading of mass production in severa aress of
the economy induced economidgts to assume that household production for own consumption was
doomed to disappear under the impact of economic development. Since the 1920s, attempts were
made in severd countriesto determine the economic sgnificance of this production by assessing the
amount of labour it absorbs anditsimputed monetary vaue (For areview, see Goldschmidt-Clermont,
1982 and 1987a). The corresponding research developed mostly in academic circles and in a few
nationa gatistica offices: more and more precise measurements of |abour became available through
time-useresearchwhilemonetary va uations devel opedinthe context of national accounting. Theresults
came as a surprise: even in countries considered as having reached the highest levels of economic
development, households unpaid labour and product condtitute a large share of the economy. In the
face of these results, researchersinvolved inthe microanaysis of household income are now wondering
whether the vaue of the goods and services generated by householdsfor their own consumption should
be accounted for at the micro level and, if so, how to proceed.

Thepresent paper ams at contributing, for researchers on household income accounting, some
of the experience acquired in the context of nationad accounting on the monetary vauation of
households non-market production. No attempt is made in this paper a anadysing different concepts
of household income.

Household production: definitions

In 1934, Margaret Reid gave a formd definition of what, in the early days of nationa
accounting, was named "housewives services'

"Household production consists of those unpaid activitieswhich arecarried on, by and

for the members, which activities might be replaced by market goods or paid services,

if circumstances such asincome, market conditionsand personal inclinations permit the

service being del egated to someone outside the household group” (Reid, 1934, p.11).

The SNA (System of Nationa Accounts, 1993) devotes severd paragraphs to the activities
covered by Reid's definition:

- under the heading the General Production Boundary, one reads:
"Economic production may be defined asan activity ... that usesinputsof labour, capital,
and goods and services to produce outputs of goodsor services (para. 6.15) ... activities

1Consultant, Bureau of Statistics, ILO, Geneva.
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such as washing [i.e. laundering], preparing meals, caring for children, the sick or aged
... fall within the general production boundary” (para. 6.16);

- under the heading the Production Boundary in the System, one reads.
“The production boundary in the System [i.e. SNA system] is more restricted than the
general productionboundary. For reasonsexplained bel ow, productionaccountsarenot
compiled for household activities that produce domestic or personal services for own
final consumption within thesamehousehold, except for services produced by employing
paid domestic staff. Otherwise, the production boundary inthe System isthe sameasthe
more general one given in the previous section” (para. 6.17).

Asareault, dl goods produced by households for own consumption should be included inthe
central framework of nationa accountswhile servicesshould not. SNA judtifiesthis position by the need
to mantain the gability of the time series and by the need to preserve some of the purposes (mostly
andyss of markets, of inflation or deflation, etc.) served so far by nationa accounting whichwould be
hindered by the incluson of the large sector of household services (paras. 1.21 and 6.19 to 6.29).
Further reasons, related to the SNA concept of income, are given:

... indugon in the System of "the production of domestic and personal services for

consumption within the same household, isnot simply a matter of estimating monetary

values for the outputs. If values are assigned to the outputs, values have also to be
assigned to the incomes generated by their production and to the consumption of the

output”...(para. 1.21)

... "Imputed values havea different economic significance from monetary values...if the

incomeswereto beavailablein cash, the resulting expenditures might bequitedifferent.

... If choice were offered paid employment would likely be preferred because of the

greater range of consumption possibilitiesit affords.” ...(para. 6.21)?

Economists accounting for household productionhave to resort to monetary vauesasthey do
for market production. Monetary vaues (of market production and of non-market production) are
definitdy not an entirdy satisfactory measure of vaue-to-consumer. However until better tools are
devised, monetary values, observed or imputed, are the only tool avallable for setting up aggregate
measures of an economy which, to the vast mgority of people, offersvery limited opportunities (if any)
for choosing between paid employment and production for own consumption.

We commented a some length elsewhere on the System Production Boundary
(Goldschmidt-Clermont, 1996). Inshort, the theoretical distinction between goods and services(which
SNA applies only to household production), is weak: for instance, 1993 SNA classfies med
preparation as production of a service, while carrying water is cdassfied as production of goods; the
opposite might well be argued. Above dl, the distinctionis not operationd in the context of households

*This concern for the economic significance of imputed values gppearsin the SNA only in
the context of domestic and personal services produced for own consumption, and not of the
production of housing services by owner-occupied dwellings, the imputed value of which isincluded
in the centrd framework.
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productive activities: according to SNA, meal preparationis production of a service because the meal
will be consumed immediady; however if part of the same food is frozenfor storage, doesit become
production of goods? Food processing (an activity included within the SNA boundary) is Situated on
acontinuum of which the last stageis fina cooking before med consumption; to draw a divideonthis
continuum is atifica, particularly in economies where subs stence agriculture isamgor factor. The
digtinction thus turns out to be amost unapplicable in field work and household produced goods are
mogt likely to remain unaccounted for in the centra framework.

Accounting for household productioncan best be achieved, not in the centra framework, but
rather in asatdlite account linked to the centra framework (Goldschmidt-Clermont, 1987; System of
Nationa Accounts, 1993, Chapter XXI): the satdlite uses the same accounting methods as the central
framework and borrows datafromit asneeded. Meanwhilethe satellite leaves undisturbed the central
framework which continues to fulfill its traditiona functions for the market sectors of the economy.

We favour an approach in which the satellite draws a complete picture of al non-market
production of households (goods and services) by borrowing non-market items included within the
System boundary (e.g. water carrying) and supplementing them with data not included in the centra
framework (e.g. maintenance and smal repairs of dwelling and equipment). If, for some purpose,
aggregation of market and non-market production is required, double counting can be avoided by
diminating the corresponding categories. For instance, if the purpose is to compare the respective
shares of market productionand of non-market household production, researchersmay eiminate, from
central framework aggregates, items of household production which have been borrowed by the
satellite account.

Attention might be drawn here to a few minor distinctions. Household production can be
market-oriented (e.g.sold or formdly exchanged inthe market) or non-market (e.g. consumed without
undergoing a market transaction); the object of this paper is non-market household production. The
terms"for own fina consumption” or "own-account production” (which are often used in this context)
should be understood broadly: the definition extends to production by households for the benefit of
related households, ether specific (e.g. provision of inter-generationa assstance) or generd (eg.
provison of unpaid community services).

"Extended" is used for qudifying economic concepts that include estimates for non-market
household production of services: extended product, extended income, extended consumption, €tc.;
they correspond to the Genera Production Boundary.

| dentification of household production activities

Market production activities are easly identified because they give riseto market transactions.
the corresponding labour inputs are remunerated and the product is sold. Non-market productive
activitiesare, by definition, non-transacted: labour is unpaid and the product is not sold. However not
dl unpaid household activities are productive in an economic sense. In order to diinguish between
productive and non-productive unpad activities, the SNA paraphrases Margaret Reid's criterion,



currently caled the "third person criterion”:

"It isalso possiblefor a unit to produce a service for itsown consumption provided that
thetypeof activityissuch that it could have been carried out by another unit”(para. 6.9).

It isimportant to note herethat the criterionis based on the "type of activity": to ligen to music
is typicaly a non-productive activity; no one se can carry out this activity for me. It may generate
persond satisfaction (utility), but no one else can generate this utility for me. In the same way,
self-educationaso isa non-productive activity: | amthe only one who can storeknowledgeinmy brain.
Sdlf-educationmay have repercussons. persond, socia or economic (onearnings for ingtance): itisan
investment in humean capitd as are invesments in hedth; it is not production. This gpproach, athough
dtill debated by some, isin line with the SNA (paras.1.52 and 1.53).

Alsoworthwhile noting: the criterion is not that anequivdent activity be available for pay inthe
market; market circumstances vary from one society to another because of economic, politica or
culturd factors. For instance, insome societiesit issocidly ingppropriate to delegate to a paid outsider
the care of anill household member; ill, economicaly speaking, the type of activity is such that it can
be carried out by some one ese.

Categorization of household production activities

The categorization of household productionactivitiesreiesmosly onthe experience gained in
time-use studies. Individuds activities and the corresponding amounts of time are recorded over a
determined period of time (usudly one to three days) by field observation (diary recording, telephone
interviews, participant observation, etc.). The data are collected by means of populationsurveys or by
an ethnographic gpproach, and are subsequently aggregated according to categorizations which vary
withthe purposes pursued and the social characteristics of the countries under consideration. - A large
number of time-use studies have been performed on dl continents; ther results are accessblein the
gpecidized literature. The Human Development Report 1995 (United Nations Devel opment
Programme, 1995, pp. 87-98) discussesafew of these studies oanning over 31 countries: 13industrid
countries, 9 developing countries and 9 countries in Eastern Europe and the Commonwedlth of
Independent States (CIS). We shdl limit oursalves to two examples, one study, under the auspices of
the United Nations International Research and Training Inditute for the Advancement of Women
(INSTRAW), mostly oriented towards developing countries and one project, under the auspices of
EUROSTAT.

INSTRAW issued in August 1994 a draft report entitled "Measuring and Vauing Unpaid
Contribution: Accounting through Time-use" (INSTRAW, 1994). Its preparatory work was used in
a study entitled "Vduation of Household Maintenance Work and the Satellite Account: Nepa™
(Acharya, 1995) performed by the Ingtitute for Integrated Deve opment Studies (11DS) inKahmandu,
under contract with INSTRAW. Household maintenance activities encountered in the sample
households are clasdfied in 17 categories. med preparation, cleaning of kitchen and dishes, fuel
collection, water collection, shopping, cleaning of house, laundering, mending and repair, child
education, child care, care of the dderly, care of thesick, sdf transport, persona devel opment, rdigious
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activities, socia services and other household work.

EUROSTAT contributes to the coordination of the preparatory work towards a harmonized
European Time Use Survey (ETUS), a concerted project including severa countries. Theactivity lig
isbeing tested in nationd pilot studiesfor itsapplicability ina satdlite account of household production
(Niemi and Paskkonen, 1999)3. It includes 14 broad categories. food preparation, household upkeep,
meking and care of textiles, gardening and pet care, [minor] congtruction and repairs, shopping and
sarvices, household management, child care, adult care, informa help to other households, forma
volunteer work, productive exercise and travel. Thisactivity list was used in astudy entitled " Proposal
for a Statdllite Account of Household Production” performed by Statistics Finland (Varjonenet d.,
1999).

2. Ordersof magnitude

Severd edtimates have been madefor ng the economic sgnificance of productionwhich
liesbetweenthe generd economic boundary and the SNA boundary. All these estimatesdeal withthe
volume of [abour inputs measured in time units, some go further and estimate the monetary vaues of
labour inputs and of household product. As illugraions, we shdl briefly summarize the results of
macro-economic estimates performed in Nepa and in a set of industrid countries, and one
micro-economic estimate performed in Indonesia. The vauation methods used in these studies differ;
they arediscussed in section 4.

Nepal

A survey was conducted as a methodological exercise to test the feagibility of direct vauation
at market prices (see section4 below). The survey was carried out ineight districts of Nepal (Acharya,
1995). Didricts were sdlected so as to capture urban and rurd areas and the geographica and
ecologicd varidions characterigic of the country; 276 households were surveyed. The data were
collected through focused interviews and the adminitrationof structured questionnaires. Asrepeatedly
stated by the author, the data are not representative of Nepa asawhole. Neverthel esskeeping inmind
this limitation, interesting indications come out of the results.

3The gpproach adopted in the EUROSTAT proposal isto include in the satellite account
only the productive activities which lie outsde the nationa accounts production boundary; the
satellite account is seen as a complementary tool registering only the production which goes
unregistered in the centrd framework. One difficulty with this gpproach is thet, dthough, in principle,
al goods produced by households for own consumption are to be recorded in the central
framework, in practice the corresponding data gathering will be very difficult to achieve in the
context of national accounting practices (and aso because of the non-operationa distinction
between goods and services discussed above). A non-negligible part of households productionis
likely to remain unrecorded.



Volume of labour inputs

Time-use data were available from an earlier nationa representative survey. Hours per
household per day (Acharya, 1995, table 3.6, p.31):

- med preparationisthe Sngle largest household productive activity, bothinurbanareas (5.74)

and in rural areas (6.09);

- deaning kitchenand dishesrequireinadditioninurban areas (1.14) and inrurd areas (1.45);

- fud collection and water collection require respectively in urban areas (0.37 and 0.30) and

inrura aress (1.46 and 0.77);

- cleaning house: urban areas (1.26) and rurd areas (0.87);

- child care: urban areas (1.40) and rurd areas (1.92);

- shopping: urban areas (0.67) and rura areas (0.68);

etc.

Value of production

In million Nepalese Rs. (table 5.4, p.48):

GDP 116.128
Additional non-market products (a) 51.802
Household maintenance (b) 314.295

(a) Goods for household consumption not recorded in GDP dthough according to SNA 1993 they
should be included.
(b) Servicesfor household consumption.

According to the figures obtained and keeping ther limitations in mind, the goods and services
produced for household consumptionand household maintenance represent avaluethreetimesaslarge
as GDP.

Thirteen indudtrid countries and Bulgaria

INn 1994, datawere supplied by fourteen countriesfor astudy supported by the UNDP Human
Deveopment Report Office: Audtrdia, Austria, Bulgaria Canada, Denmark, Finland, France, Germany,
Great Britain, |5rad, Itay, Netherlands, Norway and United States. The corresponding measurements
wereperformed between 1985 and 1992, that is before the 1993 revisonof the SNA; theclassification
of activities thus corresponds to the earlier SNA rules: household production of goodsisincluded in
non-SNA activities. The data originding in these sudies are discussed in detall in
Goldschmidt-Clermont and Pagnossin-Aligisakis, 1995 and 1999; they are here grosdy summarized.

Volume of labour inputs
The time-use sudies thus supplied yied the following orders of magnitude:

- in the fourteen countries, extended (i.e. SNA plus non-SNA) economic activities requireon
average, depending on the countries, between 6:00 and 7:40 hours per day, the remaningtime
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being devoted to non-economic activities,

- ineght countries, non-SNA activities absorb roughly asmuch labour time as SNA activities,
whileindl other countries but one, non-SNA activities absorb moretimethan SNA activities,
- indl countries but one, food preparation requires the largest share of non-SNA time.

Trend data, avalable only for three countries, show, during the 1960s, 1970s and 1980s, a
decrease in economic time of the total population and of each gender, atrend towards equalization of
each gender's contribution to economic time, a decrease in production time for traditiond household
goods and services with the exception of child care, and an increase in household management and
shopping time.

Table 1 presents estimates of the vaue of labour and of production. Although the reported
results provide us with orders of magnitude, they should not be compared cross-nationaly because of
differencesintime-usedata collection, inwage determination, inthe handling of intermediate and capital
consumption, in inclusiveness, etc.; these differences account for part of the range of vaues obtained.
(For details, see Goldschmidt-Clermont and Pagnossin-Aligisakis, 1995).

Value of non-SNA labour inputs

Monetary vauations of unpaid household labour were supplied by only afew countries, some
of them providing severa vauations. They dl imputed the market wage of polyvalent substitute
household wor kersto unpaid |abour. The resulting vauations are influenced by the structure of market
wages in the country under consideration and by the extent of incusiveness of the wages used (net
wages, gross wages or al labour costs).

Grosdy summarized, the vauations reported in the UNDP study yield the following orders of
magnitude for non-SNA labour, taking the nationa GDPs as measuring rods:
- with [abour costs, 45 = 10 percent of GDP;
- with grosswages, 39 = 6 percent of GDP,
- withnet wages, 26 = 5 percent of GDP.

Value of non-SNA product
Vduations of non-SNA product were performed at cost of inputs (see section4 below) usng
these imputed values for the unpaid labour factor; they yidd the following orders of magnitude:
- the threelower bound estimates (Denmark, Finland and Germany) obtained withtotal |abour
cogs are close to half the value of GDP.

Extended private consumption

Households extended private consumption consists of what they buy and consume without
further processing (e.g. an ice-cream cone) plus what they produce themsalves and consume directly.
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Table 1. Valueof labour and value of production in SNA and non-SNA activities
(percent of GDP)

Vdue of Labour Vaue of Production
Country SNA? Non-SNAP SNA®  Non-SNA¢
Survey net gross  labour net gross  labour
date wages wages cosis wages wages costs
Audrdia 51 72 100 86
1992¢
Denmark 56 219 37eh 100 43"
1987
Fnland 56 45 100 46
1990
France 33 36 100
1985
Germany 5 31 45 54 100 33 47 55
1992
Norway 38 100
1990
Bulgaria 85 100 47 71 84
1988™
Notes:

a Compensation of employees.

b. Imputed wages of substitute household workers (generdists).

c. GDP.

d. Grossvaue added at cost of inputs.

e. lronmonger, 1994. Population aged 15 +.

f. Population aged 16-74.

0. Mollgaard and Rormose, 1995.

h. Bonke, 1993.

i. Vihavainen, 1995 and Hamunen, 1994. Population aged 15 +.

J. Chadeau, 1992. Population aged 15 +.

k. Schaefer and Schwarz, 1994. Population aged 16 +; Old Lander only (i.e. former territory
of the Federad Republic of Germany).

|. Dahle and Kitterod, 1992. Population aged 16-79.

m. Zachariev, Todora, Tcsekova and Mantchevska, 1994. Population aged 0.1 year + (i.e. the
entire resdent population), thus a different population basis than in the other sudies; the
vaues of labour and production are affected by this difference (for detalls, see
Goldschmidt-Clermont and Pagnossin-Aligisakis, 1995).



Inthe SNA perspective, private consumptionis assumed to be households fina consumption.
However it includes goods and services which are used as intermediate inputs (e.g. vegetables) in
non-SNA production, and whichwill be transformed inthe find product to be consumed (e.g. asoup);
it aso includes durables some of which are used in production (e.g. refrigerators). SNA assumes dl
durables are consumed at the moment they are bought, while in the extended economic perspective,
productive durables are consumed gradudly over ther life time and are accounted for as input in
production.

In the extended production perspective, intermediate inputs and durablesused for production
are deducted from SNA private consumption. Inother words, inthe satdlliteaccount, avaue, provided
by the central framework, ismodified in order to be incorporated in the extended accounting system.
Thisnew vaueis cdled SNA modified private consumption.

Extended private consumption is the vaue obtained by adding up SNA modified private
consumption and households non-SNA product. The estimates provided by Finland, Germany and
Bulgariaindicate that

- non-SNA production contributes some 60 per cent of extended private consumption.

DatafromBulgaria’, if confirmed, appear to contradict the widespread belief that households
can compensate a loss in market consumption by increasing their non-market economic activity. A
possble explanatory hypothesis is that non-market production is partly dependent on market
production: for instance, if no pants are available, or if no money is avalable for buying pants,
households do not repaint their dwellings.

Sandardized extended private consumption

Extended consumption can be compared across countries, across time, across population
groups. Such comparisons can however be very mideading from the socio-economic point of view
because they do not account for differences in the amount of labour required for achieving the
consumption levels under consideration: a given consumption level reached with lower [abour inputs
may be considered more favourable from the human point of view, as less economic time means
availahility of more persond time. It is possible to overcome this problem by integrating the two data
sets: consumption levels and labour time. This can be achieved by standardising labour time (Kusnic
and DaVanzo,1980; see section4 below). The procedure consstsof hypothesising the same amount
of labour time for both entities to be compared (e.g. countries) and of calculating what consumption
would have been in each if labour time had been equal to the chosen standard. By gpplying this
procedure to extended labour and extended consumption, a vaue is obtained called standardized
extended private consumption. The procedure isillustrated with Bulgarian data.

“Specid gratitude is expressed to Jana llieva of the Bulgarian National Statistical Indtitute
and Mantchevska of the V. T. Bank in Sofiawho caculated the data as areply to a question
addressed to participants in the study.
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Table 2: Bulgaria 1971, 1977 and 1988 - Labour time and extended private consumption

Observed Standardized
extended ext. private extended ext. private
labour ime  consumption labour ime  consumption
per persor?  per capita’ per person per capita
(h:m/day) (U.S9)° (h:m/day) (U.S9)F
1971 8:40 2736 8:00 2516
1977 8:19 3198 8:00 3075
1988 7:.03 2137 8:00 2440
1971-1988 -18.6% - 22% - -3%
Notes:

a Niemi and Anachkova, 1992.

b. llievaand Mantchevska, 1994.

c. Vauesexpressed in U.S$ a estimated PPPs of the year under consideration:
1BGL=1.170 US$ (1971); 1.075 US$ (1977); 0.410 US$ (1988).

Table 2 shows that between 1971 and 1988, in Bulgaria, per capita extended private
consumptiondeclined by 22 percentage points while per capitaextended labour time declined by 18.6
percentage points. In the present study, extended labour was arbitrarily standardized at 8 hours per
personper day. The standardized dataindicate that the dedline in consumption is srongly related to the
dedine ineconomic time: if Bulgarians had worked the same amount of time in bothyears, the decline
in consumption would only have been of 3 percentage points.

The same procedure, applied to cross-nationa data or across socio-economic groups within
one country, would adlow meaningful comparisons permitting integrated gppraisds of levels of living.

Indonesa

Evers (1981) on the bas's of arandomsample of 1,083 householdsin East Jakarta, calculated
at current local market pricesthe vaue of productionfor own consumption: "agriculturd production il
carried oneveninthe completely urbanized areas of Jakarta, inamdl house plots, invegetable gardens
adong cands, railway lines and roads ...animals are kept, construction and maintenance of houses,
collection of firewood and water, processing of food, sewing of own clothes, health care, recreation
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and transport, and food transfersfromthe rural subs stence sector”. Taking consumption expenditures
as a measuring rod, he found that subsistence production contributed 18 per cent to the total
consumptionexpendituresof households; hdf the workers[inthe informal sector] had to add morethan
30 per cent in terms of subs stence production to their incomesin order to survive.

3. Socio-economic significance of household production

The macro-economic ordersof magnitude presented inthe preceding section show that not only
indevel oping countriesbut a so inindudtridized countries, househol ds productionof goodsand services
isof higheconomic sgnificanceand plays amgjor role inhousehold consumption. The micro-economic
dataprovided by Evers study inIndonesaillugtrate the strategic importance of subs stence production
for low-income households. All these data signd that households production is too large to be
neglected in income studies.

Transtemporal data provided from Bulgaria (Gol dschmidt-Clermont and Pagnossin-Aligisakis,
1999, table 3, pp.525-6) afford us a glimpse of the socio-economic implications of the distribution of
labour and of production between market-oriented activities and production for own consumption:
households non-market production is partly dependent on the market sectors of the economy;
the household on its own cannot entirdly compensate losses incurred in the market. Thisisonly a
glimpse of the vast unexplored domain of the interface between market-oriented and non-market
production. Several factors have an impact on the aptitude of households to produce for own
consumption and on the productivity of the corresponding activities; let us take just a few examples:
access to capita (e.g. land and equipment for food production), access to intermediate goods and
services, geographic and tempora availability of unpaid labour, environmenta characterigtics (e.g.
climate), etc. In other words, the more developed economicaly a society, the better it can support the
productivity of households non-market production. This is just one aspect of the vicious circle of

poverty.

Inversdly, market production is dependent on household production. The drategic
sgnificance of the latter is not reflected by its relative contribution to GDP. As described in an
excursion into socio-economic fiction we committed e sewhere (Goldschmidt-Clermont, 1992), the
entire functioning of the economy would be di srupted if those performing unpaid domestic serviceswere
suddenly put to deep by apowerful wizard. Others would have to take over the provisonof food and
of basic essentids for themselves, for children and for the handicapped; while they were performing
these domedtic services, crops would not be harvested, transportation services, mining, industrid
production and so on would be disrupted and less or no monetary income would flow into the
household for purchasing the goods and services the economy might still be able to produce.

One of the problems of economic development isto find how to move fromalow consumption
level in which household production plays an important role, to a higher consumption level while
avoiding confusion between actua advances and externdities such as excessve indudtrid and urban
concentration and their concomitant socia, economic and environmenta costs. Nowadays solutions
are sought in the monetary perspective of the market economy. We believe thisis a dead-end track
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fromwhich it is not possible to step out unless the role of household production and its interface with
the market sectors are acknowledged. The few avaladle data seem to indicate that household
productionwhichwas expected to gradudly dwindle out, isinfact hereto stay. Economic statisticsand
economic andys's should account for this fact.

At the household level, the two kinds of production are perceived as necessary and as
complementary. Market-oriented production gives access to monetary income which in turn gives
access to goods and services which cannot be produced by the household: clean water supply,
mechanica energy, advanced health services, formd education adapted to the labour market, technica
goods contributing to better housing, to medium range and longrange trangportation, to communication,
etc. Household production isin a better position than the market for providing personaized services.
basi ¢ educationintune withthe socia environment, personal care of adultsand of childrenintune with
socia norms and individud tastes, etc. I nadditionto these subjective qudifications, househol ds perceive
their own productive activitiesas away to save money, to forego expenses. The vast mgority of human
beings perceive their own time and labour as free resources as opposed to money, a scarce resource;
only above a certain leve of monetary income doesthe choi ce arise between purchasing and producing.
Economic development and increasing market penetration give rise to new desires for goods and
sarvices only avalable by means of money through the market, thus inducing households to pursue
certain traditiona production activities. Householdsare aware of the connection between market and
non-market economic activity. Households however do not vaue their production in monetary terms,
they gppreciate in quditative terms the goods and services they produce as a contribution in kind to
ther leve of living, not as an income.

Economistsconcerned withthe measurement of poverty need to find away for ngaleve
of consumption consisting of apples and pears which, dthough they cannot be added, are both fruit
contributing to quench human hunger. For lack of better solutions, economists are compelled to
trandate household production into monetary terms; extreme care must however be applied when
performing the exercise.

4. Valuation methods

This section discusses how the vauations are performed and what are the methodol ogical
requirements for establishing meaningful vauations in relation with extended income studies and with
policy formulation.

In nationa accounting, the value of a product is by convention equated to the price at whichit
is sold. In cases wherethe product isnot sold, thereis no price; the SNA then proposestwo valuation
dternatives. the preferred method is adirect vauation of output taking as a Sarting point the price at
which the product or part of it may be sold; the “ second choice’ method isavauation a cost of inputs
(System of National Accounts, 1993, para. 6.85). These two dternatives have been used for the
monetary vauation of household product. We shal first describethe second choice method asit isthe
most frequently used; we shadl then proceed with the preferred method.
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Valuation at cost of inputs

This procedure consigts of vauing the product at the sum of intermediate consumption,
compensation of employees, fixed capital consumption and taxes on production less subsidies. The
SNA recommends this procedure for collective services such as public administration, defence,
education and health services, etc. i.e. for goods and services which are supplied free or are sold at
priceswhichare not economicaly sgnificant, (Systemof Nationa Accounts, 1993, paras. 6.41f, 6.90
and 6.91).In these cases, the vaue of labour is the amount actudly paid to employees, no imputation
isrequired.

When this procedure is gpplied to household production, as labour isunpad it is necessary to
vaue the [abour factor a imputed wages. Severd kinds of wages have been used for thisimputation.
(For a methodologicd discussion, see Goldschmidt-Clermont, 1982). The vauetions of the thirteen
countries and Bulgaria, reported in table 1, were performed at cost of inputs. The wages used for the
imputation were those of polyvaent household employees (generalists), i.e. employees who can
perform, within the household premises, dl or most of the productive activities performed by unpad
household members.

This vauation method requires the availability of time-use satistics and of wage Satigtics.

Vauationat cost of inputs cannot cope withsmultaneous activities; this a serious drawback as
severa household activities are performed smultaneoudy, but only one can be accounted for inagiven
time period. This is a problem in particular with the activity "care of own children” which is mostly
occurring while performing other tasks and thus usudly remains unaccounted for.

Direct valuation at market prices

In nationd accounting, direct vauation at market prices is recommended as the preferred
method for goods and services produced for own find use and included withinthe System's production
boundary (eg. agriculturd product retained by farmers households for own consumption). We
therefore argue that it should aso be used for non-SNA production in the satellite account
(Goldschmidt-Clermont, 1993a and 1993b). The gross output value of hon-SNA production is
obtained by imputing the prices a which the household sdlIs part of itsoutput or, whenno part is sold,
the prices at whichthe household can buy an equivaent market product. The net output vaue may be
ca culated by subtracting household'sintermediateinputs and fixed capital consumption. Hourly returns
to labour (the actua vaue of unpaid labour) canbe computed by dividing net output vaue by hours of
work

This output-based vauation method requires the measurement in physical quantities of
household outputs: for instance, number and kinds of med's prepared, number of children taken care
of, kilograms of laundry washed, etc. Such data on the volume of household output are not reedily
available inmost countries; only once were they collected in a nationd representative survey covering
al household productive activities (Finland, 1980-86). They were aso collected in severa studies of
particular household activities (Chadeau and Fouquet, 1981; Goldschmidt-Clermont, 1983; Sanik and
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Stafford, 1983; Hill, Martha, 1985; Bivens and Volker, 1986; Chadeau and Roy, 1987 and 1989;
Fitzgerdd and Wicks, 1990; Dulaney et d., 1992; Fitzgerad, Swenson and Wicks, 1996).

Inorder to fadilitate the ground-breaking work required for the establishment of databaseson
the voume of household output, Goldschmidt-Clermont (1993b) proposed a shortcut which
congderably reduces the data collection burden in countries where time-use data are available. This
shortcut was successfully tested in an experimenta project supported by INSTRAW in Nepa
(Acharya, 1995). Later, a small research project, supported by the SwissNational Fund for Scentific
Research, was set up at the University of Geneva, Laboratory for Applied Economics; it aimed at
developing the missng methodological experience for dl household production activities
(Goldschmidt-Clermont, Pagnossin-Aligisakis and Samii-Etemad, 1996 and 1998). The formulation
of the Geneva quegtionnaire benefited from earlier studies which had measured outputs. One
unexpected result of the researchwasto find that households do not experience difficultiesinanswering
questions onthe volume of their production. Several vauation problems were solved, among which the
difficult ever returning problem of how to vaue child care. When the project came to an end dl
household productive activities had beenexplored: for many activities, satisfactory solutions had been
found while, for the remaining other activities but one, vauationmethods had beenidentified and were
ready for testing. The project could however not be pursued because of lack of funding.

One of the advantages of direct vauation isthet it steers clear of some subjective assessments.
as long as aproduct is generated, it is accounted for at its market price. Whether the unremunerated
producer enjoyedtheactivityisirre evant, whilewage-based va uations have to choose betweenvauing
the corresponding time aswork or as leisure (non-work). Another advantage of direct vauaionisthat
it can account for Smultaneous activities.

Discussion

Household production for own consumption is a non-market activity which is "more
non-market" than others: both thelabour factor and the product are untransacted. Asaresult, one vaue
hasto be borrowed fromthe market: either imputed wages for a vauation a cost of inputs, or imputed
product prices for adirect vauation of household outpui.

The popularity of vauation at cost of inputs sems from its rddive ease of application in
countries where detailed time-use statistics and wage-statistics are avail able. However imputed wages
do not reflect the actud returns accruing to the household for its productive activity; they only reflect
the chosen market vaue of labour: they are linked to market characteristics, anong others, to the
availability of low cost femae labour power.

We dhdl illudrate this statement withexamples from African and Asan sudies which provide
comparative data on market wages and on returns to labour for household production. (For easy
reference, see Goldschmidt-Clermont, 1987a, wherethe Asian studies quoted below are summarized
and reviewed ). To our knowledge, unfortunately no smilar comparisons were performed inindustria
countries.
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In Botswana, Mudler (1984) caculates margind labour productivity in rural households for
severa non-market activities and compares these returns to daly average wages. The magind
productivity of mde labour comesto 0.18 to 0.22 Pula per day; the margind productivity of femde
labour is dightly lower. Daily average wages vary, for men, between 1.26 and 1.50 Pula per day
depending on education levd; women's wages are 0.54 Pula per day. Commenting on her results,
Mudller offersthe following explanations: " Opportunitiesfor wage labour are quite limited in Botswana,
particularly for women and children. ....Autarchical modes of production imply that asset-poor
households often use family labour to a point where margind returns from work are very low ..."
(pp-335-336). "In Botswana, the margind productivity of work timein rurd self-employment isvery
low. People with smdl holdings of productive assets may be forced by their poverty to pursue some
work which adds only minimaly to income. They may aso dow ther work pace in accord with the
avalable time or in accord with their nutritiona status. The margind productivity of some time inputs
by children is close to zero (although average productivity is no doubt postive)” (p.357) These data
show that the use of market wages for vauing non-market work would be inappropriate as it would
overgate the value of non-market work.

Inthe Philippines, Cabanero (1978), onthe basis of arepresentative sample survey of 573 rura
households caculated households market wages and imputed "home" wages. She computed the
"home" wage by muitiplyingthe grossoutput vaue of home produced goods for household consumption
and for sde (farmtooals, furniture and fixtures, woodwork and woodcraft, repairs, home-sewn clothes,
embroideries, woven materids, food preparation, washing clothes for others) by the share of the
individud'stimein totd household time devoted to this production. (This "home" wagerateis utilized
in vauing dl home production including child care and housework). She finds that, in generd, home
wages are higher than market wages for al income classes, holding age constant. In other words,
imputation of market wages would inadequately estimate the value of household production,
undergating it.

In Indonesia and Nepal, Nag, White and Peet (1978 and 1980), carried out anthropol ogical
fidd invedtigations of relaively isolated villages, including 20 Javanese medium- and low-income
householdsand about 50 (106 for part of the year) Nepa ese intermediate caste (Thami) households,
observed during 18 to 22 months. They estimated the returns per hour of labour in different
market-oriented activities at prevaling prices and wages, for instance the returns per hour of |abour
were edimated for "preparation of food for sa€’, a market-oriented activity very smilar to the
subsistence activity "household food preparation”. Inthese villages, agriculturd wage labour brings the
grestest economic returns: in Java, the wage for ploughing (own animals) was 70-90 Rp./hour, for
harvesting, 16-20 Rp./hour while the returns on handicrafts varied from 1.5 to 3 Rp./hour, on animd
husbandry from 1 to 12 Rp./hour, on food preparation for sae from 2.5 to 6 Rp./hour. The same
conclusonmay thus be drawn from this sudy asfromthe preceding ones. imputationof market wages
would inadequatdly estimate the vaue of household production, in this case overgaing it.

InMaaysia, Kusic and DaVanzo (1980), studied a random sample of 1,064 urbanand rura
households. The purpose was to examine the distribution of four measures of household income of
increasing comprehensveness.

- market income (the sum of monetary receipts derived from forma market transactions),
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- total observableincome (incdudesinadditionin-kind income, transfer income, vaue of housing
sarvices and cottage industry income),

- total actua income | (includes in addition to tota observable income, the vaue of
housework),

- total actual income | (includes in addition to total actuad income I, the value of cooking and
caring for own children).

Household product (except cooking and child care) wasvaueddirectly at market prices. Ther
"results show that conclusons about the extent of income inequaity within Peninsular Maaysia or
among its ethnic subgroups are very sendtive to how broadly income isdefined. Asanillugration, one
measure -mean household market income- yields a conclusion that Chinese income is 177 per cent
higher thanMalay income, while another plausible measure -median urban per adult total actual income
- reduces this number to only 17 per cent.” (p.viii)

Kusnic and Da Vanzo observed that "The poor inMaaysia appear to attempt to compensate
for their rdaively low marketincome by producing many goods and servicesfor their own consumption
... But the poor tend to work relatively long hours at these household production activities and hence
forgo rdativey large amounts of potentia leisure consumption. Ignoring thisimplicit cost of household
production tends to bias estimates of the relative welfare position of the poor upward. Standardising
forleisure consumption causes cons derable changesin househol ds rankings inthe income distribution”
(pp-v-vi). The authors thus propose three dternative measures accounting for variaions in number of
hours worked (and hence of leisure consumption) by evauating the corresponding income measure at
acommon number of hoursfor dl adultsinthe sample. These new income composites are denoted as

- standardized observable income,

- dandardized actua income |

- standardized actud incomellI.

The studies just quoted use direct vauetion at market prices, so do many other studiesin
developing and in indudridized countries. Although it is widely recognized that, for accounting
purposes, this is the best procedure for vauing households production for own consumption, two
reasons are invoked for not goplying it sysematicaly in Western countries. The firgt is that no data
bases exig on the volume of households outputs; the second is that not much experience is available
yet as to how to proceed. Clearly, if every time the vauation of this production is undertaken, one
continues to use valuation at cost of inputs even though it produces unsatisfactory data, never will
experience be acquired nor will data bases be set up.

Conclusion

How do these different vauation methods meet the requirements for an enlargement of the
concept of income by associating to it the vaue of household production ?

Valuationsat cost of inputsshould beruled out for extended income studies. The above
discussion indicates that valuation at cost of inputs, because it is based on the multiplication of the
number of hours of unpaid work by awage, is ingppropriate for severd reasons.
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- it relies on two assumptions which are contradicted by fidd observations: firgt, that hours of
unpad work yidd the same returns as hours of market work and second, that dl hours of
unpaid work yied the same returns,

- market wages used for the imputation reflect factors related to the labour market which are
extraneous to household productivity;

- it leads to a paradox: inthar attempt to Smply survive, people tend to put in alarge number of
unpaid work hours yielding lower and lower returns, while withvauationat cost of inputs, the
more they work, the higher their product is vaued.

Direct valuationsat market pricesarethemost appropriatefor extended incomestudies.
Although prices dso reflect market factors, they correspond to what the household perceives as a
forgone expense. The more people produce for their own consumption, the morethey save ther scarce
monetary resources for purchasing items they cannot produce themselves. Data on the volume of
household product are collected at the household leve, as are data on household monetary income:;
from the point of view of data collection, the method is thus particularly adapted to its
application to income studies.

5. Reating household income and product

This section presents a few suggestions about the feashility of associating the vaue of
household production for own consumption to the traditiona components of household income. The
objective of the exercise is to gragp more comprehengvely the total amount of goods and services
available to the population, their vaue and ther distribution between different population groups. In
particular thiswould permit to refine the definition of poverty levels used in the formulation of poverty
dleviation policies.

The macro-economic orders of magnitude and the micro-economic vauaions presented inthe
present report illustrate afact: inindustridized economiesaswel asindeve oping economies, household
production for own consumption constitutes a sizegble fraction of households consumption. In order
to assessthelevd of living of a household, it is thus necessary to account for the goods and services
it produces and consumes directly; their distribution in the population may be quite different from the
distribution of the traditional components and their inclusion when accounting for income may modify
the ranking of population groupsin relation to poverty.

Household produced goods and services do not fal as mannaout of ablue sky: they require
access to means of productionand investmentsof work (time which can be measured, physica energy
and expertise which cannot be measured). These factors must be accounted for when associating the
vaue of household product to household income, in particular when comparing different populations.
Time-use data are a precious tool for ng not only the amount of extended work (market work
plus unremunerated household work), but aso the amount of time available for persona activities
(physical recuperation, education, leisure, socid activities, etc.) whichare dementsof the leve of living.

Although embedded within the "generd economic boundary”, household productionoperates
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under circumstances differing partly fromthose governing market production. In particular, household
production affords more flexibility in the use of productive resources, mosily of labour. On the other
hand, household production affords little flexibility at the consumption level because it is not tradable:
the vaue of home laundering cannot be traded for a bus ticket, nor can it be used for paying taxes. In
other words, the imputed vaue of the goods and servicesconsumed by the producing household should
not be flatly added to its monetary income in order to compute an extended income.

For households, the link between monetary income and their own production lies at the
consumption leve: both contribute to consumption. Households balance consumption from the two
sources according to the available possihilities, to their needs and to their aspirations.

For theintegration of the vaue of household production and of traditiona income concepts,
our suggestion is to focus not onincome but on consumption. Section 2 illudtrates, with examples from
three countries, how the integration can be achieved, in nationa accounting, between data on market
production recorded in the conventional nationa accounts and measures of household production
assembled in a satdllite productionaccount. Thisintegration occurs at the consumption level by means
of an innovative concept ("SNA modified private consumption™) which fadlitates the association of
market and non-market product, while presenting them in two separate accounts.

In a Imilar way, at the micro-economic levd, it should be possble to present the vaue of
household production and to analyse it in a satellite consumption account next to the traditiona
income components, after deduction of intermediate consumption and capital consumption
expenditures.

The methodology of direct vauationat market prices, aready used inearlier sudiesmentioned
insection4, should be pursued and developed in particular dong the lines drawn inthe Nepal ese study
(Acharya, 1995) and the University of Geneva study (Gol dschmidt-Clermont, Pagnossin-Aligisskisand
Samii-Etemad, 1996). Data collection (natureand volume of household product, amount of labour time
invested in production), which requires to be performed at the household levd, is Smilar to data
collectionon household income. The price of equivaent market products and the cost of intermediate
inputs (goods and capital consumedinthe production process) may in some countries be available from
datistica sources, where not available, the data may be collected from local informants.

Goods and services produced by households should be included inthe consumptionaccount.
The distinction between goods and services proposed by the SNA should be disregarded.

Hourly returns to unpaid labour, extended consumption and standardized extended
consumption are powerful indicators for the objectives pursued.
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