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FOREWORD

The Assessng the Impact of Microenterprises (AIMS) Project seeks to gain a bette
understanding of the processes by which microenterprise programs strengten businesses and improve
the welfare of microentrepreneurs and theirhouseholds. In addition, it focuses on strengthening the
ability of the U. S. Agency for International Development (USAID) and its partners to measure the
results of thelr microenterprise programs. The project's core agendaincludes desk studies, focused
field research, three major impact assessments, and the development and testing of tools for use by
private voluntary organizations and non-governmental organizations to track the impacts of thei
microenterprise programs. Further information about this USAID-funded prect and its publications
is available on the AIM S home page (http:\\www.mip.org).

This paper is one in a series of desk studies that addresses specific substantive ad
methodological issues. The studies are intended to inform the design and implementation of ta
focused field research, the three core impact assessments andhe tools. Each core impact assessment
will focus on a specific microenterprise program. Information will be obtained from progna
participants and a comparable group ofnon-participants in two main rounds of data collection, with
atwo year intaval between the rounds. Complementary information will be gathered in qualitative
interviewsand from secondary sources. While this paper furthers the agenda of the AIM S Project,
it is also intended to be of interest to others seeking to understand and document the impactsfo
microenterprise programs.

Carolyn Barnes
AIMS Project Director
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EXECUTIVE SUMMARY

ThisUSAID supported study presents a review of selected method$or measuring income
at both the level of the microenterprise and the household that can potentially be used to assess the
impact of microenterprise services. The background study served as an input to a process b
determining whether and how income should be included as an impact category in the core fie
impact assessments of the Assessing the Inpact of Microenterprise Services (AIMS) Project. It was
prepared as a resource for amoderated discussion of experts who participated in a virtual meeting
viathe Internet to discuss the options and male recommendations on how income should be handled
in the AIMS core impact assessments. The background paper is based on a review of selectk
literature on measurement of income at the microenterprise and household levels, primarily in th
developing country conext. Alternative measures of household wealth and economic well-being to
income are dso dscussed. Each approach is reviewed in terms of mgjor strengths and weaknesses,
including accuracy and reliability of data that can be collected, cost and practical feasibility b
implementing the method, andusefulness for assessing the issue of fungibility of capital between the
assisted enterprise and other household uses.

Importance of Income asan Impact Variable

Incomeis regarded as a critical variablefor measuring the impact of microenterprise credit
services on both the asssted enterprise and the household. Incomes a general indicator of enterprise
stability or growth, and animportant indicator of household welfare and poverty status. Long run
increases in income contibute to an improved quality of life, because income provides the means to
obtain improved nutrition, health, education, and overall socioeconomic status. Income can &
defined as the monetized value of the flow of goods and services. Income for productive activities
is often measured as net income, or inflows minus variable and fixed costs (also known as profits).
Household income is often conceptualized within an accounting framework, and consists of the sum
of inflows from all sources, including wage income, net income from entrepreneurial and farmig
activities, rental income, remittances received, government transfers, investment income, gifts, and
other. Incomeisaflow variable that is defined in terms of a specific time period, usually ayear.

Income is extremely difficult to measure accurately and reliably. One problem affectig
income measurement is that income is the sum or product of multiple data points, and there can be
great variation in terms of which components of incomeare included in the measurement. This limits
the comparability of data. It can be difficult to identify and value in-kind flows. Income can &
perceived as senditive information by respondents, resulting in deliberate mis-reporting or non
response. Capitd is fungible within the household, which makesit difficult to attribute flows to the
correct sources within the household and accurately calculate income. Collecting accurate data on
aflow variable is more difficult than collecting accurate dataon a stock variable like assets, which
can be measured at one point in time. Income flows tend to vary greatly within or between tim
periods due to regular factors such as seasonal changes, or irregular factors like extreme weathe
patterns. Because of these fluctuations, many experts recommend collecting income data throulg
a frequent, multiple visit approach which can be very costly to implement. Most methods fio
measuring income are based on respondent recall of relevant data, and are typically subjectd
considerable inaccuracy and distortion due to recall errors.
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Approachesto Measuring Microenter prise and Household Income

The paper reviews a number of selected approaches to measuring income. Some of th
approaches are based on proxy indicators or atenative measures of household economic well-being.
The gpproaches are classified into he broad categories of smpler, middle range, and more complex.

Simpler Approaches

A number of simple techniques are described: gathering non-quantitative data on th
existence, direction, or relative amount of change in microenterprise or household income; usig
existing financia records for microenterprises; collecting genera qualitative information on t
income of microenterprises or households; and conducting a wealth ranking exercise to provide an
aternative indication of household income levels. Principal strengths and weaknesses of edt
approach are described.

Middle Range A pproaches

The benefits and disadvantages of several middle range approaches are described. Oa
approach involvesasking respondents to provide self-reported recalled information on total income
for microenterprisesor households. For the microenterprise, an alternative is to ask the respondent
to provide total figures for revenues separately fromecosts. Techniques for dealing with seasonal and
other fluctuations in the income flow variable are described, with a frequent, multiple visit surwe
approach identified as the most effective way to deal with fluctuation. The standard cost structure
method for estimating microerterprise income is also assessed. Assets are identified as a potentially
useful alternative measure of household economic status. Wealth scores, which are based 0
verifying whether households own a set of selected, observable assets, are also described.

M ore Complex Approaches

Collection of detailed, self-reported recalled information on the separate components b
income is a more complicated technique that can be used to assess microenterprise or househal
income. Direct observation of the various sources and componentf income is another intensive
approach that can be used to collect microenterprise or household incomedata. Expenditure data
can be used to measure household consumption, which can serve as an aternative measure o
household economic status. A final approach involves cecting data on microenterprise income and
using it asaproxy for total household income. The strenghs and weaknesses of these more complex
approaches are described in detalil.

Conclusion

A variety of different techniques have been developed to measure microenterprise ad
household income. Some approaches arebased on use of aternative variables to household income.
No single approach seems able to overcome all of the constraints that affect measurement of
economic status or well-being ofthe microenterprise or household. There seems to be atrade off in
terms of the relative cost of implementing anapproach, and the degree of detail and accuracy of data
produced as aresult on the other. Moresophisticated and complex approaches involve collection of
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primary data at a more detailed level and involve more refined analyses of primary data. Thes

approaches are more expensive to implement, but may produce more accurate quantitative data on
economic welfare. The most widely used approaches rely on recall of income and other flow data,
which involves serious congrainis. Numerous studies recommend using more than one approach to
gather information on changes in income of microenterprises or their households. Collection o

qualitative information is often recommended as a vauable way to complemat and verify quantitative

data.

The final selection of the approach for measuring the impact of microenterprise services on
microenterprise and household income for the AIMS core impact assessments will depend ora
variety of factors. Incomeisa powerful indicator ofmicroenterprise and household economic status.
However, additional variables that track different dimensions of household economic welfare als
exist, and itmay be easier to collect accurate data for these alternatives. Household income should
be evaluated in reldion to alternative variables, such as expenditures and assets. The final selection
of the economic statusimpact variable(s) and measurement approach(es) for the AIM S core impact
assessments should be based on the folbwing criteria: the extent to which the approach can produce
accurate and reliable data on income or an acceptable alternative economic impact indicator, th
relative cost of the approach, and the extent to which the method is compatible with the da
collection approaches recommended for the other critical impact variableto be used in the AIMS
core impact assessments.
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A REVIEW OF APPROACHES FOR MEASUREMENT OF
MICROENTERPRISE AND HOUSEHOLD INCOME

l. INTRODUCTION
A. PURPOSE OF BACKGROUND PAPER

The purpose of this background paper is to review selected methods for measuring income
at both the level of the microenterprise (ME) and the lousehold that can potentially be used to assess
the impact of microenterprise services. The background study served as an input to a processo
determining whether and how income should beincluded as an impact category in the core impact
assessments (CIAS) of the Assessing the Impact of Microenterprise Services (AIMS) Project.

This background paper is based on aeview of selected literature on measurement of income
at the microenterprise and household level, primarily in the developing country context. Prox
measures for household income and alternative economic impact variables are also discussed. The
resources that were reviewed included actual impactstudies and practical manuals for collecting data
on income and the alternative measures of welfare, as well as assessments of the relativenerits of
various measurement approaches. The paper is not intended to be&eomprehensive but to present brief
information on a selected range of options.

The pape begins with an introduction to some conceptual issues relating to the importance
of income as a variable in studying the impact of microenterprise assistance programs, followed by
adiscussion of major problems and constraints that affect income measurement at a more practical
level. A series of potential options for collecting information on income and selected aternatier
measures of economic well-being is then presented. The strengthsand weaknesses of each option
are described, with attention to the issues of the accuracy and reliability of the data that aa
potentially be collected using the approach, as well as the operational feasibility of the approach
particularly the relative requirementsin terms of time, expertise and cost. Special attention is paid
to the effectiveness of ead method in dealing with the issue of the fungibility of capital between the
assisted enterprise and the household, and among various household uses.The methods are discussed
in approximate order ranging from simpler methods to more complex ones.

B. IMPORTANCE OF INCOME ASAN IMPACT VARIABLE

Income is recognized as a criticalvariable for measuring the impact of microenterprise credit
services on both the assisted enterprise and tie household. Income is regarded as a general indicator
of enterprise stability or growth. Incomeis also a critical indicator of overall household economic
security, where it is used to assess changes in household welfare and poverty status as definedn
terms of material needs (Hulme and Modey fothcoming, vol. 1). Income provides the resources for

This background study was prepared as a resource for a moderateddiscussion of experts who participated in a
virtua meseting viathelnternet to discuss the options and make recommendations on how income should be handled in the
AIMS core impact assessments.
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household consumption and in a sense provides an indication of potential future consumptio

(Snodgrass, personal commnunication [pers. com.] 1996b). Long run increases in income contribute
to an improved quality of life, because income provides the means to obtain improved nutrition
health, education, and overall socioeconomic status. While income can be defined at the macro or
nationd level, as well as the individual level, the concept used in this paper refers to the micro level
of the microenterprise and household. (See especialy Kumar 1989.)

At the simplest conceptual level, income at the enterprise or firm level is the value D
production, or the valueof income generated by productive activity (Snodgrass, pers. com. 1996b).
Income from productive activities (including microenterprises)s usually measured asnet income,
or inflows from sales of goods or services minus variable and fixed costs.

Household income is conceptualized and measured differentlyfrom enterprise income. At the
samplest level, households can be modeledas purely consuming units, not as producing units. In this
model, household income can be defined as the sum of payments received by the household for the
factors of production that are sipplied to producing firms (Iabor, capital, and land), and is measured
asgrossincome. Inthis model, household income can be used for cosumption or saving, which sets
up asimple accounting identity of household income equals consumption plus savings. However, a
model of the household as a purely consuming unit is recognized to be overly smplified, sine
households do in fact engage in productive activities (Snodgrass, pers. com. 1996b). A household
current or consumption account framework, based on the accounting identity of income=
consumption plus savings, can be used tomeasure household income within a conceptual model that
recognizes the multiplicity of household activities, including productive activities. In this typef
treatment, household income is derived aghe sum of inflows from all sources, and can include wage
income, net income from entrepeneurial and farming activities, rental income, remittances received,
government transfers, investment income, gifts, and so on (Johnsno et a. 1990). Aswill be explained
later, the definition of household income can vary considerably, depending on the extent to whic
flows arisng from non-marketed gads produced by household members or use of household assets
and endowments are included.

In the conceptual framework and strategy papers for the AIMS research, changesn
microenterprise income are conceived of as an indirect impact ofmicroenterprise credit? Credit must
first be used to increase irnvestment or the productivity of investment in the enterprise, which in turn
can contribute to increases in enterprise income. Microenterprise income may be increased ¥
improvementsin productivity or market relationships, diversification of products, or increased scale
of the enterprise. Increased enterprise income in turn is a means to increase the enterprise o
household resource base (physical, financial or human resources), and to undertake househal
consumption, investment, and production activities. Microenterprise income is a source of totia

The conceptual framework for the AIM S core impact assessments includes hypothesized relationships of credit
to impacts on the income of the microenterprise and the microentrepreneur's household. Annex B contains a list of ta
preliminary hypotheses that were developed for the CIAs. For more information on the conceptual framework ad
preliminary hypotheses see the following: Sebstad et al., 1995,Assessing the Impacts of Microenterprise Interventions:
A Framework for Analysis, Microenterprise Impact Assessment Consortium, 1996, “ Core Impact Assessment Strategy for
the Microenterprise Impact Project” (intenal working paper); Dunn, 1996, “Hypotheses for the Core Impact A ssessments’
(internal working document); and Barnes and Sebstad, 1996, “ Scope of Work: AIM S-ocused Field Research” (internal
working document).
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household income. Microenterprise creditmay aso have an immediate effect on the household by
providing cash resources for consumption expenditures or through substitution effects.

The conceptual framework underlying the research approach of the AIM S Project includes
the concept of the microenterprise as an integrated part of the wider portfolio of househal
production, consumption, savings, and investment activities. In thigramework, households make
decisions with regard to microenterpises by considering them in terms of their effects on the overall
household economic portfolio. Mcroenterprises rely on households for at least part of their capital,
labor and other input requirements, and in turn generate income that may be used for househal
consumption, production, savings or investment in assets. In this model, microenterprise activities
can be thought of as subsets of the total portfolio of household income generating activities. Té
relationship of the microenterprise to the oerall household portfolio, and the fungibility of monetary
resources which may move betweenand among the microenterprise and broader household spheres,
complicéae the collection and interpretation of data on income changes for the enterprise ad
household. This fungibility of financial resources suggests that the study approach for an impdac
assessment of microenterprise services should be designed to gather information on changes in total
household income, as well as changes in the income of the microenterprise or microenterprises run
by the household members.

To some extent, it may aso be relevantto attempt to study information on individual income
levels within the household. It iswidely accepted that the household is not a homogeneous entity.
In the andytical approach recommended for the AIM S core impact assessments, the households
conceptualized as a system of separate individual decisions and activitieS While methods far
gathering information on individual income are not a focus of this background paper, some of th
approaches described below involve collecting data on individua levels of income within tl
household.

Given the practical difficulty of collecting accurate information on income, as is elaborated
in the next section, akey question to be resolved for the AIMS research design is to determine the
relative utility of usng income as akey impact variable foreconomic status, as opposed to alternative
measures of household wealth or economic well-leing. Aswill be explained below, income is aflow
variable that revealsimportant aspects of the econanic performance of the microenterprise or wealth
of the household. Asaflow variable, it is@fined in terms of a period of time. While potentialy any
length of reference period may be used, ayear interva is often the standal for income measurements.
Theoreticaly, lifetime income might provide the most accurate picture of welfare. Because income
fluctuates over time, income measured for a shorér time period may not be representative of lifetime
or longer term income. However, measuring lifetime income is not feasible (Snodgrass, pers. com.
1996b).

Household consumption, as measuredby expenditures, is another flow variable that can be
used as an alternative measure of household welfare. While income represents potential futue
consumption, household consumption tracks the total quantities of goods and services actuail

See Household Economic Portfolios, by Marty Chen and Elizabeth Dunn, 1996, for a full discussion of tie
household and intra household portfolio models recommended as an analytical approach for the AIMS field impac
assessments.
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consumed or used by the household, and so may provide a more accuri assessment of a household's
standard of living. Consunption is less variable because it reflects the household's ability to smooth
changes in income through adjusting savings and dissavings. The permanenincome hypothesis posits
that people consume 100 percent of thelr “ permanentincome”. This hypothesis can be used to argue
that a measure of consumption for a given time interval can provide a better measurement b
permanent income, and therefoe a better sense of lifetime income, than can a measure of household
income for a comparable time period (Snodgrass, perscom. 1996b). Household assets, on the other
hand, are a stock variable thatreveal another dimension of wealth at a single point in time. Assets
represent sources of potential future income and provide useful information about the long-ten
economic status of the household. It can be argued that networth, (the value of household assets
minus household liabilities), is a more useful measure of household welfare than just assst
(Snodgrass, pers. com. 1996b). The relative strengths of these different measures of econona
welfare, and the relative costs of gathering acurate data for them, should be important factors in the
final determination of whether income and/or an aternative measure of household economic status
should be used in the AIM S core impact assessments.

C. DIFFICULTIESENCOUNTERED IN MEASURING INCOME

Despite the conceptual utility of income as a measure of microenterprise and househal
economic well-being, it is extremely difficult to measure at a practical level. The followig
characteristics affect the accuracy,reliability, and comparability of data collected on income. To the
extent possible, the review of the possible methods for measuring income in the next sectio
addresses the extent to which the various approaches deal effectively with these constraints.

C multiple waysto define and derivei ncome - Income can be defined and derived in various
ways, depending on what elements are included. A smpg, general definition of income is the
monetized vaue of the flowof goods and services (Kumar 1989). Incomeisaflow variable
(see below) that is usualy measured in terms of an annual period. As explained earlier
income for productive activities (including microenterprises) is &ten measured asnet income,
or inflows minus variable and fixed costs, also known as net profits or just profité.
Household income is often measured within a household current or consumption accoun
framework, where it is derived as the sum of income from all sotces, including wage income,

“Grossincomeis an alternative definition of microenterprise income used in some studies. Gross income can be
defined as sales revenues minus only the costs of goods sold (fixedcosts are not subtracted). The attraction of using this
definition is that fixed costs are more difficult to derive from an interview. If fixed costs arearelatively small portion of
costs, which tends to be true for many microentrepreneurs, theassumption is that the resulting estimate for gross income
should be areasonable proxy indicator for net income. However, gross income does not indicate the profitability of th
enterprise. Another aternative isto usecash income, defined astotal cash inflows minustotal cash outflows. Thisindicator
is attractive becauseit does not involve trying to estimate unpaid labor costs, and it shows the liquidity or solvency of the
enterprise and the potential impact of the enterprise on the lousehold. However, it cannot indicate the true financial viability
of the microenterprise. (See Goldmark and Rosengard 1985, 205.)
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net income from entrepreneurial and farming activities, rental income, remittances received,
government transfers, investment income, gifts, and so on (Johnson et al. 19905.

In practice, there is consderable variation in terms of which catgories of inflows get included
in measurements of income, and in the case of net incomewhich specific elements of cost are
accounted for. A good deal of this variation seems to depend on the extent to which ta
value of in-kind inflows (and costs) are monetized and accounted for (Kumar 1989). Fo
example, when deriving net income for microenterprises, if the costs of unpaid labor are not
subtracted from inflows, the resulting net income in fact represents returns to unpaid labor.
Accounting for fixed costs such as the cost of investment can be particularly importantn
deriving microenterprise net income (Leones and Rozelle 1991).

Similarly, household income measurement @n vary depending on whether flows arising from
non-marketed goods produced by haisehold members through hunting, fishing, or gathering
fuelwood, fodder, wild food products or even water, are valued and included. A problm
with including such flows can be the difficulty of determining the value of the outputs tha
result from these activities, particularly if markets do not exist for the product$. A further
source of variability thatcan affect measurement of household income is the extent to which
values are assigned to the flows that arise from the use of assets and endowments of th
household. Some complex treatments lased on the concept of full incomeimpute values for
these flows, including housing and even time of household members (Grootaert 1982). An
example would be including the imputed rental value of owner ocupied housing in household
income. If time of household members is valued, then the imputed value of such household
maintenance activities as meal preparation, washing clothes, or child care might be included
in household income. Obvioudly, data collection and anaysis based on the full incom
concept is extremely complicated. Most of the approaches presented in this paper fo
analyzing household income do not include the valueof such non-marketed services provided
by one household member for another’

Total income for both the microenterprise and the households a quantity that is derived from
other data (Leones and Rozelk 1991). Income is the sum or product of various data points.
For example, total household income is the sum of earnings frondifferent sources. The value
of earnings from each source is in turnderived, and the method of calculation that must be
used for each inflow source may vary considerably from source to source. Wage earning
may be calculated as the product of hours worked times the wage per hour, while inflow

°Even within this household accounting framework, there is some variation inwhether some inflow sources are
labeled as income or not. Some researchers, for example, may treat transfers separately from household income. In th
framework, the difference between total householdincome and total household expenditures is household savings during
that period. Note that net income from farming and non-farm income generating activitiess included in total household
income -- the associated variable and fixed costs of the farming and entrepreneurial activities have been subtracted out.

®Some studies determine whether to include such flows in household income measurement based on the criterion
of whether or not the household would otherwise have to purchase the good. Thus, for example, fuelwood gathering might
get included, but water collection probably would not.

"See Johnson et al. 1990, pp. 4-6, for adiscussion of non-marketed goods and services.
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from agricultural production may be derved as the product of the number of units sold times
the market price per unit. Income is not a discrete phenomenon that can be directt
measured, and irstead results from measuring and making calculations on other data points.
(A respondent can be asked a direct question about total income, but ’he must make th
various calculations internally in order to provide the answer.)

For both microenterprises and households, studieghat track income use a variety of different
definitions and methods for deriving income. The numerous options used tendo limit the
comparability of income data across diffeent studies. Regardless of which option is selected
for a particular study, itisimperative that a precise definition and method of calculation be
specified for income before data are collected. Using imprecisely defined concepts or nb
communicating these concepts clearly to respondents can decrase the accuracy and reliability
of data collected. The response rate can also be affected if respondents do not correctt
understand exactly what information is being requested (Sebstad, pers. com. 1996b).

multiple sour ces and forms of income - As explained above, par households typicaly have
awide range of income sources ranging from enterprise activity, wage income, commercial
and subsistence agriculture and livestock raising, exchange labor, hunting and gathering
rental income, interest on investments, gifts, remittances, and transfers. Eve

microenterprisesmay have multiple sources of productionand income (Hulme and Mosley

forthcoming, vol. 1). In order to estimate total household or enterpgse income, it is necessary

to gather information on al of the sources, although itmay not be easy to identify all of them.

The cost and complexity of collecting data on nultiple items can be very high. As mentioned
above, income for both households and microenterprises can be both cash and in-kind
Deriving values for in-kind income can be difficult. Finally, multiplicity of products b

sarvices offered by a microenterpise can make it difficult to estimate total enterprise income
using such approaches as those that @rive totals based on average cost, production, price or
sales data for key enterprise products or services.

sensitivity of information - Income is typically regarded as confidential information
Respondents may be inclined to respond inaccurately or to refuse to respond to direc
guestions on microenterprise or householdincome. Reasons for sensitivity can include the
desire to avoid taxation,social or cultural norms that discourage income disparities or stress
obligations to share income increases with relatives (Goldmarkand Rosengard 1985), a desire
to appear to be better off (this “prestige effect” may tend to affect relatively poone
households more), or reluctance to report illegal income generating activities such as home
beer brewing or prostitution. The sengitivity of information on income can resultn
nonsampling erra (Feinstein 1993). Because of this, many approaches advocate estimating
income indirectly from other data, or collecting information on sub components of incora
separately, instead of asking for totalincome information directly. Other approaches involve
collecting information on income through in depth, qualitative research (Feinstein 1993).

fungibility of capital - Capital is fungible. Fungibility of financia resources within tk
household can make it difficult to attribute flows to their appropriate sources, and d
accurately calculate income. This can make it particularly difficult to determine the ne
income of a microenterprise activity run by the household. Because th microenterprise is one
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source of total household income, costs and inflows for the microenterprise may be mixe

with other financia resourcesof the household. Microenterprise income may be used by the
household to reinvest in that enterprise or in other household enterprise activity, or fo

household consumption or investment. On the cost side, households may use credit funsl

intended for a specific enterprise for dternative uses. Thismies it difficult to determine how

much, if any, of the costs of the credit should be attributed to the microenterprise activity
The fungibility issue makes it necessary to collect information on the income of the ente

household economic portfolio in order to accurately determine the full impact 6

microenterprise services. (See Goldmark and Rosengard 1985.)

C income isaflow variable - Incomeis aflow variable that is defined in terms of a specifc
time period. Collecting accurate data on a flow variable is more difficult that collectig
accurate data on astock variable, such as assets, which can be measured or observed at one
point in time. Theaccuracy of an estimate for an income flow variable can depend on many
factors, including whether or not accurate written records are kept, the length of the tira
period involved, and the frequency of observations made duringhe time period (see recall
below). Income aso fluctuates over time, which careffect the accuracy of income estimates,
and the extent to which an income measurement for a particular time period accuratet
reflects longer term welfare (see fluctuations below).

C fluctuations in income flows - As explained above, incomeflows may vary widely during
adefined time period or between time perods. Fluctuations in income levels over time mean
that income measurements for shorter time periods may not provide areccurate picture of
longer teem welfare (Snodgrass, pers. com. 1996b). Fluctuations may be caused by regular
or structural factors such as seasonal changes; irregular or crisis factors such as drought or
other natural disasters, exogenous macrogonomic factors, or family problems such asillness
or death; or amply by the highamount of daily or weekly variation that seems to be inherent
to small enterprise activity and household income. Seasonality effects on enterprise income
may be caused by such factors as crop gowing seasons, changes in labor supply, or social or
religious calendar events, and tend to affect different enterprise subsectors differentt
(Sebstad and Walsh 1991). Income is usually collected for a year cycle in order to tryd
account for the effects of seasonal fluctuations. In order to obtain the most accurate annual
figure, pand data on the subject can be cdlected at frequent and regular intervals throughout
an entire annual cycle. At the least, before and afer data should be collected during the same
season, to avoid differential seasonal effects on income levels. It is much more difficultd
control for the effects of unusual or irregular exogenous factors that affect income flows
There seems to be consensus that, given tke problems of variation and recall (see below) that
affect aflow variable like income, more accurate data can be obtained from using a multiple
visit survey approach that collects data for shorter time periods than from a one-visi
approach that asks respondents to estimate income over alonger time intervaf. The ided
frequency required to collect data may vary with the specific variable. For example, it may
be possible to colled accurate data for expenditures or inputs on aweekly or monthly basis,

®_iedholm describes two studies that collected input and output data for small firms two times aweek for a year.
At the end of the survey period respondents also were asked to estimate total annual figures for the variables. The annual
estimates were found to differ considerably (Liedholm 1991).
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while output or sales data may need to be collected more frequently. (See especialy
Liedholm 1991.)

real value of income - Because income is a flow variable that pertains to more than oe
moment in time, and because the current value of financial resources changes over time due
to inflation, it is necessary to convert al nomina financia deato real terms before calculating
the income earned during a time period, or comparing income figures from different tira
periods. A common method for converting monetary figures from current prices and values
to rea terms is to deflate the amounts, using the difference between the inflation rate
affecting the national currency and the US dollar. However, it can be difficult to identify an
accurate estimate of the local inflation rate affecting the target poor population (Hulme and
Mosley forthcoming, vol. 1).

lack of written records - Most microenterprises do not keep complete written financih
records. The sameistrue for the households of mcroentrepreneurs. This makes it necessary
to estimate or derive income by usng alternative mechanisms that almost certainly cannot be
as reliable and accurate as complete financial records could be. In the absence of writte
records, it is extremely unlikely that a microentrepreneur or household member will kna
exact amounts for income.

recall of income data - Aside from approaches that rely on written records or diret

observation, methods for measuring income most often depend on respondent recall. Recall
data are subject to inaccuracies and distortions due to a number of different types of non

sampling (measurement and response) errors. The length of time between the actual event
and the act of recall affects the quality of information collected. In addition, evidene

suggests that errors in reporting are directly related to the length of the recall or referene

period, and that errors due to memory tend to increase wih the length of the reference period

(Liedholm 1991). Because the greatest accuracy with memory occurs when the item can be
measured on the same day astheinterview, data on stock variables such as assets or number
of workers that reflect the statusof the variable on that same day might be recalled relatively
more accurately than flow data like income (Lietholm 1991). Some studies argue that errors
due to recall need not present an insurmountable problem, because it is assumed that ta

inaccuracies caused by recall will be random and so will not interfere with the statistida
analysis. Bias due to memory problemswould onlybe an issue if different study groups were
affected differently (Bolnick 1982a).

The significance of itemsbeing recalled, and the regularity and frequency with which those
items occur, aso affect the length of the ideal recall period. For example, an infrequentt
occurring event tends to be remembered individudy. Memory for regularly occurring events
also tends to be relatively good, although if the regularly occurring event varies widely from
event to event, (such as daly sales amounts), it is difficult to remember the individual events
accurately.

As mentioned ébove, there seems to be consensus that a frequent visit survey approach that
requests information for short reference periods will provide more accurate recall data fo
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income and related flow variables than a one time visit that requests annual informatio
(Liedholm 1991; Casley and Lurey 1981)°

C different methods of measuring income for different enterprise types- Some methods
require that different approaches be used to measure incone for different types of enterprises.
For example, approaches that involve deriving income figures from estimates of the costs of
production, sales price per product or unit, and/or volume of production may need to b
adapted for enterprises producing different types of services or products. Some approaches
require that income be derived differently for production and trading or servie
microenterprises.

C gender differences - Women's off-farm incomes may be moredifficult to measure than male
off-farm earnings. There is some evidence to suggest that women may undertake a
extremely diverse range of incoming earning activities, or my undertake them for shorter and
interrupted periods of time, and may ean more variable returns. If women’s income sources
generate very low profit marginsit may be more difficulto accurately assess them (Devereux
1993). Women aso tend to be involved more often in non-market production, witha
predominance of in-kind costs and inflows that are more difficult to value. Because bdt
women and men may tend to corceal income from spouses, it may be necessary to interview
femae and male household members separately to try to improve the accuracy of collected
data (Sebstad, pers. com. 1996b).

The problematic aspects of measuring income as described above clearly pose practida
difficulties for collecting high qualty data on income. A pproaches for measuring income changes as
reviewed in this paper are assessed in terms of the extent to which they effectively overcome these

*Using ashorter reference period but not repeating the data collection through multiple visits may bring some trade
offsfor both infrequent and regular event recall. Use of avery short recall period for a one time survey means that there is
a greater likelihood that an infrequently occurring event will fall outside the reference period and be excluded from ta
response, and that the resulting mean for the population willbe of poor quality. On the other hand, use of a shorter reference
timeinterval in aone dot survey to collect information on frequent, every day events that vary widely from day to day may
result in a higher variance for the estimated population mean. Asan alternative, using alonger reference period such asa
year for frequently occurring, highly variable data and asking the respondent to estimate average values over that perid
would tend to introduce more bias Even if not asked to provide averages, respondents may attempt to estimate the total by
using an average value for sub-units of tme during that period, instead of recalling specific values for each sub-interval and
then aggregating them. While this may introduce some error, it may aso be more accurate than trying to collect mece
specific data that would tend to suffer from “false precision” due tomemory problems. (See Casley and Lurey 1981 and
Littleet al. 1989.)

Itisaso advisable to specify exact beginning and ending poins for the reference period. Simply using “the previous month”
for therecall periad brings the danger of telescoping and end effects, which are recall errorsin which items are incorrectly
moved into or out of the actual reference period. For example, a sale made on the first day of the next month may &
incorrectly recalled as having occurred durihg the previous month (Casley and Lurey 1981). If the research design involves
at least a second round of data collection, the recall period can be delimited on one end by the last visit of the interviewer
(“sncemy last visit”), and on the other end bythe current interview date (Little et al. 1989). Note, however, that delimiting
the start of the reference period by referring to the “interviewer’s last visit” may be too vague and thus contributed
respondent errors. Instead, it may be better to refer to the recall period more precisely in terms of the length of time itself,
asin “during the past two weeks’ (Vijverberg 1991).
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congtraints. Additiona issues having to do with dah collection methodology more generaly are also
considered, as discussed in the next section.

D. CRITERIA USED TO REVIEW SELECTED APPROACHES FOR MEASURIN G
INCOME

In addition to the specific canstraints that affect measurement of income as described above,
thisreview considers to some extent more general methodological data collection issues that affect
income measurement. While not the focus of the review, these issues are briefly covered. Té
approaches that are reviewed in this paper include a mix of suggested variables, data collectio
methodol ogies, and data analysis techniques. M easurement of a phenomenon like income involves
specification of the variable or variables for which data are to be collected, determination of &
appropriae data collection methodology for gathering information on the variable, and finall
techniques for analyzing the information that is collected. Theverall effectiveness of a measurement
approach depends on the quality and appropriateness of all of these aspects of measurement. Té
intended use of the data is another critical factor affecting the suitability of the measuremen
approach.

The extent to which a proposed variable provides a direct measure of income affects ta
usefulness of the indicator. Because direct data on income itself are so difficult to collect, a number
of approaches have been developed that rely on use of aternative variables or proxy measures that
indirectly track ircome. The assumptions underlying the use of an alternative or proxy measure are
that it is easier to collect accurate data for the alternative than it isto collect data for income itself,
and that either the alernative presents a useful but different measure of economic status, or that the
proxy indicator provides a reasonably accurate sense of what is happening with regard to income
The problem is that alternative indicators do not measure the same phenomena as income does
Household assets or expenditures indicate different things about economic status than income does.
Intervening factors may affect the relationship or linkage between th proxy variable and income. For
example, volume of production is sometimesused as a proxy measure for enterprise income, since
changes in production clearly affect changesin income. However, becausenterprise income depends
on other factors besides the amount of production, such as the costs of inputs and sales pricesfo
outputs, total income for the firm may change without any change irproduction levels. Similarly,
production levels can change without a corresponding change in income.

The data collection methodology used to gather informatbn on the variable(s) of interest also
greatly affects the quality of results. Data for a variable could be collected through a case stugl
approach using in-depth interviews with a small, purposive sample of clients. Data for the sam
variable could also be collected with a brief survey questionnaire applied to anuch larger random
sample. The most intensive approach would involve applying a moreletailed questionnaire to alarge
random sample. Cost congtraints usualy limit the size of the sarple that can be selected for a survey.
In addition, there is a limit to the amount of accurate information that can be collected througla
guestionnaire survey, due to respondent fatigue. Cost constraints also mean that there is oftera
tradeoff in terms of how detailed the ifiormation can be, and the size of the sample that can be used.
A case study approach may permit more detailed and accuste collection of income data than a larger
random sample survey. However, because it provides information on so few respondents, the case
study method generally does not produce results that can be used to estimat@arameters for the entire

WPDATA\REPORTS\3175\3175-022. w61 10
(297



target group under study. Another significant factor in measuring income, given the problems with
recal describedabove, is the extent to which the data collection methodology involves repeat visits
to sampled households.

Thereview of selected approaches presented in this paper considers both the particular key
challenges described in section 1.C. (“ Difficulties Encountered in Meaging Income”) that specifically
affect the measurement of incorre, as well as to a lesser extent, general data collection methodology
issues. It should be noted that the paper does ot undertake a completely comprehensive assessment
of all aspects of each approach, but instead presents mgjor advantages and disadvantages of edt
method. The relative effectiveness ofthe various approaches is assessed to the extent possible. The
review focusses on the following information for each approach:

C description: a brief description of the variable definition and/or approach;

C data collection method a brief description of the methodology most suited to gathering the
information needed for the approach;

C key strengths and weaknesses an assessment of the principal strengths and weaknesses of the
approach, (with particular attention to whether the approach successfully addresses the key
challenges described in section |.C. that specifically affect the measurement of income);

C quality of data to the extent that evidence permits, an assessment of whether the approach
can be expected to produce accurate and reliable data; and

C feasibility: an assessment of the general feasibility of the approach in terms of time ad
expertise required for implementation, as well as overall relative cost?

°Cost considerations include human and material resources required to undertake the approach. Importah
elements affecting cost are the skilllevel required of interviewers, the number of respondents, the number of visits required
for gathering information on each enterprise or household, andthe amount and level of detail of information that must be
collected from each respondent.
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1. REVIEW OF APPROACHESTO MEAS URING MICROENTERPRISE
AND HOUSEHOLD INCOME

The approaches are classified into three general categories basedbn a broad assessment of
how easy or difficult it isto implement them:

- simpler approaches,
- middle range approaches, and
- more complex approaches.

The placement of the approaches within these categories is somewhat subjective. As explairg
before, some analytical techniques or variables can be applied through a variety of data collectio
methodologies that may range from case studies to more famal surveys. The data collection method
obvioudly affects the overall level of complexity of the approach. Approaches based on prox
indicators or aternative measures aredescribed separately from those using more direct measures of
income. Noteisalso made for exh approach as to whether it may be used to gather information on
microenterprise income alone, only household income, or both microenterprise and househal
income.

A. SIMPLER APPROACHES

1 Directly Measuring or Derivingan Indicator of Income for Microenterprisesor
Households: Simpler Methods

The methods described in this section are smpler approaches that can be used to assess the
variable of income itself, and are not based on proxy or alternative measures of income.

a. Reative value or direction of changein income for microenter prises or
households

These techniques involve gathering non-quantitative data on the existence, direction o
relative degree of change in income experienced by a microenterprise or a household. A guestio
may offer three categories to describe the current status of enterprise or household income afte
assistance as compared to before the assistance was received: worse (or even gone bankrupt); th
same; or better. This type of question produces information on both whether change has occurred
and the direction of the change. An alternative style of question would be to offer the followig
choices for a question about whether income has changed: very significant increase, significan
increase, dight increase, no change, dght decrease, significant decrease, or very significant decrease
(Kumar 1989). Thisstyle of question captures whether change bs occurred, the direction of change,
and therelative degree of change. Another example would be to ask the respondent to select from
some fixed choices the proportion of total household income that is provided by the assisw
microenterprise, with such choices &: all or amost all, more than half, about half, less than half, and
negligible (Daniels et al. 1995). Such categorical information can be useful for anayzing ta
percentages of respondents hat fall into the various categories. These types of information may be
collected directly from respondents using a case study or sample survey approach, from client files
held by the organization implementing the microeterprise program, or from staff of the organization
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if they know their dients well. Cross checking by asking for the same information in different ways
can help to determine whether data are accurate.

An advantage of these approachesighat it is easier to Ssmply assess whether any change has
occurred, and if so, the direction of change, than it is to determine absolute levels of change fo
sengtive informaion like income. Using relative values permits determination of some useful trend
information even when time series analysis is not possible due to lack of baseline data, involve
collection of less sensitive information and as a result may produce more accurate data, and can be
conducted rapidly and at lowercost. It also incorporates the respondent’ s perception of the studied
changes. (See especially Buchanan-Smith 1993, and Hulme and Modley forthcoming, vol. }.
Including questions on relative value or directional change may serve a useful purpose oma
guestionnaire by helping to cross check the generalaccuracy of more detailed quantitative data on
income. Such questions may aso be used to gather information on the fundpility of inflows and costs
among various economic activities within the household, and to assss the effects of seasonal or other
fluctuations in income.

However, information on relative changes in income is simply not as precise or useful s
guantitative data on absolute levels of income. Because it is based on respondent perceptionsiti
provides subjective information. The subjectivityand general nature of the data provided make them
less useful for comparative analysis of different businesses and households. In addition, it is no
possible to determine wiether the perceived change has in fact been due to a change in real income,
as opposed to nominal income. Such information also will not permit analysis of the efficiency, or
benefits in relation to costs, of the assistance (CARE 1992).

b. Use of existing financial recordsfor microenterprises

Financial records may exist for microenterprises that have received or applied for loans
Information on sales, costs and/or profits may be requested at the time of application for assistance
by some ME assistance organizations. In addition, the organization may have monitoring 0
evaluation data on assisted enterprises that have been collected at oneor more points in time after
receipt of loans. Such records can definitely be used to analyze the impact of assistance o
microenterprise income if they exist. In addition, information on assisted enterprises may le
collected from staff of the assistingagency, such as loan or extension agents who know the status of
individual clients, although financial data collected this way may not be asccurate as those based
on written records (Goldmark and Rosengard 1985).

The strength of such an approach is that, if before and after data already exist for mads
enterprisesin the assistance organization’ giles, no additional primary data collection effort might be
needed. Using fileinformation is much cheaper and easier thara primary data gathering effort. Even
if additional data are collected from microenterprises through a survey, existing records may prove
useful for cross checking purpeses. For example, it would be helpful to compare income figures for
the basaline period that have been ©llected through a survey with baseline information in the record
files. If thefinancial recods include time series information, it may be possible to assess seasonality
or other income fluctuations.
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A mgjor disadvantage of this approach is that financial records or files may be non-existent,
incomplete, or only exist for the preloan status of the microenterprise and not for the same business
after the assistance was received. Definitions or the method of collection used for the records may
be found unsuitable. If the file data are limited to the microenterprise for which the entreprenau
applied for the loan, there is no way to determine how changes in enterprise income affect household
income (the fungibility issue). Data collected this way can only be as accurate as the informatio
originally recorded, which may well be subject to some of thesources of error that typically affect
income measurement. Also, records wil only exist for microenterprises that are in the program, and
not for a control group. However, a number of research designs have used enterprises that hag
applied for a loan but not yet received one as a control group. The assumption is that thes
microenterprises are similar to the pre-loan status of businesses that have received assistance.

C. General qualitative information for microenterprises or households

Qualitative data on income can also be collected for a microenterprise or household
Examples of the typesof information that can be collected include the respondent’ s opinion on why
microenterprise net income or its components have changed since assistance was received, ad
whether assistance to the microenterprise helped bring about any of the changes. Qualitati®
information on the respondent’s view of how any changes in microenterprise income may hag
affected totd household income may be very useful for addressing the fungibility issue. Qualitative
data permit deeper probing of the questions of why or how evets have occurred. Such data can also
be useful for anadyzingseasona and other fluctuationsin income. Even simple information on what
the sources of household income are can be extremely useful for determining how involved families
are in market systems, or the extent to which they have diversified income sources as a ris
controlling strategy (Little et al. 1981). Such data may be collected through intensive case study or
key informant interviews, focus group discussions, orsample survey questionnaire interviews, and
may be gathered through open ended questias or pre-coded, closed questions. Qualitative data can
also be used to cross check the validity of quantitative data collected elsewhere.

Weaknesses of qualitative data are that they are subjective to some degree, and so may &
more biased than quantitative data. Qualitative data are not as precise and cannot be aggregated or
manipulated in the same way that quantitative data on absolute levels of income can be. It ismore
difficult to standardize qualitative datan order to compare different microenterprises or households.
It can also be more expensive and time consuming to collect than might be anticipated, becaues
obtaining non-quantitative data that are of good quality requires highly skilled interviewig
techniques. (See especially Goldmark and Rosengard 1985.)

2. An Alternative M easur e of the Economic Status of Households  Simpler Method

The wealth ranking technique described below can be used to assess relativeverall household
wealth or economic status. It provides an alternative measure to household income.
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a. Wealth ranking technique to provide an alternative indication o f
household economic status

A wealth ranking exercise is a rapid rura appraisal (RRA) technique that provides a
aternative indication of household income lgels. In one variation, households in the community are
grouped into several categories according to their relative wealth. The critical feature is that th
sorting exercise is based on the community members own perceptionsf the relative economic status
of households, since the sorting is done by either seleted key informants or by the entire community.

A mgor advantageof the technique is that it is faster and much less costly than a household
survey. It can provide interesting information onmportant locally perceived indicators of household
economic welfare. However, this approach does not yield direct information on income D
households, but instead is based on an assessment of the wealth or general economic well-being of
households, which depends not only on income but also on assets. The approach also provide
information on only the relative wedlth psitions of households within a community, and so does not
produce data that allow comparisons to be made across ommunities. It also does not directly assess
why an individua household's satus may have changed over time. Because it does not examine the
relationship of the enterprise actvity to any changes in household economic status, it is not effective
on its own for assessing the effects on income of the fungibility of financial resourcebetween the
microenterprise and household. The approach can only be effectively applied in small communities
where the informants know everyone. Tlis tends to make it more suitable for use in rural areas than
urban ones. Some advocates estimae that it can be most effectively used in communities with up to
amaximum of 100 to 150 households. Finally, the wealth ranking techniques not suited to providing
information on seasonality or other fluctuationsin income. Despiteéhe limitations, however, this type
of approach can be extremely useful for a preliminary data gathering exercise to provide input into
questionnaire design, to clarify key issues and variablesand to gain valuable insights into perceptions
of the subjects regarding the determinants of wealthstatus. (See especially Buchanan-Smith 1993
and Ritchie 1994.)

B. MIDDLE RANGE APPROACHES

1 Directly Measuring or Derivingan Indicator of Income for Microenterprisesor
Households. Middle Range M ethods

The techniques described in this section are usually used to measure net income for ta
microenterprise, which is sales or revenues minus costs. They may also be used to track total income
for the household. These methods attempt to deive a value for the variable of income itself, and do
not rely on proxy measuresof income. The separate methods described below are actually different
techniques or concepts that can be used within an overall approach, andtan be used with various data
collection methodologies, such as case stulies or larger sample surveys. They can be used to collect
“before” and “after” data, whether through a one visit or a multiple visit survey approach. Té
techniques are presented in approximate orde from the simplest approach to collecting income data,
to more complicated tools.

a. Sdf-reported recalled information on total income for microenter prises
or households
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One approach that has been used in impact assessments of microenterprise assistane
programs involves asking the respondent to reall total income for the microenterprise or household.
The information requested is often net income for the enterprise, oin the case of the household, total
income. Dataare requested for a prior specified period of time, usually arecent, one month period
(often the priar month). The respondent is not asked about inflows and costs separately, nor about
the various sources of inflows or components of costs. Instead, s’/he is merely asked to provida
summary income figure, either gross or net. In a one visit survey approach, an additional question
can be added to gather the same data for a comparable time inteval from the period before assistance
was received, preferably right before the loan was received. In arepeat or multiple visit surwe
approach, comparable data can be gathered for successive current monthly periods to provide time
series data. These types of questions can also be used in case studies.

Data on total income may be requested from the respondent with respect to a specific time
period, asin aspecific day, month or 12 month period. Alternatively, the respondent may be asked
to provide an average daily, monthly or annual figure. As noted earlier, while information recalled
for a specific short time period may be more precise or accurate, it may represent a distorted picture
of the total or average stuation if income fluctuates over time. Sometimes information is requested
in terms of both specific and average values, which can be compared to cross check the appardn
accuracy or reasonableness of the responses.

The principal strength of such an approach isthat it is easier, more rapid, and less costly to
collect this type of summary income datathan it is to collect more detailed data on the component
parts of income The respondent is asked to provide just a summary income figure. While the cost
increases with the frequency of survey viss, collecting this information through a repeat visit survey
approach facilitates the assessment of seasonal or other fluctuations in income.

The mgjor weakness of sdlf-reportedtotal income is that the accuracy of the datais probably
not very high. There is significant evidence that self-reported income, based on recall, 9
systematically under reported, to such an extent that many researchers avoid using it as a stug
variable (Alderman 1993; Devereux 1993). Recall data are subject to various sources of error, &
described above. While this basic constraint also affects more sophisticated methods that are based
on recall of income data, the more complicated approaches have technigues built into them thHa
attempt to lessen the degree of recall error. None of the problems associated with multiple sources
and components of income inflows and osts are addressed particularly well by this approach. If the
respondent is asked for a net figure of microenterprise income that must be calculated from tofa
inflows minus associated costs, the chance of estimation error is probably higher than if ta
component elements are asked fa separately. There may be variation in the types of inflow sources
and cost categories that respondents use to make their calculations of income, which limits ta
comparability of data across respondents. Some respondents may not even understand whe
information on net microenterprise income is reqested, as compared to gross income (before costs).
Because these simple, direct questions on income do not track down source®r uses of income, it
is not really possible to asssss the fungibility issue. Finally, the sengitivity of the income information
requested may lead to deliberate misreporting by some respondents.
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It might be possible to verify the relative acuracy of self-reported recall datathat is gathered
through a simple summaryquestion on total income that is applied to alarger number of subjects as
part of a sample survey. Information can alsobe collected through in-depth interviews with a few
select enterprises or households, using etailed worksheets to actually verify all the component parts
and values of income (as described under the compl& approaches below). Results from the in-depth
worksheets can be used to give a sense of whether the data collected from the ssmple questionnaire
approach are within an acceptable range of accuracy.

b. Self-reported recalled data on revenues and costs for microenter prises

One of the most common techniques used in micoenterprise impact studies that improves on
the salf-reported summary income approach desribed above is to ask respondents for total revenues
for the enterprise separately from total associated costs. Respondents are not asked detaileé
guestions on the various sources and components of revenues and costs, but are merely asked fio
total revenues, or sales, and total costs. Data are usually collected for a prior specified time period,
often a recent completed month. Monthly costs are then subtracted from monthly revenues by the
enumerator during the interview, or later by the analy4, to drive net resources flow, which is treated
as net income, or profits. In a one visit survey, respondents can also be asked for data foa
comparable time interval from the pre-loan period. Inatwovisit or multiple visit survey, comparable
time series data can be collected for different time periods as needed.

This gpproach is subject to basically the same stengths and weaknesses that the self-reported
summary income method is subject to. A mgjor difference is that error associated with having t@
respondent calculate net microenterprise income by subtracting costs from revenues might &
reduced. These calculations are now performed by the interviewer or analyst, although it does not
necessarily mean that calculation errors will be eliminated. Also, by distinguishing the tw
components of net income, revenues and costs, it provides a potential chance to identify highyl
unreasonable responses or sources of error, particulary if the enumerator does the calculation for net
income during the interview. The enumerator can ask the respondenif the net income figure that
results from subtracting the cost from the revenue data given by the respondent seems accurate and
reasonable. Negative enterprise netincome flows, particularly if occurring over extended periods of
time, should raise questions about the accuracy of the costs and revenues data supplied by th
respondent. Enumerators can probe further to try to discern whether seemingly unlikely responses
are accurate. Because respondents are asked for total revenues and total coststhere may be high
variation in the component parts of @ch that are accounted for, which would limit the comparability
of data across respondents. Requested information on revenues may be considered as sensitive by
respondents, which may lead to ddliberately haccurate responses, although it may not be as sensitive
as direct questions on net income or profits.

C. Dealing with seasonality and other fluctuations in income for
microenterprises or households

Asexplained earlier, microenterpriseand household income can vary substantially by season.
Many studies attempt to account for seasonal or regular fluctuations in income by using certa
techniques. The essence of one approach is to collect information on what the “seasons’ are, anh
when they occur. A common technique is to ask the respondent to identify which of the 12 months
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of ayear are high income, o active sales periods for the microenterprise, and which are low income
or relatively inactive months. A third category of medium sales can also be used. Then data &
requested on income (or income components) br either a specific or average low season month, and
also for a specific or average high season month (and medium season if used). Each figures
multiplied by the number of the months of a year cycle that are low, high (and medium) season
respectively, to estimate an annual income figue. These techniques improve the accuracy of data on
income that is affected by regular seasonal or other fluctuation cycles. Data can be collected from
respondents for the different seasons éher in terms of actual figures for specific months, or in terms
of average monthly values for the various seasons.

A less effective way of approaching the seasonality factor isto simply ensure that before and
after data are collected for the same month or sason each time. This does not improve the accuracy
of annua estimates for income that are derived from such data, but it does help to control for some
of the variation that occurs due to seasonal change in the income data.

However, these techniquescannot fully account for seasonal fluctuations in income and do
not address the more irregular fluctuations that affect income flows at al. The ideal way to handle
fluctuation would involve freqient, multiple visit surveys of the same set of respondents over along
period of time, such @ every two weeks for a couple of years (Daniels et al. 1995). The problem is
that this method is extremely time consuming and expensive, and could potentially resultn
respondent fatigue and high drop out rates which would bias the remaining sample.

d. Egtimation of microenter prise income through standard cost structures

This approach is based on deriving “standard cost structures’ for a particular type b
microenterprise. The standard cost structure or cost budget is essentially the average cost b
producing a particular product. Qnce the cost structure has been estimated, information is collected
from individual enterpriseson the volume of their production (the number of units of outputs), the
volume of some key inputs, such as the primary raw material used, or the value of sales durin@
specified period. Net income is then calculated based on these data’

The cost structure is estimated from data gehered on one or more “typical” microenterprises
that produce the same product. Data may be collected from such sources as staff of the assistig
organization ar interviews with businesses. To calculate the cost structure, information is gathered
on dl inputs used. The quantity and price of each input needed to produce one unit of product are
assessed. From this the unit cost of the product can be computed (the cost of inputs neededd
produce one unit of output). The sales price of one urt of product is also determined. The unit cost
can be subtracted from the unit sales price to give the profit margin per unit. With these data
information can then be collected from a larger number of microenterprises on either the volume of
a key input that they have used over atime period, the volume of output produced, or the value of
sales during that period. These data for each respondent are then maipulated using information from
the cost structure to derive revenues, costs, and net income for the enterprise. If the typida
enterprise produces more than one product the cost structure method carstill be used but is more

"This description of the standard cost structure approach is taken from CARE’sSmall Economic Activity
Development Module 1: Evaluation Guidelines for Impact Evaluation, 1992, pp. 35-42.
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complicated. An average gross profit margin is calculated for the business as a whole, weighted by
the typical relative value of sales of the enterprise’s different products.

The advantages of this method are that it is certainly easier, more rapid, and less costlyd
undertake than approaches that require collection of a lot of detailed data from all respondents
While considerable effort may be required to develop the cost structures, once they are completed,
data on only avety few or even one variable are needed from all of the microenterprises selected to
be interviewed. It avoids the sensitivity problemof asking questions directly about income, which
may improve accuracy of responses. If time series data are collected, revision of the cost structures
can provide vauable infomation on changes in productivity over time. In addition, time series data
collected through the cost structure method can also potentially be used to assess the effects
seasonality or other fluctuations in income.

However, this method was developed primarily for projects that provide standardize
technical packages of assistance for a single microenterprise production activity. The princiga
drawback is that each cost structure is applicable only to relatively homogenous enterprises tha
produce asimilar product. Even within enterprises that prodce a similar product line, the businesses
must share most other basic characteristics such as geneal size, market environment, use of the same
technology, and so on. Further, even if more elaborate average gross profit margins are calculated
to account for theproduction of more than one type of product by enterprises, the method involves
making numerous assumptions and over-simplifications concerning the standardization of produc
types, cost components, and output values. So many assumptions are involved concerning th
smilarities of the microenterprises and the representativeness of th products and their cost structures
that the likelihood of the assumptions holding is questionable. In additionany error hidden in the
cost structure affects all later estimates for all surveyed firms. If it is the only method used, tl
standard cost structure approach cannot determine anything about how the fungibility of capita
between the microenterprise and the household affects total household income.

2. Alternative Measures of the Economic Status of Households: Middle Rang e
Methods

Some middle range appraaches to assessing household income involve the use of alternative
indicators that track different dimensions of the economic status or wealth of the household. Té
assumptions underlying the use of an alternative measure in place of income are that the aternative
provides useful information on anotler aspect of household economic welfare that can substitute for
income data, and that it is easier to collect accurate information for the alternative than it is fio
income.

a. Assets as an alter native measur e of household economic status

Assets issometimes promoted as a useful alternative measure to household income in some
contexts. An assumption is that because income is 8ed to purchase assets, data on changes in assets
can be used to draw some conclusions aboutchanges in income (Kumar 1989). In addition, because
assets represant sources of potential future income, assets may provide a more useful picture of the
long-term economic status of the household than income does. Assets is a stock variable that reflects
status at a fixed point in time. Production (microenterprise assets, agricultural assets, land)
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consumption (house, vehicle, furniture, personal luxury items, etc...), and liquid (financila
investments, savings, cash) assets may beinduded in such assessments. A more meaningful measure
of household welfare than assets is household net worth, defined as the value of household ass&t
minus household liabilities (Snodgrass, pers. com. 1996b).

An advantage of using assets instead of income is that it iseasier to collect data for assets.
Assets are conceptualy easy to deal with, and questions about thentend to be unambiguous and easy
to understand. Physical assets can be visudly verifid, which also tends to contribute to the accuracy
of responses. Asking for information on assets may be lessensitive than direct questions on income,
which may also contribute to increased accuracy of respondent information. Because assets ara
stock variable that pertain to a single point in time, providing information on the current statusf
assets need not involve as much recall for respondats, and therefore as much associated recall error,
as providing infamation on income flows does. In addition, assets are not as subject to the kind of
frequent and seasonal fluctuations that characterize income. Finally, as mentioned above, the level
of assets may actualy provide more meaningful information about likelydture and long-term changes
in household living conditions, since productive assets can continue to be used and affect economic
well-being into the future (Kumar 1989).

However, if physical assets data are to be compared across households and time, they must
usudly be converted to amonetary value. Determinng the value of adiverse array of physical assets
can be complicated, time consuming, and expensive. Different methods can be used to determine the
prices for items (such as current market retail price, or respondent recall of original cost)
Depreciation effects needto be accounted for to determine current value, and handling depreciation
can be complicated. In addition, the very fact that assets chage more slowly than income means that
assets cannot capture the same sort of short-term changes in economic status that the flow variable
of income can. Another disadvantage of this method is that the fungibility of monetary resource
makes it difficult to draw conclusions about linkages between changes imicroenterprise performance
and changes inhousehold assets, since assets may be purchased with capital coming from a number
of different sources. (See Kumar 1989.f

b. Wealth scores as an alter native measur e of household economic status

Wedth scores are based on verifying whether households own a set of selected, observable
assets. This method is based on the assets approach described above, but involves developing &
index of selected itemsand then assessing whether households own them or not. A wealth index or
score is sometimes used as an alternative to income to measure household economic status. Its use
as an dternative to income isbased on an assumption that since income influences ownership of and
access to assets, households with higher incomes will own more assets, and specificaly, will ow
more of the mnsumer and other goods included in the wealth index (Buzzard and Edgcomb 1992).

A typical wealth index includes key household possessions and important characteristics of
the household physical dwelling. The index can be created based on information gathered through
an exploraory survey. ltems are selected for inclusion in the list based on how important or useful

1P| ease see Carolyn Barnes, Assets and the Impact of Microenterprise Finance Programs, 1996, for a more
detailed discussion of assets.
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they are in determining a household’s standard of living. Examples of items often included in such
an index include: electricity, radio, television, telephone, refrigerator, bicycle, motorcycle, and car.
For the dwelling, categorical choices are prepared foreach physical feature to be assessed, which can
include the type of floor, walls and/or ceiling. An example of categories for floor might include
earthen, ssmple wood plank, cement, or carpet. (See especially MACRO International Inc. 1994.)
Households are interviewed and the number of each item in the index that they own isrecorded. A
wealth score can then be calculated for each household by weighting the items by their monetar
value. Itis possible to use the wealth scores to derive Gini coefficients that would facilitate cras
community analysis (Little et a. 1989). The Belcher scales a particular example of a socioeconomic
index designed to be used in different country settings (Buzzard and Edgcomb 1992).

Advantages of using awealth index are largely the same as those described for assets. The
wealth index is basically a proxy indicator for full measurement of assets, since it is based 0
measurement of a subset of total assets. Because itonly includes a subset of total assets, and may
involve use of sandardized valuesfor key tems in the index, it can be easier and cheaper to use than
methods that involve separately valuing total household assets for each respondent. Wealth scores
can be used to comparedata on individual respondents across time, households, and communities.
Because assets represent potential future income sources and because totalassets do not fluctuate
as much as income does, the wedlth score may provide amore useful mease of long-term household
economic well-being than income does. Assetsincluded in thendex are conceptually easy to identify
and physical assets may be visually verified, which means that data may be more accuratéhan for
income. Wealth index data may also be more accurate because they do not involve direct ad
sengtive questions on inome. Finally, assets included in the index represent stock data that pertain
to a single point in time, and thus use of the wealth index involves less recall on the part of
respondent and potentialy lessrecal error than inome data collection does. (See Little et al. 1989.)

Weaknesses of the wealth index include tlose described above for assets. A major weakness
isthat because assets change more dowly than income and do not flatuate as much, the wealth index
cannot capture short-term changes in economic well-being to the same degree that the income flow
variable can. Because he wealth index provides only partial information on a subset of total assets,
it may not reflect the changes that occur in a household’s standard of living as well as full assat
measurement would Creation of the index also involves assumptions about which key assets items
should be included, and artificial standardization of assets types and values, which may lessen &
validity as an indicator of overal household economic sttus. Determining the values to assign to the
various assets included in the index can be complicated and time consuming. Finaly, use of th
wealth score does notfacilitate analysis of the issue of the fungibility of capital, and the influence of
the microenterprise on changesin total household economic statusss measured by the assets included
in the index.

A variation of the wealth index is a standard of living index. It is basically the same as
wedlth index except that key consumption goods or servicesitems like food and clothing, and even
more intangible amenities like access to schools and health clinics, may be included in the index
Someargue that this type of index is superior to one based only on assets because it includes other
factors that indicate the overall standard of living of the household. While this may be a plus, these
additional factors are more difficult to identify and standardize, and make such indices extremsl
specific to local settings. In addition, access to amenities such as schools and clinicsis to a larg
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degree outside the control of households, which further complicates the analysis. (See especial
Kumar 1989.)

C. MORE COMPLEX APPROACHES

1 Directly Measuring or Derivingan Indicator of Income for Microenterprisesor
Households: More Complex Methods

The more complicated techniques described inthis section are often used to derive values for
net income or profits of microenterprises, and total income for households. These methods attempt
to derive avaue for the variable of income itself, and do not rely on alternative measures or proxy
indicators for income.

a. Detailed sdf-reported recalled inf ormation on components of income for
microenterprises or households

Many impact assessment approachesinvolve collecting detailed recall data from respondents
on the separate components of microenterprise or household income. Such data are often used to
cdculate net income or profits for the microenterprise, or total income for the household. In these
approaches, detailed informationis requested on all of the sources and component parts that make
up income. For a microenterprise, detailed data are collected on all of the component sources and
elements of revenues, and afigurefor total inflowsis calculated. Detailed data are also collected on
all of the components of variable and fixed costs, and a total figure for costs is calculated. Ne
income or profitis then calculated by subtracting total costs from total inflows. For the household,
detailed information on income from all sourcesis collected. (For farm and non-farm productie
activities of the household, including microenterprises, associated fixed and variable costs &
subtracted from revenues to give net income from each of these sources.) Total household income
is calculated by summing data for al of the household's income sources.

This method is distinguished from the middle range approach ofrequesting information on
total microenterprise revenues and total costs directly from the respondent by the fact that detailed
information on the separate component parts of inflows and costs is collected from the respondent.
Totals are derived later by the enumerator or analyst. The leveof detail can vary quite a bit from use
of broader categories to very detailed breakdownsof inflow and cost components. While detailed
information on the separate components of net income could possibly be collected directly fnm
financid records for a microenterprise, the approaches described in this section are applied through
interviews that ask respondents to recall information. The basic approach can be used in surveys of
microenterprises or of households.

In the typica microenterprise survey approach, various components of microenterpries
inflows are separately enumerated, and can include sales, rents received, interest on bonds 10
mortgages, dividends, and other. The categories of enterprise costs can include the following
materials and supplies, tools and minor equipment, repairs and maintenance expenses, depreciation
expenses, rent for prenises and equipment, utilities, transport, licences, fees and taxes, cash salaries
and wages paid, in kind wages or other employee benefits paid, pension contributions, laa
repayments, bond and mortgage interest payments, and other.
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The same technique can be applied to household income. Categories for household income
sources might include income from the assisted enterprise, other enterprises, agricultural crops
livestock, rents, cash wages or salariesreeived (agricultural may be separated from non-agricultural
earnings), in-kind work benefits, remittances received, pensions, transfers received from té
government, and other. Earnings information is often collected from more than one member of the
household and sometimes from all adults.

The value of in-kind flows is usually included to at least some degree in calculations b
enterprise net income and hausehold income. For example, the value of microenterprise production
that is consumed by the housetold is usually included as revenues for the enterprise. (Note that this
amount is often also counted as consumption expenditure for the household, as will be explaire
later.) However, there is considerable variation in the degree to whichin-kind goods and services
are included in estimates of income. For example, if the costs of unpaid family labor are nb
subtracted from the revenues of a microenterprise, the resulting microenterprise net income ¥
definition includes returns to unpaid labor. As described earlier, more complex approaches use the
concept of full income for the household, which involvesmputing values for the flows resulting from
the use of al household assets and endowments, such as wner occupied dwellings and even the time
of household members.

In the smplest approach, the value for egh inflow or cost line item or category can be asked
for directly from the respondent. However, without written records, the respondent may not know
the total value of each category precisaly. A tehnique to deal with this asks instead for quantity and
price information, which are multiplied together to yield total value. An alternative for estimatig
business expensesis based on the frequency of expenditures. Foexample, for each expense category
the respondent is asked: whether the business had any expenditure forhat category during a specified
time period; if so, how muchisusually paid for it; and how often it is paid for. Thetotal value for
that expenditure category is than calculated by multiplying the frequency times the price (Vijverberg
1991).

Data for each category of inflowor cost may be collected for an average time period, such
as an average month, or for a specific time period, such as the previous month. Average data fo
shorter time periods such as a month areusually multiplied by 12 to estimate annual figures. Data
can be collected for the pre- and post- assistance periods. Information can be gathered throul
intensive case study interviewswith a few selected respondents, or through fairly long questionnaire
interviews with alarger sample of respondentsin a survey.

Collection of very detailed information on the different component elements that determine
net income for a microenterprise is essentially recreating a financial statement, such as an incom
statement. In one form of income statement, various costs are subtracted from sales revenug
sequentially to eventually leave net income (Goldmark and Rosengard 1985):
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SALES REVENUES - cost of goods sold (= gross income)

- operating & depreciation expenses (= operating profit)

- interest expenses (= profit before taxes)
- income tax

NET INCOME

If it is believed that the dda contained in the income statement are accurate, several types of
profitability ratios may then be calculated to further anayze the financia performance of ta
microenterprise. Examples of profitability ratiosinclude gross magin (gross profits divided by sales);
net margin (net profits divided by sales); return on equity (net profits divided by net worth); ath
return on investment or assets (net profits divided by total assets). Such ratios can be usedd
compare an enterprise’s performance with itself in another time period (as in pre- and post
assigance), or with a standard ratio for a sector or industry. Such ratios, with the exception of the
return on investment, are not useful for comparing firms in different sectors with each other
Additiona performance ratios that analyze efficiency of asset use may also be calculated. (Se
especialy Goldmark and Rosengard 1985.)

A magjor advantage of this approach is that it prompts resondents on the separate component
parts of total income so that items are not forgotten, thus improving the accuracy of collected data.
Responses to queries about smaller, more discrete items also tend to be more accurate than fo
guestions about aggregate costs or revenues that involve calculations by respondents.It may also
be easier to identify and correct for errors that afect only some components, since evidence suggests
that recall data on different components of household income are sbject to different sources of error.
For the microenterprise, data on totalinflows may be compared with total costs to provide a general
assessment of the reasonableness or accuracy of the data collected. As another cross check, tl
respondent may also be asked wheher the total calculated figures for inflows, costs, and net income
appear reasonable, although this requires that the enumerator perform the calculations during
interview. The requestedinformation on the separate component parts of income may be perceived
as less sengitive than total income by respondents, and so may involve less deliberate misreporting.

The greatest constraints affecting theg approaches may be that despite the increased level of
detail, data on inflows and expenses are still subject to basic problems of recall and estimation error.
Even though the financial data requested from respondents pertain to smaller, more discrete items,
they may dtill be perceived as sendtive adl may not be reported honestly. Vijverberg compared data
on three different measures of enterprise income that were derived from two Living Standarsl
Surveys household survey data sets, and found that the three measures seemed to be relativel
imprecise, and did not correlate well with one another. This finding suggests that it is extremel
difficult to collect accurate self-reported, recalleddata on component flows of income (Vijverberg
1991).

Additional weaknesses of this approach are that recostructing all of the component elements
of income for amicroenteprise or household can be extremely difficult, time consuming and costly.
Some household income surveys involve interviewing all income-earning individuals within @
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household, which can be expensive and take agreat deal of time, particularly if cultural conditions
mandae having male and female interviewers available to interview men and women separatsl
(Kumar 1989). Itis particubrly difficult to value flows related to any goods or services that are not
sold or purchasedin the market. This may include agricultural production grown and consumed by
the household, wild food products, and fodder or firewood gathered by the household. Prie
information can be collected if amarket for the item doesgist, but it becomes very difficult for items
that simply are not available in any market. Even when determining values for goods for whicla
market does exi<t, there are severa different ways thaforices can be determined (e.g. consumer/retail
price vs. producer/farm gate price). Depreciation costs are also difficult to reconstruct.

Different types of microenterprise activty may require different techniques for collecting and
deriving information on the components of income. For example, poducer sales data may potentially
be derived using aveilage estimates of time spent working to produce key products, while sales data
for traders may be more appropriately derived fom information on the number of units sold (Daniels
et al. 1995). Inaddition, variation in the types of items included within each category of inflow or
expense can make these approaches very complicated in terms of calculating values and in terms of
the reporting periods used. For example, sales data for an enterprise may include information o
many different products that sell for very different prices. Enterprise input materials may incluel
many different items that cost different amounts. ®me studies smplify things by asking respondents
to name afew key products and use thisinfemation, weighted by the portion of total sales that each
item represents to estimate total sales, even though this technique obviously introduces some error
(Daniels et a. 1995). Thetime period that is appropriate for reporting on different components of
inflows and expenses alsotypically varies quite abit. Some researchers recommend using whatever
time period the enteprise usually uses for each particular item, which might be by day or month for
components of sales or the cost of supplies, or by year for items like taxes paid. However, sue
information then needs to be converted to a common time period in order to be aggregated ad
analyzed (Goldmark and Rosengard 1985).

When calculating net microenterprise income, another problem can be introduced if certain
input expenses regorted for a particular enterprise are in fact shared with other household uses. To
addressthis problem, it may behelpful to inquire about whether any of the expenses are shared with
other household entrepreneurial or productive activities, and if so, the proportion that should &
alocated to the enterprise in question (Vijverberg 1991).

Finally, the length of the interview required to get the data represents a burden to sora
respondents. Respondent fatigue and drop out rates may increase as a result, which can distort the
accuracy of data collected and in the case of drop outs, bias the remaimg sample. Some studies have
found that a considerable number of microenterprises may be unwilling or unable to provide ta
detailed information needed to estimate revenues and costs (Daniels et al. 1995).

A technique that may improve the quality of detailed financial data collected froma
microentrepreneur is to lead into the more detail oriented and sensitive monetary questions 1
beginning with more general, non-sensitive questions. The same information may be requestedn
more than one way to provide a cross check. Another technique is to conduct the interview at the
place of business, since responses tend to be more truthful when there is a chance to directly verify
information. Observing the actual business site gives the opportunity to examine such quantitative
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and qualitative aspects as the quality of goods produced, displays, inventory levels, the condition of
fixed assets, and the volume of sales. While notstatistically valid, these observed data can help to
verify the general accuracy of responses supplied by the microentrepreneur. (See Goldmark am

Rosengard 1985.)

The development of sophisticated household survey research techniques designed to assess
broad policy questions related to standads of living and poverty, the effects of structural adjustment
on the poor, and nutrition and foal policy, has yielded valuable information for refining methods for
gathering detailed data on components of household and microenterprise income. Such survey
include the World Bank’s Living Standards Survey (LSS), the Socia Dimensions of Adjustmen
integrated survey, and surveys sponsored by the International Food Policy Research Institute
Vijverberg compares the utility of broader haisehold surveys to that of traditional enterprise surveys
for gathering accurate information on the income of small scale, non-farm enterprisesin developing
countries. He describes how a typical enterprise survey that focusses on production, inputs at
outputs may provide more detailed information about the components of enterprise incomé¢han a
broader household survey can. A potential benefit of using a household survey approach to study
microenterprise activity, however, is that it can provide valuable additional information on othe
factors within the household that affect enterprise income, and on the inter-relationships of th
microenterprise and the broader household economic portfolio. A household survey approach can
provide information on the fungibility of capital and labor between the enterprise(s) and ta
household, education and employment information on family members, and risk strategies. Thes
data can be extremely useful for developing afuller pictureof the development of the microenterprise
and itsrelationship to the household. However, because household surveys like the LSS collect so
much additional information on other aspects of household wekbeing, there is a limit to how detailed
the enterprise section can be. (See especialy Vijverberg 1991.)

b. Direct observation of det ailed infor mation on components of income for
microenterprises or households

Self-reported recall data on income are subject to serious sources of error as describedn
previous sections. One way to avoid the weaknesses associated with respondent recall and setf
reporting would be to directly observe the components of income to take measurements. Tla
approach to data collection could potentialy be used to dave values for microenterprise net income,
or for household income. Some examples of research methodstiat rely on direct observation include
labor and time use allocation studies, some types of food consumption surveys, and techniques for
deriving agricultural crop yields (Little et al. 1989). Few studies have attempted to analyze th
impact of microenterprise programs by using direct observation of enterprises or households o
large scale because of the extremely high cost and technical difficulty associated with such @
approach. It would require highly skilled enumerators and a gret deal of time. It would also be very
intrusive to respondents and would be more likely to result in increased drop out rates and bias for
the remaining sample. The cost production model describedearlier can involve direct observation
of afew selected businesses to derive the cost models. However, extending such an approacha
cover al respondentsin a survey woull be prohibitively expensive. Nevertheless, direct observation
would undoubtedly improve the accuracy of income data and potentially yield valuable information
to address the question of how financial resources move among various household activiti®
(Vijverberg 1991).
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As apossibly cheaper method, respondents could be taught how to keep detailed diaries to
record information on the variouscomponents of income. While this approach might be lower cost,
resulting data might be subject to more errors associated with self-reporting, including calcul atio
errors, failure to keep complete and timely records, and deliberate misreporting due to sensitivity
This approach also requires literacy to be able to fill in the records, which might eliminate sora
entrepreneursor households. Finaly, thegreat variety among economic activities would probably
necessitate development of many different recording forms for respondents to use. (See Vijverberg
1991 and Leones and Rozelle 1991.)

2. Alternative or Proxy Measures for Income of Households: More Comple x
Methods

Two more complex approaches that involve the use of dternative vaables or proxy measures
that indirectly track household income are described below. The assumptions underlying the use of
an alternative or proxy measure are that it is easier tocollect accurate data for the alternative than
it isto collect data for income itself, and that either the proxy indicair provides a reasonably accurate
sense of what is happening with regard to income, or that the aternative presents a useful bu
different measure of economic status.

a. Expenditure as an alter native measur e of household economic status

Total household expenditure is sometimes used as an alternative measure of househal
economic well being in place of income. Essentialy, this approach looks at total househal
consumption expenditures on goods and services, or lousehold resource use. Methods for gathering
information on household expenditure come from the field of surveys known as household budget,
consumption, or income and expenditure surveys developed for socioeconomicesearch on household
welfare or nutrition. Household consumption refers to the total quantities of goods and service
consumed or used by a household in a given period. Consumption is typically measured by tola
expenditures, which track the value of money, time and assets spent on both food and non-fod
goods and services (Levin 1991). Categories of household expenditures might include: food, rent,
transport, education, clothing, medical, household utensils, remittances paid out, taxes, and other
(As noted earlier, in a household accounting framework, the difference between household tota
income and total expendituresis savings.)

Expenditure is usually measured in terms of the value of the gods/services used or consumed
and may be collected through different methods. Sometechniques involve collecting quantity and
unit price information, or deriving these,in addition to total value (quantity times price) information.
In recent years many expenditure surveys have been adapted to include the value of in-kich
consumption. Several methodologies for gathering consumption information are oriented towat
nutrition issues, and focus largely on food consumption, which forms a maor part of tota
expenditures for poor households. These approaches are probably not particularly applicable to the
purpose of tracking the economic impact of microenterprise services.

One household expenditure survey method that does seem to be potentially relevant foa
microenterprise impact study involves interviewing households and asking for recall data abou
consumption, working from fixed or flexble lists of categories or types of items consumed. Thislist
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recall method that is based on prompting the respondent on categories of expenditure itemss

methodologically somewhat similar to the approach of collecting self-reported information on té

separate components of income as described above (C.1a). A more intensive but also useful method
is based on direct observation. Thisinwlves recording by a household member or by an enumerator
present in the household of all consumption that occurs during a 3-7 day period. The househal

record method is most often used for food data, but non-food inforration can also be collected. (See
Levin 1991.)

A major advantage of using expenditure is that it is considered to be in some ways a m@
reliable indicator of long run, overall household well-being than income is. Proponents argue tha
because expenditure represents actual consumption it gives a more accurate assessment ofa
household’s economic status than does income, which represents potential future consumptio
(Kumar 1989). Expenditure is not subject to as much seasona and other fluctuations asincomeiis,
particularly for rural or agricultural regions. Expenditures are less variable because they arex
function of the household’s ability to smooth changes in income through adjusting savings anh
dissavings The permanent income hypothesis holds that people consume 100 percent of thei
“permanent income.” Some anadysts argue that if thigwypothesis is true, then consumption measured
for a reasonable time period provides a superior measure of permanent income, and thus a betre
picture of lifetime income and long-term welfare, than does a measure of household income foa
comparable time interval (Snodgrass, pers. com. 1996b). Evidence suggests that data fo
expenditures are easier to gather and are subject to less measurement error than income data are
probably because data requested for experlitures are easily understood, and because prices for most
goods are either readily known or easily available locally. (See Levin 1991 and Casley and Lure
1981.) Expendituremay also be reported more accurately than income because such information is
not as sensitive (Little et al. 1989). Detailedprompting on lists of expenditure categories tends to
help reduce respondent recall errors such as omission of entire categories of expense. It also helps
reduce respondent inaccuracies due to estiméing or calculating larger aggregate values. Techniques
based on direct observation or detailed record keeping are assumed to significantly reduce recél
errors and improve the accuracy of data.

However, a mgjor weakness associated with using expenditure as a variable instead D
household income is that expenditire data cannot reveal whether the resources used to purchase the
goods and services that are consumed come out of increasedncome or out of dissaving, which of
course have very different implications for houselold welfare. Precisely because expenditures reflect
consumption smoothing behavior and do not vary as much, they cannot reveal as much as incom
does about changesin family welfare that are dugo seasonal fluctuations or other factors (Devereux
1993). Theinterview method, andespecially the recording data collection techniques, are intensive,
costly, and fairly intrusive for households. The household record method is extremely expensive and
tends to impose on the household, since every single item used by the household during t@
observation period must be valued and recorded. For food consumption, this involves weighing all
food items. Items consumed outside the hosehold can be missed, and if the recording is done by an
observer this may affect normal consumption habits. It is difficult to ensure a high response leve
since respondents may refuse to participate, or tend to experience fatigue if multiple visits &
involved and drop out, which may @use the remaining sample to be biased. Special care must often
be taken to build the confidence and willingness of respondents to participate in the research
Collecting and aggregating data on the multiple items ofconsumption can be very complicated, given
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variation in prices, quantities, frequencies of events, time periods and units of measurement
Estimating values for consumed goods and sevices that are not purchased from markets can be very
difficult. Using the household self-recording method might exclude nonliterate respondents, ath
might involve more recording and calculation errors. Finally, while expenditure data may &
somewhat easier to recall than income data, problems associated with reall still affect accuracy. (See
especially Levin 1991, Cadey and Lurey 1981, Kumar 1989, and Little et al. 1989.)

b. Microenterpriseincome as a proxy for household income

Given the difficdty of collecting information on all sources of income within the household,
one approach for an impact study might be to just measure income in the microenterprise and treat
this as a proxy measure of overall household income. The microenterprise is essentially one source
of total householdincome. Income data for the microenterprise could be collected using any of the
approaches described above, but the highest quality data would be collected through the detaile
recalled information approach which prompts respondents for information on the component parts
of income inflowsand costs. The advantage of this type of approach is that it would be easier and
less costly than trying to capture total income for the household.

However, the mgjor disadvantage is that the economic performance ofthe microenterprise
might not be a very valid indicator of total household income. For example, because the enterprise
isjust one source of household income, the particular assisted enterprise might do very badly, while
tota household income could be rdatvely unaffected, or even increase, due to good performance of
other income earning activities. This technique also would not facilitate analysis of the issuefo
fungibility of monetary resources between the microenterprise andhe rest of the household portfolio.
(See CARE 1992 and Bolnick 1982a.)
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[11.  CONCLUSON

Many challenges affect the collection of accurate data on income. A variety of differen
techniques have been developed to measure microenterprise and household income. Sore
approaches are based on use of dternative variables to hasehold income. No single approach seems
able to overcome all of the corstraints that affect measurement of the economic status or well-being
of the microenterprise or household. While there is not enough empirical evidence availableat
definitively assess the relative effectiveness of the various approaches reviewed in this paper, some
common themes have emerged. To at least some degree, thereseems to be a trade off in terms of
the relative cost in human and financial terms of implementing an approach, and the degree of detall
and accuracy of data produced as aresult on tle other. More sophisticated and complex approaches
involve collection of primary data at a more detailed leveland involve more refined analysis of the
primary data. These approaches are more expensive to implement, but may produce more accurate
guantitative data on economicwelfare. The most widely used approaches rely on recall of income
and other flow data, which is universally acknowledged to involve serious constraints. Finally
numerous studies recommend using more than one approach to gather information on changesi
income of microenterprises or their households. Collection of qualitative information is ofte
recommended as a valuable way to complement and verify quantitative data.

A variety of factorswill influence the final seledton of the approach for measuring the impact
of microenterprise services on microenterprise anchousehold income for the AIM S core impact field
assessments. The costs and benefits of collecting data on income need to be carefully assessed
Incomeisapowerful indicator of microenterprise and household economic status. However, there
are alternative variables that are very useful for tracking different dimensions obverall household
economic welfare, and that maybe easier to collect datafor. The relative merits of using household
income as a key impact variable need to be assessed with reference to aternatives such &
expenditures and assets. Important factors in weighing the possible alternatives are the relatie
advantages of using a flow (income, expenditures) vs. a stock variable (assets), and the extentd
whichthe variable reveals information about current, as compared to longer term, future economic
well-being of the household.

Thefinal selectionof the economic status impact variable(s) and measurement approach(es)
for the AIM S core impact assessments sholid be based on the following criteria: the extent to which
the approach can produce accurate and reliable data on incene or an acceptable alternative economic
impact indicator, the relative cost d the approach, and the extent to which the method is compatible
with the data collection approaches recommended for the other critical impact variables to be used
in the AIM S core impact assessments.
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APPENDIX A

Summary Table on Approachesfor Measuring
Microenter prise and Household I ncome
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APPROACHES FOR MEASURING MICROENTERPRISE AND HOUSEHOLD INCOME
USEFUL FOR
MICROENTERPRISE
GENERAL AND/OR
LEVEL OF HOUSEHOLD
DIFFICULTY APPROACH INCOME ADVANTAGES DISADVANTAGES
Simpler Relative Vaue or Direction of | Microenterprise or * Rapid * Produces information only on
Change Household * Less costly relative income changes
» Asksfor less sengitive information on | « Data are subjective
income and thus may produce more * Of limited use in comparative
accurate data analysis of different
* Useful for information on trends even | microenterprises or households
when baseline data are missing * Cannot determine whether the
* Based on respondent perceptions of change in income isreal or nominal
income changes » Cannot be used to determine
* Useful in questionnaire to cross efficiency of assistance programs
check detailed quantitative dataon (benefitsin relation to costs)
income
» Can provide some information on
fungibility
» May be used to assess seasonality or
other income fluctuations
Simpler Existing Financial Records Microenterprise * Rapid » Data usually incomplete, or only
* Less costly exist for pre-loan status of
* Useful for cross checking with data microenterprises
collected through survey » Data collection method used for
» May use pre-loan application datafor | fileinformation may be flawed or
non-assisted firms as control group not comparable to other programs
» May be used to assess seasonality or | * Does not assess fungibility
other income fluctuations
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APPROACHES FOR MEASURING MICROENTERPRISE AND HOUSEHOLD INCOME

» Based on beneficiary perceptions of
household economic status

* Useful for pretest and to provide
input into questionnaire and research
design

Simpler Genera Qualitative Microenterprise or * Useful to probe how/why questions * Qualitative data are subjective and
Information Household regarding changes in income more biased than quantitative data
* Can provide very useful information | onincome
to assess fungibility * Qualitative data are less precise,
» Useful for cross checking validity of | and more difficult to standardize for
quantitative income data comparison of different respondents
» May be used to assess seasonality or | * Requires highly skilled
other income fluctuations interviewing techniques
» May be relatively expensive and
time consuming to collect,
depending on the number of subjects
Simpler Weadlth Ranking Household * Rapid * Produces information only on
* Lesscostly relative wealth status of households

in a community

* Not very useful for assessing
change in economic status over time
of individual households

» Cannot compare data across
communities

* Only useful in small, usualy rural
communities

* Does not assess fungibility

* Does not assess seasonality or
other income fluctuations
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APPROACHES FOR MEASURING MICROENTERPRISE AND HOUSEHOLD INCOME

» May reduce errors from respondent
caculation of inflows minus costs

» May assess accuracy by comparing
inflows with associated costs, and by
comparing calculated net income with
respondent’ s perception of net income
* Can collect data for specific time
periods as well as average figures for
longer periods to cross check validity
of responses

» May assess general accuracy of data
by comparing them with more in-depth
income information from afew case
studies

» When collected in arepeat visit
survey approach, may provide useful
information on seasonality or other
income fluctuations

Middle Range Self-reported Recalled Microenterprise or * Relatively rapid » Data accuracy questionable due to
Information on Total Income Household * Less costly high likelihood of respondent recall
* Can collect data for specific time and calculation errors
periods as well as average figures for * Danger of high variation in
longer periods to cross check validity | definition or derivation of income
of responses used by different respondents, which
» May assess general accuracy of data | limits comparability of data
by comparing them with morein-depth | « Sensitivity of information
income information from afew case requested may lead to deliberate
studies misreporting by respondents
» When collected in arepeat visit * Does not assess fungibility
survey approach, may provide useful
information on seasonality or other
income fluctuations
Middle Range Self-reported Recalled Dataon | Microenterprise * Relatively rapid » Data accuracy questionable due to
Revenues and Costs * Lesscostly high likelihood of respondent recall

errors
* Danger of high variation in
component parts of inflows and
costs accounted for by different
respondents, which limits
comparability of data

* Senditivity of information
requested may lead to deliberate
misreporting by respondents,
although asking for inflows and
costs separately may not be as
sensitive as asking for net income
(or profits) directly

* Does not assess fungibility
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APPROACHES FOR MEASURING MICROENTERPRISE AND HOUSEHOLD INCOME

* Relatively inexpensive

» Avoids asking sensitive direct
questions on income and thus may
produce more accurate data

* Provides information on productivity
» When used for measurements over
time, may be useful to assess the
effects of seasonality or other
fluctuations in income

Middle Range Techniques for Dealing with Microenterprise or A) Controls for some seasonal A) Does not provide information on
Seasonality and Other Household variation in income whether seasonal or other regular
Fluctuations: fluctuations are significant
A) Collect before and after B) Accounts for some of the effects of
income data during the same seasonal or other regular cyclical A) and B) Do not account for
season fluctuationsin income irregular income fluctuations
B) Collect income data on
separate seasons and then C) Accounts for both seasona and C) Very time consuming and
aggregate to estimate annual irregular income fluctuations expensive, and may cause increased
income respondent fatigue and higher drop
C) Multiple, frequent survey out rates that could bias remaining
visitsto collect income data sample

Middle Range Standard Cost Structures Microenterprise * Relatively rapid » May only be applied to

homogeneous enterprises that
produce same products

» Assumptions of homogeneity of
businesses and representativeness of
products and their cost structures
may not be valid

* Involves artificialy standardizing
and simplifying product types, cost
components, and output values

* Does not assess fungibility
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APPROACHES FOR MEASURING MICROENTERPRISE AND HOUSEHOLD INCOME

Middle Range

Assets

Household

* Because assets represent potential
future income sources and do not
fluctuate as much, may provide amore
useful measure of long-term household
economic status than income does

* Assets are conceptually easy to
understand and physical assets may be
visually verified, which means that
data may be more accurate than for
income

* Avoids asking sensitive direct
questions on income and thus may
produce more accurate data

* Assets are a stock variable pertaining
to asingle point in time - collection of
information on the current status of
assets does not involve as much recall
and so is less subject to recall error
than income data are

* Assets data are generally easier to
collect than income data

» Assets do not reflect seasonal or
other short term fluctuationsin
household economic welfare as well
asincome does

* Valuation of diverse physical
assets may be complicated, time
consuming, and expensive

* Does not assess fungibility

WPDATA\REPORTS\3175\3175-022.w61

(2197)

36




APPROACHES FOR MEASURING MICROENTERPRISE AND HOUSEHOLD INCOME

Middle Range

Weadlth Scores

Household

» Easier and cheaper than collecting
datafor full assets, detailed
components of income, and
expenditures approaches

» Wealth scores can be calculated for
respondent households to permit
comparison across time, households
and communities

* Because assets represent potential
future income and do not fluctuate as
much, may provide a more useful
measure of long-term household
economic status than income does

* Assetsincluded in the index are easy
to understand and physical assets may
be visually verified, which means that
data may be more accurate than for
income

* Requested data are less sensitive and
so may be reported more accurately
than income data

* Assets are a stock variable pertaining
to asingle point in time - collection of
information on the current status of
assets included in the index does not
involve as much recall and soisless
subject to recall error than income data
are

* Isaproxy for full assets dataand
provides only partial and selective
information on assets. Isbased on
numerous assumptions and
standardization of assets types and
their values, which may limit the
validity of its use as a measure of
household economic status.

* Valuation of diverse physical
assetsincluded in the index may be
complicated

» Assets do not reflect seasonal or
other short term fluctuationsin
household economic welfare as well
asincome does

* Does not assess fungibility
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APPROACHES FOR MEASURING MICROENTERPRISE AND HOUSEHOLD INCOME

More Complex

Detailed Self-reported Recalled
Information on Components of
Income

Microenterprise or
Household

* Detailed household income data may
provide some information useful for
ng the fungibility issue and how
microenterprise income affects total
household income

* Detailed prompting on separate
components reduces respondent recall
errors of omission of entire
components of inflows (or costs), and
respondent inaccuracies in estimating
or calculating larger aggregates

» May be easier to identify and correct
for sources of error affecting different
components

» Asking about discrete small
components of income may be less
sensitive than asking for total income,
and so may improve accuracy of
reported data

» May assess accuracy by comparing
calculated total income with
respondent’ s perception of total
income, and for microenterprise, by
comparing total inflows with total
costs

» Datamay be used to calculate
profitability ratios or other
performance measures to further
assess the financial status of the
microenterprise

» When collected in arepeat visit
survey approach, may provide useful
information on seasonality or other
income fluctuations

* Data are still subject to significant
recall and estimation errors

» Datamay till be perceived as
sensitive by respondents, which
could lead to deliberate misreporting
* Time consuming and lengthy
questionnaire may result in
respondent fatigue and higher drop
out rates, which can distort accuracy
of dataand bias the remaining
sample

* High cost (interviewing multiple
household members, and the need
for separate interviews for male and
female household members may
drive costs even higher)

* ldentification and valuation of in-
kind income inflows (and costs) is
difficult

» Different techniques may be
needed for different microenterprise
types/sectors

» Multiplicity of sources, products,
prices, inputs, frequencies of events,
time periods and units of
measurement can make collection
and calculation extremely detailed
and difficult
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APPROACHES FOR MEASURING MICROENTERPRISE AND HOUSEHOLD INCOME

More Complex

Direct Observation of Detailed
Information on Components of
Income

Microenterprise or
Household

* Expected greatly improved accuracy
of data (avoids recall errors)

* Potentially extremely useful to assess
fungibility

* Potentially very useful to assess
seasonality or other income
fluctuations

* Use of respondent diaries would be
lower cost than direct observation

* Extremely time consuming

* Prohibitively high cost

* Very intrusive to respondents, and
might result in higher drop out rates
and bias of remaining sample

* Respondent diaries would exclude
non-literate subjects, and might
involve significant recording and
calculation errors, aswell as
deliberate misreporting of sensitive
information by respondents
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APPROACHES FOR MEASURING MICROENTERPRISE AND HOUSEHOLD INCOME

More Complex Expenditure

Household

 Expenditure may be a better indicator
of overall household economic well-
being than income because it
represents actual, not potential future,
consumption. Also, expenditureis not
subject to as much seasonal or other
fluctuation asincome is because it
reflects consumption smoothing
through adjusting savings and
dissavings.

 Expenditure data tend to be easier to
gather and may be subject to less recall
and measurement error than income
dataare

* Expenditure may be reported more
accurately than income becauseiit is
less sensitive

* Detailed prompting on fixed or
flexible lists of expenditure categories
reduces respondent recall errors such
as omission of entire categories, as
well as respondent inaccuraciesin
estimating or calculating larger
aggregates

* Direct observation, or detailed
recording by the household, is
expected to significantly improve
accuracy of data (avoidsrecall errors)

* Because expenditure reflects
consumption-smoothing, it cannot
reveal as much about short-term
seasonal and other changesin
household economic status as
income can, and cannot indicate the
extent to which increased
consumption is due to increased
income or to dissaving

* Data are still subject to significant
recall errors

* Time consuming, and can result in
increased respondent fatigue and
higher drop out rates, which can bias
the remaining sample

* High cost

» Multiplicity of items, prices,
frequencies of events, time periods,
and units of measurement can make
collection and calculation detailed
and difficult

* ldentification and valuation of in-
kind consumption is difficult

* Direct observation recording
methods may be prohibitively costly,
time consuming, and intrusive to
households

» Using the respondent diaries
technique to have household
members record own expenditures
would exclude non-literate subjects,
and might involve recording and
calculation errors

* Does not assess fungibility
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APPROACHES FOR MEASURING MICROENTERPRISE AND HOUSEHOLD INCOME

More Complex

Microenterprise Income

Household

* Less costly and time consuming than
collecting detailed data on all of the
components of income in the entire
household portfolio

» When collected in arepeat visit
survey approach, may provide useful
information on seasonality or other
income fluctuations

» Microenterprise income is a proxy
for total household income,
(microenterpriseincome isjust one
source of total household income).
The economic performance of the
microenterprise as measured by
changes in itsincome may not
accurately reflect the status of total
household income.

*Does not assess fungibility
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APPENDIX B

PRELIMINARY HYPOTHESESFOR THE AIMS
CORE IMPACT ASSESSMENTS

A set of preliminary hypotheses was developed as part of the conceptual framework and strateg
papers for the AIMS Project core impact assessments. The hypotheses concern the impact b
microenterprise services on microenterprises, their households, and individals within the household?®

Household and individual level hypotheses
H-1: Participation in microenterprise services leads to an increase in household income.

H-2: Participation in microenterpri services leads to increased diversification in the set of income-
producing activities among the poorer clientele.

H-3: Participation in microenterprise services leads to an increase in net worth of the household
(gross value of financia and physical assets minus liabilities).

H-4 Participation in microenterprise services leads to an increase in cash expenditureson ...
... the education and training household members.
... food (define up to six food categories).

H-5 Participation in microenterprise services reduces tie magnitude of negative shocks to household
income or assets.

I-1: Participationin microenterprise services leads to increased control by the client over resources
within the household.

Enterpriselevel hypotheses
E-1: Participation in micioenterprise services leads to increased net cash flow from microenterprise
activities.

E-2: Participation in microenterprise services leads tancreased net worth of microenterprises (gross
assets minus liabilities) through...

... Increased current assets.

... increased fixed assets (especially with repeat borrowing).

... Improved enterprise-related debt terms and options.

E-3: Participation in microenterprise services leads to increases in labor productivity.

¥ Thislist of preliminary hypotheses is drawnfrom the following internal working document that was prepared
by Carolyn Barnes and Jennefer Sebstad for the AIM S Project: “ Scope of Work: AIM S Focused Field Research”, Final
September 16, 1996.
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