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Abstract 
 

This paper is about the determination and prediction of permanent income in 
household data. Standard static welfare indicators (e.g. per capita expenditure and 
income) are imperfect in this respect as they typically contain a high transitory 
component. The framework we employ is consistent with the permanent income 
hypothesis but is supplemented with a causes equation where unobservable 
permanent income is explicitly modelled as a function of causal variables which play 
a key part in its determination. Simultaneous estimation of the model allows us to 
compare how well different standard static welfare indicators identify permanent 
income but more importantly enables us to predict permanent income using 
information contained both in the causal variables and in the standard static welfare 
indicators. The paper is closed by an application of the methodology to household 
data from the rural sectors of two Chinese provinces. 
 
Keywords: Permanent income, prediction, determination, living standards, rural 
China. 
 
JEL Nos.: I30, C31, O12. 
 
 
 
 
 
 
 
© by the authors. All rights reserved. Short sections of text, not to exceed two 
paragraphs, may be quoted without explicit permission provided that full credit, 
including © notice, is given to the source. 
 
 
 
 
Contact address: Dr Robin Burgess, STICERD, London School of Economics and 
Political Science, Houghton Street, London WC2A 2AE, email: 
r.burgess@lse.ac.uk 
 

mailto:r.burgess@lse.ac.uk































































