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The CWON database

Estimates of national wealth:

* Produced capital (SNA boundary) + urban land
« Natural capital (renewable & non-renewable)

« Human capital (lifetime earnings)

« Net foreign assets
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Deflation in CWON

Current practice:
1. Deflate nominal wealth (LCU) using the GDP deflator (2018=1)
2. Divide by 2018 market exchange rate (MER): constant 2018%

Exploring PPP uses: AlC PPP instead of MER in World Bank (2021)



https://openknowledge.worldbank.org/handle/10986/36400
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This report

« Conceptual discussion and practical options

— CWON only a consumption-based or also develop a production-based
measure”?

« Specific recommendations to improve current measures:
— Rely on CPI rather than GDP deflators
— Consider current PPP vs constant PPP series
— Distinguish revaluation effects
— Revisit measurement of urban land
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Two conceptual approaches

1. Consumption-based: focus on sustainability
—Wealth as a store of value for future consumption

2. Production-based: focus on productivity
—Wealth as productive capital
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An illustrative flow model of a (closed) economy

Ce = ctYy = cof (Ag, KE) » Part of output Y is consumed

Kf=(1-6%)Kk, +1f « Stocks K of assets k
accumulate from investment I

Yilf =S =1 —c)Y; » Savings S equal investment

NB 1: assets k should cover produced, natural & human capital

NB 2: in an open economy, net foreign assets are relevant for
consumption/savings, but notfor investment
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Wealth as future consumption

* What is the consumption-equivalent value of wealth”? =>
requires deflation using consumption prices:

Zk Wtik
PtiC
 All assets are equivalent (in money terms)

* Real wealth can increase due to:
— Higher quantities of assets
—Higher asset prices relative to consumption prices

RW} =
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Wealth as productive capital

« Growth/development accounting: assets contribute to
production, so need to:
1. Compare the volume of each asset and
2. Weigh using the share in income
3. Construct an aggregate index

Ad 1: Needs asset/investment deflators and PPPs and/or direct volume
measures
Ad 2: Needs measures of income associated with each asset

Ad 3: Provides an index, not a money-equivalent measure
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Practicalities (1): asset-specific approaches

* Produced capital: PWT uses asset deflators and PPPs and
estimates rental prices

« Natural capital: unit rent and annual extraction are useful ‘flow’
measures

 Human capital: hours worked and earnings by worker type

= Assumptions required for every asset type, both conceptual
and practical
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Practicalities (2): PPPs vs inflation

Inconsistency between PPPs and inflation:

PPP2017 " CP121017/CP15011
C,ij J J
PPP2011 CP12017/CP12011

Consider:
— A ‘current PPP’ series (based on all ICP benchmarks)
— A ‘constant PPP’ series (based on a single benchmark and CPI)
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Way forward

1. Should CWON be about sustainability or also about
productivity?
2. Sustainability-CWON (consumption-based approach) can

and should be improved (move to CPI, current vs. constant
PPP, urban land)

3. Depending on Q1: Productivity-CWON needs further
development

— State of data and methods imply feasibility

— Short-term and long-term measurement agenda are needed (see e.Q.,
Diewert & Fox, 2022)
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Other considerations

Ratio of the value of land relative to structures, 2019 Urban land/structures ratio in Canada, 1990-2022

1.2

1
o 3
o S

3 g 8-
g E
2 g
2 5

3 S 6
Ke)
5

4

| _CWON assumption .
O zZXnoJd <X ZZz0ZS5S0SzZ2sSJdacgLzonxczoa 2-
é%ég%f?{ggi%mZEQEEEE%Egéfg 1996q1 2oobq1 201bq1 2o2bq1
Source: APO Productivity Databook 2021, combined with PWT 10.0 Source: Statistics Canada National Balance Sheeet Accounts

Current assumption (based on old Canadian data) is not (/no
longer) fit for purpose



