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I. INTRODUCTION

This guide presents the conceptual framework, the data sources, and the statistical
methods used by the Regional Income Division of the Bureau of Economic Analysis
(BEA) to estimate personal income and employment for local areas, that is, for counties,
metropolitan statistical areas, and other county aggregates.

Personal income is the income received by, or on behalf of, all persons from all
sources: from participation as laborers in production, from owning a home or business,
from the ownership of financial assets, and from government and business in the form of
transfers. It includes income from domestic sources as well as from the rest of the world.
It does not include realized or unrealized capital gains or losses.

Persons include individuals, nonprofit institutions that primarily serve individuals,
private noninsured welfare funds, and private trust funds.

Personal income for an area is the income received by, or on behalf of all persons
resident in the area, regardless of the duration of residence, except for foreign nationals
employed by their home governments in the United States.

Alternatively, personal income can be defined as the sum of wages and salaries,
supplements to wages and salaries, proprietors’ income, dividends, interest, and rent, and
personal current transfer receipts, less contributions for government social insurance.

Because the personal income of an area represents the income that is received by,
or on behalf of, all the persons who live in that area, and because the estimates of the
earnings component of personal income are made on a place-of-work basis, state and
county personal income includes an adjustment for residence. The residence adjustment
represents the net flow of compensation (less contributions for government social
insurance) of intercounty commuters.

The county estimates of personal income are conceptually and statistically
consistent with the national estimates of personal income in the National Income and
Product Accounts (NIPA). County estimates sum to state totals which, together with the
estimate for the District of Columbia, sum to a national total which equals the NIPA
estimate except for some small differences in the treatment of U.S. residents working
abroad, the income of foreign residents working in the U.S., and the use of more current
source data.

A Brief History

In the mid-1930’s, BEA began work on the estimation of regional income as part
of the effort to explain the processes and structure of the nation’s economy. As a result, it
published annual state estimates of “income payments to individuals” in the April 1940
issue of the Survey of Current Business (Survey). These income payments were
calculated as the sum of (1) wages and salaries, (2) other labor income and relief, (3)
entrepreneurial withdrawals, and (4) dividends, interest, net rents, and royalties.

During the 1940’s and early 1950’s, BEA developed an integrated set of national
economic accounts, sought additional source data, and improved the methods used to
prepare the estimates. One result of this work was the development of state personal
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income—a measure that is more comprehensive than state income payments. Estimates
of state personal income were first published in the September 1955 Survey.

State personal income differs significantly from state income payments in five
ways:

e State personal income consists of six major components (supplements to wages
and salaries and personal current transfer receipts replaced other labor income and
relief, and the component, contributions for government social insurance, was
added as an explicit deduction);

e Personal income includes more component detail and a broader range of income-
in-kind and imputed income items than state income payments;

e Personal income includes the income of nonprofit institutions that primarily serve
individuals, private noninsured welfare funds, and private trust funds (collectively
called quasi-individuals);

e Personal income includes employer contributions (both actual and imputed) to
pension funds—as part of supplements to wages and salaries—instead of the
benefits paid by the funds; and

e Personal income includes personal current transfer receipts from business.

In addition, in the mid-1950’s, BEA began work on preparing estimates for local
areas. It prepared estimates for a few counties in the states in the Mideast and Plains
regions.

In the late 1950°s, BEA developed estimates of state disposable personal income.
This series was published occasionally in the Survey in the 1960’s and 1970’s and has
been published annually beginning with 1982.

During the 1960’s, BEA developed quarterly estimates of state personal income.
The first set of these estimates as a continuous time series was published in the December
1966 issue of the Survey. In addition, BEA prepared a personal income series for
metropolitan areas and for nonmetropolitan counties for selected years 1929-1962.

In the early 1970’s, BEA developed estimates of personal income for counties in
metropolitan areas. These estimates were published for the first time in the April 1975
Survey. Later in the 1970’s it developed estimates of employment for states, counties, and
metropolitan areas.

In the 1980’s, BEA developed estimates of gross domestic product (GDP) by state
and industry. These estimates were first published in the May 1988 Survey, as gross state
product.

In the 2000’s, BEA began researching inter-area price levels. The research
culminated in the release in 2013 of regional price parities and real personal income
estimates by state and metropolitan area.

In 2014, BEA developed prototype estimates of quarterly GDP by state for 2005-
2013, and prototype estimates of personal consumption expenditures (PCE) by state for
1997-2012.

In 2018, BEA developed prototype estimates of GDP by county for 2012-2015.

Now, BEA prepares annual and quarterly estimates of state personal income and
GDP, and annual estimates of state disposable personal income and employment. It also
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prepares annual estimates of personal income, employment, and GDP for all metropolitan
areas and counties.

Uses of the Local Area Estimates

The local area estimates of personal income and its components, per capita
personal income, employment, and GDP by county are widely used by both the public
and the private sectors to measure and track economic well-being over time and to make
comparisons across counties and metropolitan areas in the level and composition of
economic activity and the value added by an area’s industries. These estimates provide a
framework for the analysis of local area economies, and they serve as a basis for decision
making.

Federal agencies use these estimates in econometric models, such as those used to
project energy and water use. They also use the estimates as a basis for allocating funds
and for determining matching grants. For example, in fiscal year 2018, $499.8 billion in
federal funds were distributed based on BEA’s state and local personal income and GDP
statistics.

State governments use the estimates of personal income and GDP to measure the
economic base of planning areas. They also use the estimates in econometric models for
various planning purposes and to project tax revenue and the need for public utilities and
services.

University schools of business and economics use the estimates for theoretical
and applied economic research. Some of these schools distribute the estimates in
abstracts or similar reports to various state and local government agencies, regional
councils of governments, private research groups, businesses, and libraries.

Economic development associations use the estimates in their analytical studies to
present economic growth opportunities in localities to businesses. Businesses use the
estimates for planning activities, such as evaluating markets for new or established
products and determining areas for the location, expansion, and contraction of their
activities.

Place of Residence and Place of Measurement

In regional economic accounts, income can be recorded by place of production
(where earned) or by place of residence (where received). Since personal income is a
measure of the income received by persons, the estimates of state and county personal
income reflect the residence of the recipients. Income as recorded in the data sources
used to estimate personal income, however, is not always recorded by place of residence.
The concept of place used by the data sources varies by component of income. The
methods used to adjust the source data to a place-of-residence basis, if that is necessary,
are described in detail in the following chapters. '

! The concept of place of residence for nonprofit institutions serving households, private noninsured
welfare funds, and private trust funds entails difficulties beyond those encountered for individuals. In some
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The estimates of wages and salaries, employer contributions for employee
pension and insurance funds, and contributions for government social insurance (by
employers and employees) are mainly based on source data that are reported by place of
work.? These data are reported by industry in the state and county in which the
employing establishment is located. The residence adjustment of these data is discussed
in chapter VII.

The estimates of nonfarm proprietors’ income and the estimates for contributions
for government social insurance by the self-employed are based on source data that are
reported by place of filing, that is, the tax-filing address of the recipient. This address is
often that of the proprietor’s residence; therefore, these data are treated as if they were
reported by place of residence.

The estimates of farm proprietors’ income are based on data that are reported by
the principal place of production, which is usually the county in which the farm has most
of its land and in which most of the work is performed. Because most farm proprietors
live on, or near, their land, the place of production is treated as if it were the same as the
place of residence.

The estimates of monetary dividend and interest income are based on federal
income tax data sources that are compiled by the tax filing address of the recipient.

The source data for the dividend and interest income of pension plans imputed to
participants in the plans do not adequately report the place of residence of the
participants. The national controls are divided into portions for currently-employed and
retired participants and then allocated to states and counties using separate geographic
indicators. The portion imputed to currently employed participants is allocated to states
and counties based on wages and salaries adjusted to a place of residence basis. The
portion imputed to retirees and other beneficiaries is allocated to states and counties
based on indicators such as pension benefit payments by place of residence.

The estimates of rental income of persons are based on place of residence data
from the American Community Survey.

The estimates of current transfer receipts of individuals from governments are
based on source data that are generally reported by the place of residence of the income
recipient. However, the source data for the estimates of state unemployment insurance
compensation and workers’ compensation from state-administered funds are based on
source data reported by the state that pays the compensation. BEA adjusts these payments
data to reflect the residence of the recipient.

cases, a separate national control total for their income may not exist. In other cases, the place in which
their income is recorded in the source data is not adequate for the purposes of state personal income. In
general, their income is allocated along with similar types of income received by individuals.

2 The estimates of personal contributions for supplementary medical insurance and for veterans’ life
insurance are based on source data that are reported by place of residence.
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Relation of Personal Income in the NIPA and in the County Personal
Income Accounts

The level of U.S. personal income in the national income and product accounts
(NIPAs) differs slightly from the national total in the county personal income accounts
because of differences in coverage and in timing of the availability of source data (table
A).

The differences in coverage stem from different concepts of residence. For county
personal income, residents include all persons who reside in a county, regardless of the
duration of residence, except for foreign nationals employed by their home governments
in the United States. For NIPA personal income, a U.S. resident has a center of economic
interest in the United States and resides, or expects to reside, in the United States for a
year or more. In addition, U.S. residents include all U.S. citizens who reside outside the
United States for less than 1 year and U.S. citizens residing abroad for 1 year or more
who meet one of the following criteria: Owners or employees of U.S. business enterprises
who reside abroad to further the enterprises’ business and who intend to return within a
reasonable period; U.S. Government civilian and military employees and members of
their immediate families; and students who attend foreign educational institutions.
Foreign residents are those persons residing and pursuing economic interests outside the
United States and foreign nationals employed by their home governments in the United
States.

In general, the NIPA measure of personal income is broader than county personal
income.

e NIPA personal income includes the earnings of federal civilian and military
personnel stationed abroad and the property income received by the federal
pension plans of these workers. The regional measure of personal income does
not include this income.

e NIPA personal income includes all income earned by U.S. citizens living abroad
for less than a year. County personal income excludes the portion earned while
individuals live abroad.

e NIPA personal income includes the income of foreign nationals only if they live
and work in the United States for a year or more. County personal income
includes the income of resident foreign nationals working in the United States—
including migrant workers—regardless of length of residency.

Both NIPA and county personal income:

e Include the wages and salaries of U.S. citizens employed by international
organizations and foreign embassies and consulates located within the geographic
borders of the United States.

e Include the wages and salaries of foreign nationals residing in the United States
for a year or more and working at international organizations located in the
United States.

e Exclude the income of foreign nationals employed by their home governments in
the United States.

e Exclude the income of private U.S. citizens living outside the country for a year
or more.
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The annual estimates of personal income in the NIPAs also diverge from the
national totals of county personal income because of differences in the timing of the
availability of source data. Some data that were not available when the NIPA estimates
were prepared may become available afterwards when county personal income is
estimated.

Industrial Classification

Up through 2000, the Standard Industrial Classification (SIC) was used (with
some slight modifications) for the industrial classification of private industry wages and
salaries, compensation, earnings, and employment. The Standard Industrial
Classification Manual, 1967 was used for the years 1969-1974, the 1972 Manual was
used for the years 1975-1987, and the 1987 Manual was used for 1988-2000 for states
and 1988-2000 for counties.?

Since 2001, the North American Industry Classification System (NAICS), with
some slight modifications, has been used for the private sector.® The 2002 edition of
NAICS was used for the years 2001-2006, the 2007 edition was used for the years 2007-
2010, the 2012 edition is used for the years 2012-2016, and the 2017 edition is used for
subsequent years. In addition, BEA converted state earnings and employment estimates
that were originally compiled on a SIC basis to a NAICS basis for 1998-2000 to provide
users with a longer time series on the current industrial classification system.

The introduction of a new edition of the classification system can potentially
break the consistency of the time series estimates for an industry. Fortunately, for the
industries for which BEA publishes regional income and employment statistics, only a
few industries, listed below, are potentially affected by the revisions to NAICS.

For the public sector, the income and employment are classified by level of
government—ifederal, state, and local. The estimates for the federal government are sub
classified into civilian and military.

The different treatment of the private and public sectors means that BEA's state
and local government industry includes public education, public hospitals, and other
types of government services while BEA reports only private schools in its educational
services industry corresponding to the 3-digit NAICS industry 611 and only private
hospitals in its hospitals industry corresponding to industry 622.

Concordances between the line codes and industry names used by BEA and those
in the NAICS and SIC manuals are presented in an appendix.

3 Executive Office of the President, Office of Management and Budget, Statistical Policy Division,
Standard Industrial Classification Manual, 1967 (Washington, DC: U.S. Government Printing Office
(GPO), 1967); Manual, 1972 (GPO, 1972); Manual, 1987 (GPO, 1987).

4 Office of Management and Budget: North American Industry Classification System, United States, 2002
(Lanham, MD: Bernan Press, 2002), Office of Management and Budget: North American Industry
Classification System, United States, 2007 (Lanham, MD: Bernan Press, 2007) and Office of Management
and Budget: North American Industry Classification System, United States, 2012 (Lanham, MD: Bernan
Press, 2012).
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Revisions to NAICS

Of the industries BEA publishes in its regional personal income and employment
statistics, the following are potentially affected by revisions to the North American
Industry Classification System (NAICS).

Descriptions changed from NAICS 2002 to NAICS 2007:
321,327-339 Durable goods manufacturing
333 Machinery manufacturing
3364-3369 Other transportation equipment manufacturing
337 Furniture and related product manufacturing
339 Miscellaneous manufacturing
311-316,322-326 Nondurable goods manufacturing
314 Textile product mills
315 Apparel manufacturing
326 Plastics and rubber products manufacturing
516 Internet publishing and broadcasts
517 Telecommunications
518 ISPs, search portals, and data processing
519 Other information services
52 Finance and insurance
525 Funds, trusts, and other financial vehicles
53 Real estate and rental and leasing
531 Real estate
54 Professional and technical services
56 Administrative and waste services

Descriptions changed from NAICS 2007 to NAICS 2012:
321 Wood product manufacturing
337 Furniture and related product manufacturing
443 Electronics and appliance stores
451 Sporting goods, hobby, book and music stores

There were no changes in descriptions from NAICS 2012 to NAICS 2017.

Geographic Detail

BEA publishes local area personal income and employment for counties,
micropolitan statistical areas, metropolitan statistical areas (MSAs), metropolitan
divisions (parts of MSAs), combined statistical areas, states, and the metropolitan and
nonmetropolitan portions of states. Counties consist of counties and county equivalents,
such as the parishes of Louisiana, the boroughs, municipalities and Census areas of
Alaska, the District of Columbia, and the independent cities of Maryland, Missouri,
Nevada, and Virginia. The estimates for Kalawao County, Hawaii and the small
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independent cities of Virginia—generally those with fewer than 100,000 residents—are
combined with estimates for adjacent counties.

Statistical areas (micropolitan, metropolitan, and combined) and metropolitan
divisions are defined (geographically delineated) by the Office of Management and
Budget and the definitions are updated as new information warrants.® The local area
personal income and employment estimates for these areas are based on the definitions in
the Office of Management and Budget Bulletin No. 20-01 issued March 6, 2020.° When
OMB adds a new statistical area, BEA creates a time series for it starting in 1969 even
though it may not have had any urban area at the time. Similarly, when OMB changes the
definition of a statistical area, BEA recreates the time series for that area, using the same
definition (the new one) for every year in the time series. For example, when OMB first
defined the Gainesville, FL MSA it consisted of the single county of Alachua. The
current definition of the Gainesville, FL MSA consists of Alachua and Gilchrist counties.
BEA'’s estimates of personal income and employment for the Gainesville, FL MSA also
consist of the same two counties every year from 1969 to the present.

A micropolitan statistical area is an area consisting of a core county or counties in
which lies an urban area having a population of 10,000 but less than 50,000, plus adjacent
counties having a high degree of social and economic integration with the core counties
as measured through commuting ties.’

A metropolitan statistical area is an area consisting of a core county or counties in
which lies an urban area having a population of at least 50,000, plus adjacent counties
having a high degree of social and economic integration with the core counties as
measured through commuting ties.

A metropolitan division is a county or group of counties within a metropolitan
statistical area that contains an urban area with a population of at least 2.5 million.

A combined statistical area consists of two or more adjacent metropolitan or
micropolitan statistical areas that have social and economic ties as measured by
commuting, but at lower levels than are found among counties within metropolitan and
micropolitan statistical areas.

The metropolitan portion of a state consists of all counties that are parts of
metropolitan statistical areas.

The nonmetropolitan portion of a state consists of all counties that are outside of
metropolitan statistical areas.

3 See 2010 Standards for Delineating Metropolitan and Micropolitan Statistical Areas published in the
Federal Register, Vol. 75, No. 123, June 28, 2010, pp. 37245-37252, and a correction published in the
Federal Register, Vol. 75 No. 129, July 7, 2010, p. 39052.

6 http://www.whitehouse.gov/omb/information-for-agencies/bulletins/#2020

7 Micropolitan statistical areas, metropolitan statistical areas, metropolitan divisions, and combined
statistical areas are defined by the Office of Management and Budget. See the Federal Register, Vol. 75,
No. 123, June 28, 2010 pp. 37245-37252 and Office of Management and Budget Bulletin No. 13-01
February 28, 2013.
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FIPS Codes

BEA uses Federal Information Processing Standards (FIPS) codes to uniquely
identify states, MSAs, and counties with the following modifications (see the Appendix
for further details):

e Kalawao County, Hawaii is combined with Maui County and the combined area
is designated 901. (Kalawao does not have its own local government; it is
administered by the State of Hawaii.)

e The independent cities of Virginia with populations of less than 100,000 have
been combined with an adjacent county and given codes starting at 901. In the
name of the combined area, the county name appears first and is followed by the
city name(s).

e The metropolitan portion of each state is designated 998 and the nonmetropolitan
portion is designated 999.

Over time some important changes have occurred:
e Alaska

o Estimates up to and including 1978 reflect Alaska Census Divisions as
defined in the 1970 Decennial Census.

o Estimates for 1979 forward reflect Alaska Census Areas as defined by the
Census Bureau

o Estimates for 1988 forward separate Aleutian Islands Census Area into
Aleutians East Borough and Aleutians West Census Area.

o Estimates for 1991 forward separate Denali Borough from Yukon-
Koyukuk Census Area and Lake and Peninsula Borough from Dillingham
Census Area.

o Estimates from 1993 forward separate Skagway-Yakutat-Angoon Census
Area into Skagway-Hoonah-Angoon Census Area and Yakutat Borough.

o Estimates for 2008 forward separate Skagway-Hoonah-Angoon Census
Area into Hoonah-Angoon Census Area and Skagway Municipality.

o Estimates for 2009 forward (a) separate Wrangell-Petersburg Census Area
into Petersburg Census Area and Wrangell City and Borough, and (b)
transfer a part of Prince of Wales-Outer Ketchikan Census Area to
Ketchikan Gateway Borough, transfer a part (Meyers Chuck Area) to the
new Wrangell City and Borough, and rename the remainder Prince of
Wales-Hyder Census Area.

o Estimates for 2013 forward separate most of the Petersburg Census Area
and a small portion of the Hoonah-Angoon Census Area into Petersburg
Borough. The remainder of the Petersburg Census Area was transferred to
the Prince of Wales-Hyder Census Area. Petersburg Borough retains the
same federal information processing standards (FIPS) code as the former
Petersburg Census Area, creating a break in the time series between 2012
and 2013.

e La Paz County, Arizona was separated from Yuma County on January 1, 1983.
The Yuma MSA contains the area that became La Paz County through 1982 and
excludes it beginning with 1983.
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e Cibola County, New Mexico was separated from Valencia County in June 1981,
but data for Valencia includes Cibola through the end of 1981.

e Menominee County, Wisconsin was formed as a new county from Oconto and
Shawano counties in 1961. However, since a large part of Menominee is an
Indian reservation and there was little economic activity in the county, estimates
of Menominee are combined with Shawano County through 1988 and the
combined area designated 901. Separate estimates for Menominee and Shawano
Counties begin in 1989.

e Broomfield County, Colorado was created from parts of Adams, Boulder,
Jefferson, and Weld counties effective November 15, 2001. Estimates for
Broomfield County begin with 2002. The Denver-Aurora-Lakewood, CO MSA
contains the parts of Boulder and Weld counties that became Broomfield County
beginning with 2002. (Since Adams, Jefferson, and Broomfield counties are in the
Denver-Aurora, CO MSA, the transfer of parts of Adams and Jefferson to
Broomfield had no effect on the MSA estimates.) The estimates for Boulder, CO,
MSA include the part of Boulder County that was separated to form Broomfield
County through 2001 and the estimates for Greeley, CO MSA include that part of
Weld County that was separated to form Broomfield County through 2001.

Per Capita Personal Income

Per capita personal income is calculated as the personal income of the residents of
a given area divided by the resident population of that area. In computing annual per
capita personal income for states and counties, BEA uses the Census Bureau’s annual
midyear (July 1) population estimates. For quarterly estimates of per capita income for
states BEA uses mid-quarter population estimates based on unpublished Census Bureau
data.

Local area per capita personal income estimates should be used with caution for
several reasons. In some instances, an unusually high or low per capita personal income
is the temporary result of unusual conditions, such as a bumper crop or hurricane. In
other instances, the income levels of certain groups atypical of the resident population
may cause a longer term high or low per capita personal income that is not indicative of
the economic well-being of the area. For instance, a major construction project—such as
a defense facility, power plant, or dam—may substantially raise the per capita personal
income of an area for several years because it attracts highly paid workers whose incomes
are measured at the construction site.® This high per capita income may not be indicative
of the economic well-being of the permanent residents of the area (or, in many cases, of
the construction workers themselves, because they frequently send a substantial portion
of their wages to their dependents living in other areas).

Conversely, the presence of a large institutional population—such as that of a
college or a prison—will tend to keep the per capita personal income of an area at a lower
level because the residents of these institutions have little income attributable to them at

8 Typically, construction wages and employment are measured at the home office, not the construction site.
Exceptions are made for major construction projects.
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these institutions. This lower per capita personal income is not indicative of the economic
well-being of the other residents of the area (or, in some cases, of the institutional
populations, because some of these populations, such as college students, typically
receive support from their families living in other areas).

The per capita personal income estimates can also be misleading in areas where
population changes rapidly. Population is measured at midyear, whereas income is
measured as a flow over the year; therefore, a significant change in the population of an
area during the year, particularly if it occurs around midyear, can cause a distortion in the
per capita personal income estimates.

In counties where farm income predominates, additional considerations should be
considered.

Farm Proprietors’ Income

Farm proprietors’ income as measured for personal income reflects returns from
current production; it does not measure current cash flows. Sales out of inventories are
included in current gross farm income, but they are excluded from net farm income
because they represent income from a previous year’s production. Additions to
inventories are included in net farm income at current market prices; therefore, farmers’
attempts to regulate their cash flows