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Recently there is a growing interest in macro and finance on the importance of higher (2nd and
3rd) cross sectional moment of household level consumption as a risk factor.

This project considered several ways to remove outliers from household survey in UK which has
only one observation for each household. Because there is only one observation, any growth rate
based filter cannot be applied. Thus | applied three filters based on 1)removing the observation of
household with extremely high consumption level 2) removing the observation in 1) and those with
extremely low consumption level and 3) removing the observation of household whose
consumption level is higher than cross sectional average + 10 times the cross sectional standard
deviation. For extremely high cross sectional 3rd moment (2080 in 2001Q1), all three filters
lowered the 3rd moment to about 6 to 7. However for the moderately high level of cross sectional
3rd moment (29 in 1987Q1) only the 3rd filter lowered the level of 3rd moment to 10. Thus
depending on the level of cross sectional 3rd moment, the effective method of an outlier removal
was found to be different.
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On the Cross Sectional 3rd Moment of Household Consumption as a Risk Factor
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Recently there is a growing interest in macro and finance on the importance of higher (2nd and 3rd) cross sectional moment of
household level consumption as a risk factor.

This project considered several ways to remove outliers from household survey in UK which has only one observation for each
household. Because there is only one observation, any growth rate based filter cannot be applied. Thus I applied three filters based on
1)removing the observation of household with extremely high consumption level 2) removing the observation in 1) and those with
extremely low consumption level and 3) removing the observation of household whose consumption level is higher than cross
sectional average + 10 times the cross sectional standard deviation. For extremely high cross sectional 3rd moment (2080 in 2001Q1),
all three filters lowered the 3rd moment to about 6 to 7. However for the moderately high level of cross sectional 3rd moment (29 in
1987Q1) only the 3rd filter lowered the level of 3rd moment to 10. Thus depending on the level of cross sectional 3rd moment, the
effective method of an outlier removal was found to be different.
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