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INTRODUCTION

1. At its twenty-fifth session, the Statistical Commission expressed overall
satisfaction with the progress made in implementing the review programme of the
System of National Accounts (SNA) since its twenty-fourth session. It noted that
that progress was largely due to the efforts of the Inter-Secretariat Working Group
on National Accounts, which is composed of the Statistical Office of the United
Nations Secretariat and the statistical offices of the International Monetary Fund
(IMF), the Organisation for Economic Co-operation and Development (OECD), the
European Communities (EUROSTAT), the World Bank and the United Nations regional
commissions. It was pleased to note the participation of the regional commissions
in the Working Group, the increasing involvement of developing countries inm the
review process and the participation of some developed countr:es in meet;ngs of the
regional commissions in the developlng regions.

2. The Commission reaffirmed the original objectives of the SNA review programme:
simplification and clarification, further harmonization with other related systems
of statistics and updating the system to fit new circumstances. The Commission
commended the preliminary draft of the selected chapters of the revised SNA as
prepared by a consultant. It was considered to be a good attempt at clarifying
some of the SNA concepts. It agreed that the revised SNA should contain an
accounting framework and a gleossary and that for the further elaboration of the
accounting framework, the Statistical Office of the Unlted Nations Secretariat
would be assisted by another consultant.

3. The Commission noted that the work on the SHA/System of Balances of the
National Economy (MPS) links had entered a new phase and agreed that the main
objective in that area was the substantial progress in the convergence of SNA and
MPS, with the ultimate goal of integrating the two systems. The Commission alsc
considered it essential that handbooks be prepared with the active involvement of -
developing countries, to come out at the same time as the revised SNA. It

- highlighted the importance of satellite accounts, in particular, those related to
the enviromnment.. The Cqmm1531qn endorsed a revised timetable for the revised SNa,
noted as ¢ritical the need to mobilize funds required for a timely completion of
the programme, and once again assigned highest priority to that work programme.

I. SHA REVIEW PROGRAMME
A, Work programme 1 -1999

1. Management of programme.

(a) Role of the Intef—sécrétariét Wofking Group on
National Accounts '

4. The planning and co-ordination of the SNA review work programme in 1949 and
1990 has continued to be directed by the Inter-Secretariat Working Group on
National Accounts as mandated by the Statistical Comm1531on. Representatives of
the member organizations of the Working Group have met on an average of four to
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five times a year. Within its mandate, the Working Group has agreed on various
actions with regard to the preliminary draft chapters of the revised SHA and the
bandbocks, the elaboration of special studies, regional and expert group meetings
on the SWA, the timetable, the use of consultancy funds and other organizational
matters. :

5. At a meeting in New York on 20 September 1989, there was widespread concern
among the members of the Worklng Group that there was insufficient time before the
twenty-sixth session of the Statistical Commission to resolve a number of '
outstandlng methodolog;cal issues (most of which were unforeseen and arose late in
the revision), to complete the full draft of the revised SNA (which took more time
than expected), to review the draft and to ensure that the final draft took into
account all the comments received. The Working Group noted that these concerns
were also reflected in the views of many of the core group of experts and in the
report of the thirteenth session of the Working Group on International Statistical
Programmmes and Co-ordination of the Statistical Commission. Accordingly, the
Inter-Secretariat Working Group on National Accounts unanlmously recommended that
the draft of the revised SNA be submitted to the twenty-sixth session of the
Statistical Commission in 1991 as an interim draft for information and comments but
not for adoption. It is planned that the twenty-seventh session of the Commission
in 1993 will consider the draft for adoptlon. :

6. A special meeting of the Inter-Secretariat Working Group on National Accounts
was held in Vienna on 17 June 1990 to give further momentum to the ongoing process
of the revision of the SNA, which had arrived at a critical stage. All:
organizations represented stressed the importance of the SNA revision process and
their commitment to seeing it through to a successful completlon.' Among other
impertant aspects of the process, the meeting discussed an offer by the United
States to make avallable the services of Carol Carson, from the Bureau of Economic
Analysis, as a contribution in kind to the SNA review process. Representatives of
all organizations welcomed the offered contribution, noting that as a member of the
core group of experts, Ms. Carson could be particularly instrumental in (a) giving
substantive support to the Working Group, (b) co- ordinating work on outstanding
.issues and (¢) assisting in the integration of the text of the- chapters and annexes
of the revised SNA. Subseguent discussion elaborated her functions to include the
improvement of communication between Working Group member organizations as to. the
work: the setting and monitoring deadlines for papers, comments and discussion; and
the scheduling and identification of funds needed for the completion of the
revision process. :

(b} Funding for the SHA review

7. The Statistical Office of the United Natlons Secretariat has continued to
follew the recommendatlons of the Statistical Commission to treat the SNA review as
one of the highest priority activities in its work pProgramme. As a result, major
portions of the regular budget consultancy, expert group and travel funds available
to the Office have been allocated to this work. 1In addition, since the Statistical
Commission at its twenty-fifth session noted as critical the need to mobilize funds
for a timely completion of the SNA review, the Office intensified its efforts in
raising extrabudgetary funds with very good results. '
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8. As mentioned in the progress report presented to the twenty-f1fth session of
the Statistical Commission (E/CN.3/1989/4), in 1988 the Statistical Office of the
United Nations Secretariat and EUROSTAT provided the funds through the
International ‘Association for Research in Income and Wealth (IARIW) to engage a
consultant to draft the revised SNA. 1In 1989 the Statistic&l\bffice; having
exhausted its full 1988-1989 regular budget consultancy fund in this consultancy,
obtained additional funds from the Office of Programme Planning, Budget and
Finance, Department of Administration and Management, to engage ancther consultant
to further elaborate the SNA accounting framework and to hold a third expert group
meeting on SNA Co-ordination. It should be noted that, although only one meeting
of the Expert Group on SNA Co-ordination had been planned for 1989, actually three
meetlngs were held: one in Luxembourq in Januvary 1989 financed by EUROSTAT, and
two in New York in the summer of 1939 financed by the Statistical Office of the
United Nations Secretariat., Aalso, with the help of funds donated by two private
foundations, the Statistical Office engaged a consultant to prepare the flrst draft i
of the handbook on env1ronmenta1 accountlng. |

9. - With the generous co-operation and support of a number of organizations and
countries, many of the most important shortcomings. encountered due to the lack of
resources have been considerably mitigated. Several countries have helped to
finance some of the most critical SNA review activities by either donating funds
through IARIW, directly sponsoring meéetings of the regional commissions of the
developing regioms or financing the tlme and travel of some of the participants of
the expert group on SNA Ce-ordination.

. 10. In addition to the above-mentioned financial contributions, the contributions
of experience and time by the experts and staff of the member organizations of the
Inter-Secretariat Working Group on National Accounts should be noted. Many weeks
were spent each year in preparing for and participating in expert group and
regional meetings.

2. Conceptual development of the ENA

il. In May 1990, as agreed by the Inter-Secretariat Working Group on National
“Accounts, the Statistical Office of the United Nations Secretariat distributed a
preliminary version of the draft revised SNA (available only in English) for
comments to all national statistical offices and 180 mnational accounts experts
throughout the world. A document prepared by the Working Group, entitled “SNA
review issues", was also distributed. This document provides a more complete
picture of the main features and changes of the revised system and highlights
specific issues that were discussed in the expert group meetings, distinguishing
those on which specific conclusions were reached from those that are still
unresolived. The document was prepared as a basis for the discussion in the
regional meetings and, for that purpose, was unofficially translated into French,
Spanish and Arabic. :

12. At its present session, the Commission has before it a somewhat expanded and

further revised draft of the SNA, 1/ This material should be considered as work in
progress, since it has not all been reviewed by the Expert Group on SNA
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Co-ordination, and where reviewed, some of the material does not incorporate all
the recommended changes. :

13, During the review process, papers have been prepared by members of the expert
groups and staff of the member organizations of the Working Group to guide the
discussion of conceptual issues. These papers include, among other topics: SNA
accounting structure reconsidered; reconciliation of SNA and OECD-IMF tax
classification; from SNA to environmental accounting; recommendations concerning
the distinction between market and non-market in SNA; treatment of research and
development expenditures in SNA; mineral exploration; intellectual property and
related rights in economic accounts; imputation for financial intermediation
service charges; the treatment of insurance; the concept of income and the
distinction between current and capital items; classification of financial assets
and liabilitites; new financial instruments and the balance of payments;: the
flow-of-funds accounts, the SNA and the developing countries; treatment of
statistical units in the latest drafts of SNA and the introduction to ISIC;
introducing the concept of total consumption into the SNA; relationships between
cash and accrual; changes in stocks and holding gains; cross-referencing the new
SWA; sccial accounting matrices, incomeé distribution and the SNA review: the
residency of technical assistance personnel; three topics concérning the household
sector: criteria to distinguish between employees and non-employees outworkers,
classification of households units and criteria to distinguish between formal and
informal. It should be noted that many of the resulting discussions are already
embodied in the draft of the revised &NA. Some issues are still outstanding, as
indicated in section II.A below, and many have been commented on at meetings of the
regional commissions, as indicated in section II.B below.

3. Meetings
(a) Ezpert group meetings

14. Since the twenty-fifth session of the Statistical Commission in February 1989,
three expert group meetings have taken place on the revision of the SNA., Two were
meetings of the Expert Group on SNA Co-ordination, and one was a meeting of the
Expert Group on Reconciliation of SNA and MPS Standards on National Accounting.

The main functions of the Expert Group on SNA Co-ordination are to review the draft
chapters and to discuss and make recommendations with respect to outstanding issues
and any divergent views expressed by different expert group meetings. This expert
group consists of a core of five national accounts experts from Chile, France,
Federal Republic of Germany, India and the United States, who have participated in
their personal capacity in all subject-field expert group meetings in order to
insure consistency and continuity in decisions in different fields. In addition,
the expert group includes eight other experts, from Argentina, India, Netherlands,
Madagascar, the United Kingdom, the United States, the Soviet Union and Zimbabwe,
who have also part1c1pated in their personal capacity in some of the subject-matter
expert group meetings. The expert group also includes representatives from the
member organizations of the Inter-Secretariat Working Group on National Accounts.
The following meetings were held:
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(a) The Second Expert Group Meeting on SNA Co-ordination; sponsored by the
Statistical Office of the United Nations Secretariat, was held in New York, from 12
" to 21 July 1989. 2/ -An expert from Canada was invited to participate at a half-day
session devoted to the relation between SNA and the International Standard
Industrial Classification of All Economic Activities (ISIC) statistical units.

This meeting reviewed the outline of the revised SNA and five of the preliminary
draft chapters. In reviewing chapter II, "An Overview of the System", the Group
felt there was a need to link the accounts and tables with the overall system and

- to develop a matrix presentation in addition to the T-accounts. There was general
agreement that the draft chapters available so far substantially fulfil the goal of
clarification but that the text should be augmented by concise definitions. It was
agreed that the consultants would revise and reformulate those sections where clear
recommendations were made by the participants in the meeting;

{b) The Third Expert Group Meeting on SNA Co-ordination, sponsored by the
Statistical Office of the United Nations Secretariat, was held in WNew York, from 13
to 22 September 1989, 3/ as a continuation of -the July meeting. This meeting
focused on issues reflected in eight of the remaining chapters. The September
meeting provided instructions_regarding the revisions of the SNA chapters that it
discussed, similar to those that were made during the July meeting:; _
. . |

{¢) The Expert Group Meeting on Reconciliation of SNA and MPS Standards on
National Accounting, sponsored by the Statistical Office of the United Nations
Secretariat in co-operation with the State Committee on Statistics of the Soviet
Union, the Statistical Division of the Council of Mutual Economic Assistance, the
Soviet Ministry of Exzternal Economic Relations and the Economic Commission for
Europe, was held in Moscow from 4 to 9 December 1989. 4/ 1In addition to several of
the experts members of the SNA Co-ordinating Group, experts from the following
countries participated: Bulgaria, China, Cuba, Czechoslovakia, Ecuador, Finlarnd,
Hungary, India and the Soviet Union. The objective of the meeting was to examine
the possibilities for improving harmonization between the SNA and MPS and how the
SNA and MPS could be further integrated, that is, brought closer together
theoretically and practically. The views and conclusions of this meeting are
presented to the Commission in a separate. report. 4/

(b) Regional meetings .

15. Several regional meetings have also taken placé since the last session of the
" Statistical Commissiont _ _ :

{a} The five\régional commissions of the United Nations held regional
‘meetings to review and discuss the general orientation of the preliminary draft of
the revised SNA; its main features, changes as compared with the 1968 SNA and
outstanding issues; topics of special concern to the region; and aspects related to
the implementation of the SNA. These meetings were organized as recommended by the
Statistical Commission at its twenty-fifth session, and the views and conclusions
of each region are presented to the twenty-sixth session of the Commission in
separate reports. The following regional meetings were held:
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(1) Economic Commission for Africa (ECA), Addis Ababa from 16 to
25 July 19903 5/ o

(ii) Economic Commission for Europe (ECE), Geneva from 10 to
13 September 1990. 6/ ECE had also organized a meeting from 16 to
19 May 1989, where experts in the SNA and from economies in transition
develcoped a joint work programmme in preparation for the Expert Group
Meeting on the Reconciliation of SNA and MPS Standards on Wational
Accounting: : ' :

(1ii) Economic Commission for Latin America and the Caribbean (ECLAC), Rio de
Janeiro from 18 to 28 September 1990; 7/

(iv) Economic and Social Commission for Asia and the Pacific (ESCAP), for
countries of the Asian subregion, in Bangkok from 15 to 24 August 1990,
and for countries of the Pacific subregion, in Suva from 29 August to
7 September 1990: 8/ :

(v) Economic and Social Commission for Western Asia, (ESCWAY, Tunis from 11
to 15 June 1990. 9/ The ESCWA meeting on SNA, which was scheduled to
take place in Kuwait from 9 to 16 October 1990, was cancelled due to the
Gulf crisis. Therefore, it was decided that the report of the Arab
National Accounts Expert Group Meeting, that was convened in Tunis in
June 1990 to discuss the revised SNA in preparation for the October
meeting, would be presented to the Statistical Commission as representing’
the views of the region: ' :

(b) OECD organized two meetings of natiomal accounts experts in Paris. One
meeting, in June 1989, reviewed the progress of the SNA revision. Another meeting
from 3 to 6 July 1990, discussed several issues related to the preliminary draft
chapters of the revised SNA; - : ' : :

(¢) EUROSTAT organized two meetings of the Working Party on Wational Accounts
in Luxembourg. One meeting from 3 to 5 April 1989, was in preparation for the
Expert Group Meetings on SNA Co-ordination. Another meeting from 16 to
17 November 1989, discussed the conclusions of the two expert group meetings on SNA
Co-ordination and several other issues related to the revision of S5NA and the
European System of Integrated Economic Accounts (ESA):

(d) The Council for Mutual Economic Assistance (CMEA) organized three
meetings to discuss the methodological problems of calculating gross domestic
product (GDP) and related estimates in countries in tramsition: in Prague from 13
to 18 March 1989; in Budapest from 19 to 20 October 1989; and in Moscow from 11 to
14 December 1989. ' ' '
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"B, Future work programme 1991-31993 10/
1. Meetings

(a) Expert Group on SNA Co-ordination

16. The following meetings of the Expert Group on SNA Co- ordlnatlon are scheduled
for the remainder of the SNA review programme: :

{a) The Fourth Expert Group Meeting oﬁ SNA Co-ordination, to be held in
Washington, D.C. from 3 to 7 December 1990, will be sponsored by the Statistical
Office of the United Nations Secretariat and hosted by the World Bank. Its main
objective will be to discuss and resolve outstanding issues;

{b} The Fifth Expert Group Meeting on SNA Co-ordination, to be held in
April 1991, will review the comments received from the 1990 round of regional
commission meetings and the twenty-sixzth session of the Statistical Commission. It
will also review those chapters and annexes not previously discussed by the expert
. group and any remaining outstanding issues;

{(c} The Sixth Expert Group Meeting on SNA Co-ordination, to be held in early
1992, will review and discuss the October 1991 revised draft of the SNA, which will
be the first draft to include all chapters and annexes and incorporate all the
comments received from the regional commissions, the Statistical Commission and the
Expert Group on SNA Co-ordination. At this meeting, the comments of the
interregional meeting planned for the beginning of 1992 will also be reviewed (see
section I.B.1 (b) below). S :

(b) Interregional and regionai meetings

17. Based on experience drawn from the regional commissions meetings in 1990, the
Inter-Secretariat Working Group on National Accounts has considered the possibility
that an interregional meeting should be held at the beginning of 1992 to review and
discuss the revised and complete draft §NA. In addition to representatives from
countries in all regions, the experts participating in the meetings on SNA
co-ordination would be invited to attend the meeting,

18. This interregional meeting could be supplemented by individual meetings of the
regional commissions, depending on the availability of rescurces. These meetings
might focus on implementation of the revised SNA. For example, ECE has already
included in its programme of work for 1991-1992 a session of the Conference of
European Statisticians on the implementation of the revised SNA and on special
problems related to the region. k '

2., Revisions of SNA drafts and consultancies

19. Substantial work on the draft chapters and annexes of the revised SHA
currently before the Statistical Commission will be necessary in order to
incorporate the Commission's comments and recommendations as well as those from the
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1989 expert group meetings on SNA co-ordination and from the meetings of the
regional commissions. -These revisions will require extemsions of the earlier
consultancy contracts. Also, other consultancies will be needed to solve the
critical outstanding issues {see section II.A below) and to prepare an index,
glossary and/or .parallel text and other elements of the final publication.

20. The revisions will involve changes in and elaborations of the concepts and
definitions now in the SNA draft. They will also include changes that are needed
to integrate the accounts and tables with the text and to arrive at compatibility
between the texts of chapters and annexes. Furthermore, it has been agreed that
additional chapters and annexes need to be incorporated. The following additional
chapters and/or annexes are either planned or already under preparation:
accounting rules and transactions, population and employment, SNA matrix, and
relations between SNA and balance of payments statistics and money and banking
statistics. i

' 3. Handbooks and compilation quides

21, In view of the importance of handbooks and related guides for the
implementation of the revised SNA, the Working Group has reiterated that they
should be published simultaneously with the revised SNA in 1993 and that they must
be compatible with the system. There are seven handbooks presently at various
stages of development, ranging from some for which outlines have been prepared to a
few for which several-: chapters already are in draft:

(a)_ National accounts compilation and reconciliation;

(b) Household sector accounts:;

(c) Enterprise accounts;

{d) Input-cutput tables:

(e) Accounting under inflationary circumstances:

(£) Application of the SNA in countries in transition;

{g) . Environmental accounting.
22. In addition, there are a number of handbooks, including those on regional
accounts, gquarterly accounts and uses of accounts in planning and analysis, that
are still just proposals even though some of them are of particular interest for
certain regions. There is also a handbook on International Comparison Programme
(ICP) methodology in preparation, which is linked closely to SNA and is further
discussed in document E/CN.3/1991/17.
23. The Working Group agreed that the handbook on SNA application in countries in

transition (previously referred to as SNA/MPS links) will receive high priority.
Although it must be updated because of the rapidity of developments, an outline has
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been prepared by two consultants. In addition, the Statistical Office of the
United Nations Secretariat has hired a consultant to review the revised SNA draft
to see where further explanation or adaptation would facilitate application of the
SNA to transition economies. '

24, The first draft of the handbook on environmental accounting has been completed
.by a consultant to the Statistical Office of the United Nations Secretariat, and
shortly it will be circulated for comments. The propesed integrated economic and
environmental accounting framework is partly a modification and partly an extension
of the SNA. To gain experience concerning the implementation of the framework, one
pilot project is presently being carried out by the Statistical Office in
collaboration with the World Bank and the Statistical Office of Mexico. The
results of this and possibly further country studies will form an important part of
the handbook.

25, The Statistical Office of the United Nations Secretariat has completed the
first draft of the handbook on input-output tables. Shortly, it will be circulated
for comments. The Statistical Office has also prepared an outline for the handbook
on national accounts compilation and reconciliation. The outline was circulated to
the Working Group for comments, and the Statistical Office is presently working on
the further elaboration of the outline into separate chapters.

26. The Statistical Office is exploring the possibilities of preparing a handbook
on the household sector in co-operation with the United Nations Population Fund
(UNFPA), which is interested in using household sector ac&ounts to link economic
statistics and population data. The intention is to include satellite accounts
that would cover the wider household activities in the production boundary, the
‘links between SNA and Social Accounting Matrices (SAMs) and questions regarding the
informal sector. The World Bank has offered to support work on this handbook by
making available materials that the Bank has developed in the course of 1ts
activities related to the Living Standards Measurements Study programme.

27. The handbook on enterprise accounts is becoming increasinqu important in view
of the institutional sector accounts emphasized by the revised SNA and alsc as an
important tool for the application of the revised SNA in transition countries. For
the preparation of the Handbook on accounting under inflationary circumstances
which includes both constant prices accounting and inflation accounting, the
Statistical Office of the United Nations is seeking assistance from developing
countries experiencing this phenomena in its national accounting.

28, IMF is in the process or is planning to revise the manuals on balance ot
payments (BPM), money and banking statistics (MBS) and government finance
statistics (GFS). These revised manuals will be supplemented by compilation guides
that are very close in content to the handbook series on national accounting.
Therefore, it will not be necessary for the Statlstzcal Office of the United
Nations Secretariat to develop handbooks in these areas.
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4, Further funding for the SNA review

29, In view of the programme laid out abowve, the Inter-Secretariat Working Group
on National Accounts has concluded that the remaining work on the SNA review
programme will require more extensive substantive co-ordination and management
support. In order for the revised SNA to be presented to the Statistical
Commission in 1993 for adoption, and if work on a selection of handbooks is to
proceed in parallel, it will be necessary to mobilize resources guickly from the
member organlzatlons of the Worklng Group and from other organlzatlons, countries
or foundatlons. :

30. As indicated in Subsectlon I.a.1 (b) above, the Statistical Offlce continues
to attach the highest prlorlty to this work programme and will seek the budgetary
and extrabudgetary funds required for a timely and successful completion of the SNA
review programme. - EUROSTAT has offered to further support the SNA review process
by funding one expert group meeting if needed and otherwise by providing additional
funds for SNA consultancies. - The other member organizations of the Working Group,
which have also made substantial contributions to the SNA review process in ths
past, have already given indications of possible future funding commitments. For
those organizations that will not be in a position to provide additional funds,
they are being asked to rearrange their funding to place it where it is most
critical in terms of scheduling and among various components of the overall project.

31. As already mentioned in subsection I.A (a) above, the United States Bureau of
Economic Analysis has made available the services of Ms. Carson as a contribution
in kind to the SNA review process. Her serv1ces have been committed for ong year
beginning June 1990. :

32. The Statistical Office, on behalf of the Working Group, plans to send to
selected countries a letter requesting funding for those parts of the programme for
which there is presently no funding. These are mainly for consultancies in order
to revise the text, review terminology, prepare an index, a glossary and/or
parallel text and finance the development of a selection of handbooks. Further
information on: funds needed and requested will be provided in the report of the
Secretary-General oh updated information on the work of the Statistical Office of
the United Nations Secretariat (E/CN.3/1991/30).
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II. " REPORT ON SHA SUBSTANTIVE ISSUES

A. Outstanding issues

33, Four issues that have system-wide implications require further detailed study
pefore the SNA can be finalized. These are the treatment, coverage and valuation
of assets; the links between SNA and environmental accounting; the adaptation of
SNA to transition economies; and the proposed distinction in the SNA between market
and non-market producers and products. There are some other outstanding issues,
such as the treatment of multiple and, in particular, black and parallel market
exchange rates. ' :

(&) Assets

34.. Some agreements have been reached with regard to assets. Balance sheets and
reconciliation accounts, which were developed and incorporated in a separate
publication, 11/ have been fully integrated with the sector accounts of the

system. It is proposed that the 1068 asset boundary be extended in one direction
and clarified in another. The extemsion (which is tentative, pending discussion of
the related outstanding issues) concerns intangible assets. The intangible assets,

- which would be the result of production of services instead of goods, would include

software, mineral exploration cost, research and development expenditures and
literary-artistic work. There is also a need to clarify the treatment of a broad
range of new financial instruments. '

35, However, several outstanding aspects require further examination. First of
all, there is the need to study in detail the ramifications. of the incorporation of
intangible assets on such 1968 SKA concepts as output, intermediate consumption,
depreciation and other value-added components, capital formation, property income
and acquisition of intangible assets. Also, the coverage of natural'assets.in the
revised SNA needs to be determined precisely. Furthermore. the valuation of
intangible and natural assets, which are generally not valued in the market as such
and therefore require indirect methods, must be dealt with. Finally, the

operational coverage of financial assets must be further refined.

~(b) Environmental accounting

36. Past expert groups génerally agreéd that environmental accounts should be

' developed in parallel with the SNA. However, it has been agreed that product and

income aggregates adjusted to take account of environmental degradation will not be
introduced in the main accounts but developed as a very important example of
satellite accounts. This treatment is felt to be the most appropiate in order to
allow more freedom for progressive development and experimentation with these
statistics without disturbing the main aggregates of the national accounts.

37. There are still several outstanding guestions. Mo agreement has yet been

reached on the exact links between thdse satellite accounts and the central
framework of the SNA. Should some features that are relevant to environmental
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accounting be incorporated in the central framework of the SNA? For example, the
central framework may identify separately environmental protection services, and
expenditures by government and enterprises for the purpose of environmental
protection. Also, the SNA asset boundary may be defined the same as a separately
identified part of the asset coverage of environmental accounts {economic assets)
in order to facilitate linkage. = Furthermore, there is the question as to whether
some of the cost identified in environmental accounting - for example, depletion
allowance - should be incorporated as an intermediate cost in the SNA.

‘{(¢) Use of SNA in transition economies

38. In principle, SNA concepts should apply to countries with different social
systems, including transition countries. However, it has been observed that the
erganlzatlonal structures of those countries suggest some changes in emphasis in
the SNA, For 1nstance, the question of implicit subsidies is much more important
in countries in transition than in cSuntries with market economies.

39, The SNA text may identify some of the specific features of those countries and
provide special guidance on how to apply BNA concepts, for example, the treatment
of banks and the valuation of housing services, including those of owner- occupxed
dwellings, and the valuation of other highly subsidized goods and services,

Further study is needed to clarify the extent of this problem of adaptatlon and the
specific issues that are involved.

(d) Market versus non-market

40. The expert groups have agreed to introduce two changes in terminology:

{a) the distinction between "industries" and "other producers” of the 1968 SNA has
been replaced by the distinction between "market producers" and "non-market
producers"; and (b) the distinction between "commodities" and "other goods and
services"” has been replaced by "market products" and "non-market products". In
doing so, the expert groups have agreed that the distinction between "market" and
"non-market" was fundamental to the SNA. The distinction affects valuation and
institutional sectoring. This distinction between market and non-market prcducers
is made in addition to an ISIC classification of production accounts by
activities. As regards valuation, non-market products are valued at cost as
opposed to market pr;ces that are used for market products.

41. The criteria to distinquish between the two groups of products and producers
are still being discussed. It has been suggested that non-market producers are
those who cover less than 50 per cent of their cost by the revenue from sales of
their products. However, it has not yet been decided whether such a distinction
could also be made within legally defined corporations or whether corporations
should always be considered as market producers. Furthermore, no agreement has yet
been reached on how to treat the difference between the revenue and the cost - as a
subsidy or as a part of government consumption. In the former case it would not
affect GDP, while it would increase GDP in the latter case.
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B.  Review of the revised SNA bz the regional commissions

42. The main features of the revised SNA were dlscussed during a round of reglonal
meetings held between July -and September 1990. They were discussed on the basis of
a document prepared by the Inter-Secretariat Working Group on National Accounts. '
The main features are presented below, and a brief summary of the comments received
from the regional meetings on each of the features is included. As mentioned in
paragraph 15 above, the views and conclusions of. these regional meetings are
presented to the Commission in separate reports. Also, as indicated in

paragraph 16 (b) sbove, the April 1991 Expert Group Meetlng on SNA Co- ordlnatlon
will review the reglonal comments in detail.

43. During the regional meetings it was emphasized that the system is in principle
not different from the 1968 SNA, It has the same comprehensive overall content as
its predecessor, covering both production analysis through its production accounts i
by activity grouplngs of establishments and input-output tables and income, flow of - y
funds and balance sheet analysis through its institutional sector accounts. ‘:

44, The features that appear to be developing from the SNA review process are
consistent with the mandate of the Statistical Commission, as. indicated in
paragraph 2,  The resulting system 1s much clearer and more internally coherent
than its 1968 predecessor, it is to a very large extent harmon;zed with related .
systems of statistics, and it introduces a number of features that reflect new’
analytical and policy concerns. While clarification results gexerally in
simplification in one sense, it does not necessarily result in a less comprehensxve
system. The objective of simplification in terms.of short-cut methods, reduced
system and so on will be achieved ma;nly through handbooks that will be prepared in
conjunction with the revised SNA.

45, Participants at only one of the regional meetings (ECE) commented on the
general orientation of the SNA. ' It was suggested that chapters might be
restructured in order to make the relationship to the sequence of accounts more
transparent. . It also was recommended that the rationalization. of concepts to be
included in the revised SNA be accompanied by a parallel text similar to ESA and by
a bibliography of background and supporting references.

1. Integrated presentation of the system.

46. ‘The 1968 SNA is presented in two distinct ways - in the form of accounts and

in a matrix format. The two alternative presentations are not clearly linked. In
order to explain the system, it is proposed that the revised SNA -include an
integrated account presentation .similar to the general table of transactions of ESA
together w1th a matrix presentatlon. The two presentations would be.clearly 1inked;_

47, Most part1c1pants in the regional meetlngs agreed w1th this new orientation of
the system, which in their view provided a very good overview of the system,
Detailed discussion of the matrix presentation is still pending, as the matrix
version has not been fully elaborated. :
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2. Integration of analyses of production versus income and
financial analysis

48. An effort was made to further integrate the analysis of production based en
establishment data, and the analysis of income and financial flows and balance.
sheets based on the classification of institutional units.. Therefore, it is
‘proposed that the revised SNA include production accounts by activity groupings and
institutional sectors and also a cross-classification of value added and its
components by economic activities and institutional sectors. In particular, it is
planned that the revised SNA will provide separate production accounts for
corporate units included in the corporate secters and for small-scale production
units included in the household sector. '

49, There was no major disagreement concerning the integration. of different types
of analysis. However, countries that did comment expressed views that were related
to the basic data organization and compilation procedures. The implementation of
the proposals would require that their establishment surveys be reoriented in order
to identify the institutional sector dimension of production and their compilation
procedures be extended to include institutional sector data (in which most
countries had no experience). "Also, it was mentioned that in order to facilitate
the links between the two types of statistics, international guidelines on
ipdustrial statistics ghould be adapted to the revised orientation of the SNA, as
industrial statistics are an important input into the compilation of SNA regarding
economic activities. Furthermore, developing country experts stressed the need for
SNA to provide a distinction between formal and informal production activities. In
their view, the formal-informal distinction is needed to supplement the distinction
between establishments of corporate and household units of production, as the
jatter would not be able to reflect unequivocably all the nuances in the .
organization of proeduction in their countries.

3;e'Prodﬁction boundari'

50, While there are no major.changes'proposed,-the_revised SNA will be more
precise in its definition of the production boundary. It will include the
production of all goods, including natural growth products, whether produced for
the market or not. The production of services is included only if factors of
production are remunerated.

51. Participants at the regional meetings generally had mno difficulties with the
intent of the clarification. However, in several of the discussions, it was
pointed out that the production boundary thus defined is too heavily dependent upon
the definition of services as distinct from goods, yet the concept of services is
not clearly defined.;_Examples of applications of the revised definition of the SNA
production boundary that were seen as creating difficulties concerned
water-carrying and the preservation of agricultural products and fish for own
account household consumption. Overall, experts from developing countries thought
that the production boundary should be reviewed. carefully, because the
International Labour Organisation (ILO) definition of employment is linked to the
SNA production boundary. The production boundary also should be more clearly
defined with regard to informal sctivities, including those of an illegal nature.
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52. The proposal to include natural growth products at the moment of growth was.
welcomed in countries with high inflation (Latin America). Other countries pointed
to difficulties, such as how to record losses during growth before harvest. Some
of those losses would have to be dealt with as adjustments to growth, while others
should be treated as exceptional losses and recorded as a capital loss. The
distinction between the two differs by region. Developing countries faced with

the consequences of droughts would tend to include more adjustments in production
than countries where fluctiuations in growth and harvest are dampened by more
advanced methods of agricultural production.

4, Valuation

53. Much attention has béen paid to improving the valuation principles that govern
SNA. The following recommendations have been made:

(a) The recommended exclusion of product taxes (including value added-type
taxes) from the value of output and therefore value added of producers is to

.improve the economic meaning of the latter;

(b) The recommended distinction between market and non—market producers and
products is to clarify the valuation of non-market products as distinct from market
products. The non-market products would be valued at cost 1nstead of usmng as a
basis for valuation the prices obtained in the market;

(c) With regard to the valuation of gdvernment'output, it was recommended
that this include an imputed value of rent on govermment-owned buildings and
depreciation of government-owned infrastructural assets, such as roads, dams and
bridges:

(d) With regard to external transactions, it was recommended that the total
of imports be valued at a f.o.b. value - similar to what is now used in the balance
of payments - and the detail of imports by products ‘continue to be wvalued at c.i.f.
values;

(e) The resolution of the outstanding issue of how to treat black and

‘parallel market and multiple exchange rates would contribute to more precise

guidelines on the valuation of external transactlons in terms of local currency.

54, In the regional meetings, participants raised several concerns. They wanted
an unequivocal decision regarding product flows - basic values or producers’

values - and reconsideration in particular of the latter valuation in view of the
coverage of VAT-type taxes. Most participants agreed with the market versus
non-market distinction, but were waiting for further recommendations with regard to
the treatment of the difference between prices paid and cost incurred (subsidy or
government consumption). Extensions of the cost of government output generally
were not favoured, either because of data considerations or because countries felt
that the extensions would unnecessarily increase the government contribution to
GDP. Participants had no major disagreement with the f.o.b. valuation of imperts
and urged final recommendations regarding the valuation of external transactions in
view of the increasing importance of parallel markets in foreign exchange and the
revenues obtained from such transactions.
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5. Residence and breakdown of -domestic sectors

55. Expert groups confirmed that the overall criterion for residence would be the
_centre of interest, and the main operational criterion would be the one-year rule.
In addition to these general rules, specific guidelines were established for
technical assistance personnel, students, offshore banks, direct investment
enterprises and international organizations. As regards the breaking down of
domestic sectors into subsectors, the expert groups recommended the. inclusion of
non-profit institutions serving households as a subsector of the household sector
and the introduction of households subsectors for soc1o economic groups based on
the type of income earned.

56. . There were many examples presented of units that required further refinement
of the residence criteria. These concerned mainly construction, transport,
commercial and electricity-generating activities incorporated 1n an international
non-financial enterprise that was managed jointly by different countries.
Representatives of countries in which offshore banks were located thought that the
inclusion of those units within their national accounts would unrealistically
increase their countries' GDP and that implementation would be @ifficult because it
would not be easy to get the required data from such units.

57. There was general acceptance of the inclusion of non-profit institutions as a
subsector of the household sector. There were many reactions to the proposed
socio-economic breakdown of the household sector; recomsideration of alternative
breakdowns based on criteria other than type of income earned was urged.

6. Income concepts

58. The revised SNA places greater emphasis on income concepts than does its
predecessor. They are brought out as balancing items by subdividing the sequence
of accounts at several places. Gross national product, which will he c¢alled gross
national income, is also integrated in the accounting framework. With regard to
income of production factors, two concepts have been introduced as balancing

items: entrepreneurial income and mixed income. Entrepreneurial income is a
concept which is particularly useful for the analysis of corporate sector accounts,
as it is defined to be close to income hefore taxes. The mixed income concept
replaces the operating surplus concept for small-scale production units operated by
household sector units; it includes not only components for remuneration of capital
and entrepreneurship, as they are included in the operating surplus of the
corporate sector, but also components for the remuneration of labour in famlly
productlon units.

59. Entrepreneurial income was generally considered as a useful income concept;
howéver, doubts were expressed regarding the applicability of this concept to
production units in-the household sector. Presenting mixed income separately from
operating surplus was welcomed by some experts from developing countries, as that
would more adequately describe income generated by production factors in their
countries. Other experts thought that the two separate terms would not be needed,
since the unincorporated production units of the household sector would always
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include the contribution of the owner, which typically covers labour and capital
contributions. :

7. Fufther integfation.of balance sheets and accumulation accounts

60. As a conseguence of the integration of balance sheets and accumulation
accounts with the other sector accounts of the system, the revised SNA will include
a new concept called changes in net worth, This concept will be the flow
counterpart of net worth that was included in the balance sheets of the 1968 SNA,
The changes in net worth will cover all changes -~ changes as a result of income
generation, distribution and use (savings and capital transfers}, and changes in
net worth due to external influences, such as finding or depleting mineral deposits
and destruction by natural and man-made disasters, and also due to inflation.

61. In line with the incorporation of this concept, it has also been agreed that
the revised SNA should emphasize more strongly the net concepts of product (net
domestic product), and income (national income and national disposable income),
that is, product and income net of depreciation. The gross concept will be
maintained, however, because of data problems in the derivation of depreciation
estimates.

62, The incorporation of the accumulation accounts into the system was generally
welcomed as an element which would clarify the relation between flow and stock
accounting. : '

63, There was no objection to the emphasis on net concepts. However, in some

meetings, .it was emphasized that international organizations using GDP and GNP
should change to the met equivalents. '

8. Asset boundary

64. There appeared to be a general acceptance of the inclusion of software as an
asset, even though some think of it not as an intangible but rather a tangible
asset. - There was also considerable support for including mineral exploration
costs, because they are already included in enterprise bookkeeping practices in
some cases; some, however, think that only successful expenditures should be
capitalized, while others think that care should be applied to the allocation of
such intangible assets between the countries where the exploration takes place and
the countries where the company is resident. There is much less support for the
inclusion among intengible assets of research and development and literary-artistic
works, because enterprise accounting has not generally recognized these as assets.

' 65. There is general support for including envirommental accounts as a satellite

system in SNA and agreement that the asset boundaries of the main and satellite
systems should be compatible. However, further discussion is needed on such
guestions as: Would the asset boundary include fish stock in the ocean, or include
national parks? What would be the exact delineation between forests that are
exploited in a controlled manner and "wild" forests where less controlled

exploitation takes place?
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66. There has been little discussion of the coverage of financial assets,
presumably because few countries have experience in this area and because it has
not been discussed conclusively in the expert groups. One issue that was raised
concerns the valuation and treatment of swaps and sxmllar arrangements used in the
liquidation of external debt. :

9. Financial transactions, transactors and accounts

67. A special effort has been made to 1ntegrate more adequately the complexlty of
financial instruments, markets and institutions operating in those markets. In
this context, expert groups have recommended that the output of financial
jintermediation activities be distributed to its uses. Furthermore, the complexity
has been recognized by an explicit definition of financial instruments and a
classification in which all such instruments do find a place. Finally, it has bheen
recommended that the financial corporations sector be expanded to include financial
auxiliaries (such as commodity and securities brokers, flotation companies and
guaranteeing agencies) and that SNA would also recognize unlncorporated financial
"enterprises"” such as money lenders, which operate in rural areas of many
developing countries.

68. There has been a mixed reaction to the allocation of fimancial intermediation
services to uses, mainly because the criteria for allocation have not yet been
fully developed. The incorporation of financial auxiliaries in the financial
corporations sector was generally accepted, provided financial units which work
exclusively for their parent companies would be classified in the same sector as
the parent company. The definition of output of financial intermediaries with
regard to money lenders was questioned, because the latter are not really
intermediaries but mainly operate with their own funds. There is generally no
major disagreement with the proposed classification of financial instruments.

10. Price and guantity measures, inflation accounting

69. The draft revised SNA pays more attention to the separate price and quantity
measures of national accounts aggregates and has incorporated the recommendations
developed in a separate manual. 12/ In the constant price measurement of product
flows, SNA will deal in particular with chain. indices in comparisons over time and
will also discuss the derivation of price and quantlty measures for comparmsons
between countries. In the derivation of income measures that are corrected for
inflation, the revised SNA explicitly includes recormendations for the
incorporation of the terms of trade effects and will also make explicit real
holding gains that might be used as supplements to income.

70. The participants in the regional meetings generally agreed with the renewed
emphasis on prlce and quantity measures and inflation accounting, which are
particularly helpful in countries where national accounting is carried out under
high inflation circumstances. BSome participants favoured chain indices because
they were up to date, while others thought that the compilation of such indices
would result in an unacceptable burden on data collection and compllatlon
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activities of statistical offices. No discussion was devoted to the incorporation
of ICP methodology into SNA. There were also different opinions about the type of
deflator to be used in the derivation of the terms of trade effect. ' And finally,
in ¢ountries with high inflation, it was thought more appropriate to correct
interest payments {(and, therefore, income measures) for the compensation for real

_ holding losses on monetary assets that is included in interest flows. The general

feeling was that the revised SKA should be more flexible and present alternatives
that countries may. apply ‘under differert circumstances. There was general support
for the much more precise elaboration of changes in stocks and work-in-progress,
which would recognize volume and price components; it was found particularly useful
for countries experiencing high rates of inflation. It was pointed out, however,
that separate information on price and value changes in stocks cannot be easily
obtained from available statistical sources.

'11. Final consumption and final consumption expenditure

71. It has been proposed. to supplement the 1968 SNA concept of final consumption
expenditure of households and govermments, which is based on payments, by an
alternative concept called actual final consumption. This concept differentiates
between consumption by government and non-profit institutions on the basis of the
distinction betﬁeen'collective_and individualizable consumption.

72. There was general support for the incorporation into SNA of the concept of
actual final consumption. It was thought to be a useful concept for amalysis. 1In
one of the regional meetings (ECLAC), it was suggested that actual final
consumption of households should also reflect final consumption expenditure in the
enterprise sector. '

I1I. IMPLEMENTATION OF THE REVISED SNA
A, Genefal observations

73. There was much discussion at the meetings of regional commissions on the
implementation of the revised SNA. Most of the countries. agreed that the
integrated framework of the system represents remarkable conceptual and analytical
progress. However, serious concerns were about the actual possibilities of
implementing the system in the short and medium term. Among the obstacles
mentioned were the difficulties in compiling the necessary basic statistics, the
constant mebility of technical personnel and the growing need to concentrate the
small operational capabilities of statistical offices in elaborating mainly

‘short-term indicators. Nevertheless, it was generally agreed that each country

would compile the revised system in. different stages at their own pace, cons;stent
with their needs and capabllltles.

74.. At the meetings it noted that, in addition to handbooks that would guide
national experts in the implementation and use of the system, technical assistance
in various forms would be essential. Seminars, workshops and training courses at
regional and country level; bilateral, regional and international technical
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assistance; and further development of a compilation methodology using micro
computers by the Statistical Office of the United Nations Secretariat should assist
jin implementing the revised SNA. ' - '

~ B. 'Specific prbblems-identified in regional meetings

75. The implementation of the system in countries with high inflation would pose
special problems, as national accounts would have to be compiled more frequently
than every quarter. Any expansion of the system would present very difficult
regsource problems, particularly for those countries.

76. A special problem is faced by countries with transition economies, which need
not only to elaborate new data series but also to link them with past data series,
which are generally based on MPS guidelines. It has been suggested that these
countries should use the past MPS8/SNA conversion methodology to make the past
series comparable with the new series and carry out special studies in order to
understand how to link past and present series based on different valuation

principles.

77. Another difficulty was mentioned that would be encountered when implementing
the institutional orientation of the revised SNA is that enterprise units change
more in composition than do establishment units. Statistical coverage of such
units is therefore more difficult. Also, increased privatization and dismemberment
of State enterprises have led to a greater number of producer units from which data
needs to be collected. )

IV. POINTS FOR DISCUSSION

78. 1In the light of the present progress report, the reports of the meetings of
the regional commissions, the report of the Expert Group Meeting on Reconciliation
of SNA and MPS Standards on National Accounting and the interim draft of the '
revised SNA, the Commission, at its present session, may wish to comment on the

following:

(a) Do the interim draft chapters'of the revised SNA generally conform with
the objectives of the revision process? (see para. 2):

(b) Does the Commission agree with the orientation of the regional
commissions on further developments of the SNA (as indicated in the separate
regional meetings reports and summarized in paras. 42-71 of the present report)?
Would it like to give additional guidelines - in particular, on Such issues as the
presentation of environmentally adjusted aggregates and the relation of the

revision process'ﬁo countries in transition? (see paras. 36-39):

(c) Does the Commission endorse the revised timetable? (see paras. 5 and
16-20); ' h ' '
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(d) Does the Commission recommend approaches for securing additional funding
for the completion of the revised SNA in 1993 other than those planned by the
Inter-Secretariat Working Group on National Accounts? (see paras. 29-32):

te) Would the Commission continue to assign highest priority to work in the
revised SNA, including the production of handbooks? (see paras. 21-28).

"Motes

1/ Draft of the revised System of National Accounts (SNA) (PROVISIONAL,
ST/STAT/SER.F/2/Rev.4). ' : _ '

2/ Report of the Second Expert Group Meeting on SNA Co-ordination held at
New York, 12-21 July 1988. '

3/ Report of the Third Expert Group Mee¢ting on SNA Co-ordination held at
New York, 13-22 September 1989.

4/ E/CN.3/1991/11.
5/ E/CN.3/1981/7.
(¥4 _E/CN.3/1991/6.

1/ E/CN.3/1991/9.

8/ -~ E/CR.3/1991/8.
9/ E/CN,3/1991/10.

10/ Funding for these activities is to be provided by the member
organizations of the Inter-Secretariat Working Group on National Accounts as well
as from extrabudgetary support for the SNA review programme. With respect to work
proposed for support by the regular budget of the United Nations for 1982-1993,
resources for such work will be included in the proposed programme budget for the
biennium 1992-1993 currently under preparation.

11/ Provisional International Guidelines on the National and Sectoral
Balance-Sheet and Reconciliation Accounts of the System of National Accounts,

Series M, No. 60 (United Nations publication, Sales No. E.77.XVII.10).

12/ Manual on National Accounts at Constant Prices, Series M, No. 64 {(United
Nations publication, Sales No. E.79.XVII.5).




