[

UNITED
MATIONS

Economic and Social Council Distr.
: ‘ o GENERAL

E/CHN,.3/1991/6
19 November 1990

ORIGINAL: ENGLISH

STATISTICAL COMMISSION

Twenty-sixzth session

4-13 February 1991

Item 4 (a) of the provisional agenda

NATIONAL ACCOUNIS AND BALANCES: SYSTEM OF NATIONAL ACCOUNTS (SNA)

Report of the Working Party of the Conference of European
- Btatisticians on the System of National Accounts (SNA)

SUMMARY

The present report contains a summary of the main recommendations, conclusiouns
and future werk plan made by the Working Party of the Conference of European
Statisticians on Wational Accounts and Balances, at its meeting held at Geneva,
from 10. to 13 September 1990,

90-31256 1989g (E) ' /s




E/CN.3/1881/6

English
Page 2
COHTENTS
Paraqraphé Page
PART ONE
INiRODUCTION R R R E R 1 "3
I. RE?ISION AND UPDATING.DF ENA. moosnoqencnooouoolo;uo.oonooaaa 2 - & 3
IT. FUTURE WORK «.uoeenuuunnsessonnninesosasonosnssssiocssnasons 5 ' 3
ITI. ADOPTION OF THE REPORT ...ccuvcccesconsnsacsssnsascasssssssnan 6 4
PART TWO
I. GEKERAL ORIENTATION OF THE DRAFT OF THE REVISED SNA ........ 7 - 11 4
II. MAIN CONCEPTS AND CLASSIFICATIONS OF THE REVISED SHA ....... 12 = 87 5

A, Integrated analysis of production, income generation and
income Aistribubion ....c.rseseascsosocncsssncsssninosnsss 12 = 26 5

B, Valudtion ..ccoesecssoosscssncoasassssassssoscsncscssccea 47 =~ 20 38

C. Integration of stock analysis with the traditional flow
analysis of the national accounts ...eosveooacocrsonsssceos 30 — 48 8

D, Financial instruments, financial sector and financial

ACCOUNES vvusoesoaosssasscsscnanssannesosconassansassoss &9 ~ 53 11
E. Transfer of resources between countries ..:csosvcnssanas 5Hd — BT 12
F. Analysis of inflation ....covvescvcens seasasessonacsessss D8 — 65 13
G. Role of the household sector in the econamic_process ses BB — 87 14

III. ACCOUNTING FRAMEWORE 4 uvscocssnsonsonronesansnonscssvescnnes B8 — 70 15

IV, IMPLEMENTATION OF THE REVISED SNA AND TOPICS OF SPECIAL
CONCERN TO THE REGIOH ..ccccevceassncoenossausoscsscssnsancss [F1 — 74 15

Annexes
I. LIST OF PARTICIPANTS 4 o 54 55 o 6 86 0 a0 B E AN nnam e 66 06 mEeoecaee B e e u a0 17

II. LIST OF DOCUMENTS ..cvvsocscssossonssssaceassuisssonncnassncnsossnanesanas 10

VAN



E/CN.3/1991/6
English
Page 3

PART ONE

~ INTRODUCTION

1. The Worklng Party on Natlonal Accounts and Balances held its f1fteenth session
at Geneva from 10 to 13 September 1990. It was attended by participants from the
'follow1ng countries: Austria, Canada, Czechoslovakia, Denmark, Finland, France,
German Democratic Republic, Germany, Federal Republic of, Hungary, Italy, Malta,
Netherlands, Norway, Poland, Romania, Spaln, Sweden, Turkey, United Kingdom and
United States. Representatives from the Statistical Office of the United Hations
Secretariat, the European Economic Community, the Expert Group on Co-ordination of
‘the System of National Accounts and consultants to the Statistical Office also
attended. The provisional agenda contained in document CES/WP.22/105 was adopted.
C. 8. Cdrson (United States) was elected: Chalrman, and B. Szyb;sz (Poland) was’
elected Vlce—Chalrman.

I. REVISION AND UPDATING -OF SNA

‘2. The Work;ng Party had before it the draft chapters of the rev1sed System of .
National Accounts (SNA) (ST/ESA/STAT/SER. F/2/Rev.4)., It was suggested that the
discussion be based on the document entitled "System of National Accounts (SNA)

- review issues", prepared by the Intersecretariat Working Group-on National Accounts.

3. It was decided that the report of the meetlng should consist of two parts:
_the first part would be structured according to the wishes of the Working Party,
-and the second part would have a standard structure. ' The outline for the second
part of the report has been approved by the Workzng Group .of the Stat1st1ca1
Comm1551on. :

4, The representative'of the Statistical Office of the United Nations Secretariat
informed the Working Party about the work accompllshed and the plans for further
work on the ongoing SNA review. :

IT. ?UTURE WORK

5. The Worklng Party discussed future work and, in econclusion, proposed to
1nc1ude the following descrlptlon in the work programme of the Conference.}

{a) Descrlptlon'- Reglonal contr;butlons through the Worklng Party on
National Accounts and Balances to the further conceptual development of SNA and its
1mplementat10n in the ‘region in accordance with the plans and needs of the United
Nations Statistical Commission; implementation of SNA in transition economies:
development of  handbooks .on national accounting, including one on the application
of SNA in transition economies; development of financial and monetary statistics
consistent with SNA; consideration of problems related to the satlsfactory
statlstlcalxcoverage of the hidden economy.
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(b} Work to be undeftaken:

(i) Contrlbute to co- ordlnatlon and evaluation of ‘subsequent. SNA drafts in
the regiom;

(ii) Facilitate 1mplementat10n of SNA through the development of handbooks. and
51m11ar materials;

(iii) Training and workshops carried out through co-operative projects;
(iv) = Consideration of issues regarding*cenordination between the development
and implementation of SNA and related systems of statistics;

(v) Methodological work for establishing retrospective statistical
information according to SNA in transition countries;

(vi) Development of methods for the inclusion in SHA of existing financial’
statistics in transition economies;

{(vii) Development of methods for the inclusion of the fesults of "hidden" and
' "informal” ecomomic activities in national accounting aggregates.

" (c)  Duration: Continuing.

III. ADOPTION OF THE REPORT

6.. The Working Party adopted the present repoft at its elosing'eession; on
13 September 1990,

PART TWO
I. GENERAL ORIENTATION OF THE nRAFT OF THE REVISED SNA

7. The Working Party was invited to comment in general on the structure and
presentation of the draft chapters of the rev1sed SNA.

.8, A large number of participants felt that some restructuring of the chapters
might be beneficial in order to make the relationship to the sequence of accounts
more transparent. ‘A proposal which received support was to begin with a general
overview of the system and then follow with chapters on_;nstltutlonal units, .. _
sectors and subsector flows of goods and services; production accounts for sectors;
_primary @distribution of income; secondary distribution of income; use of income
account; capital and financial account; balance sheets; and productlon accounts for-
industries and 1nput—output, price and volume measures. :

9, It was pointed out that the SNA serves different_pufposes - it ee#vesras a
reference manual for experienced national accountants, an inﬁroduction‘tq those

just starting to compile accounts according to SNA and an explanation to users.

LFoes




E/CN.3/1991/6
English
Page 5

Many participants felt that for many of these uses, the present draft could
advantageously be supplemented by a presentation similar to that in the existing

European system of 1ntegrated economic accounts.

10. Part1c1pants welcomed the- fact that ‘the draft: SNA explalns the rationale
behind the various treatments adopted, ‘but they recommended it should be

'accompanled by a blbllography of background and supportlng references.

11. It was recognlzed that countrles in tran31t10n have an’ urgent need for a

‘handbook explaining the 1mp1ementat10n of the revised SHA, glven their partlcular

organlzatlonal and 1nst1tutlona1 arrangements.

__II.f MAIN CONCEPTS AND CLASSIFICAEIONS OF THE REVISED SNA

A, Integrated ana1v51s of productlon, income qeneratlon'and
' income dlstrlbution o - o

1. 'Statistical units

_12. In 1ntroduc1ng the tOPlC it was po;nted out that dual sectorlng is retained

but the institutional unit receives more emphas;s. All accounts, ineluding the

_production account, will be presented for 1nst1tut10na1 sectors. In addition a

cross-classification of value added and its components by institutional sectors and
act1v1t1es w111 be shown.

13. Several partlclpants expressed con51derab1e concern that legal form alone may
not always be a suitable basis for deflnlng units, given the increasing tendency to

~adopt legal structures solely in response to administrative or fiscal regulations.

It was noted that the concept of ancillary corporatlons has been introduced into a

revised chapter III to deal with this problem in a manner consistent with the

lntroductlon to the Internatlonal Standard Industr1a1 Clasgification of all
economic activities {181C). Similar issues need to be addressed in the definition
of establishment in the relevant chapters of the revised SNA.

14, Some . part1c1pants questloned the usefulness of productlon accounts for

institutional sectors, while others. reported that they already compile these and do

" find them useful. There was more agreement on the. desirability of
Vcross c1a551fy1ng value added by 1nst1tut10nal sectcrs and industries,

15." The definition of statistical units is important not. only for national
‘accounts but also for economic statistics generally and influences the plcture of
‘the economic processes which the data prov1de. :
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2. Alternative income concepts related to production

16. In the revised SNA it was proposed that two new income. copcepts - primary’
income and entrepreneurial income - be included. Primary income results from the
allocation of value added and taxes net of products to labour, capital and ' '
government, and eventually in both directions to the rest of the world. Primary
income thus would be the sectoral equivalent of national income for the national
economy. Entrepreneurlal income would be an intermediate concept between operating
surplus and primary income. For corporations, it would be obtained by deductlng
property income paid from operating surplus and adding property income: reéceived;
for households, it would be. derived by deducting only property income paid in the-
context of running an un;ncorporated private enterprise. In both cases,
entrepreneurial'income would be close to profits before taxes. In the household
sector no property income was added in the derivation of entrepreneurlal income-
because it was assumed that all receipts of property income by househelds would be
received by them in their capacity as households and not as owners of
unincorporated enterprlses. : :

17. 'The Workxng Party welcomed the 1ntroéuctlon of addltlonal income concepts and
their elaboration into the accounting structure. However, doubts were expressed
about the concept of entrepreneurial income in the household sector since this
entails splitting interest between that relatzng to the household s productlon and'
consumption activities,

3. Market and non;market.prgducgion

'18. " It has been proposed by the expert groups to dlStlﬂgUlSh between market and
non-market producers and market and non-market products. Typically market
producers would cover 50 per cent or more of their cost through sales and -
non-market producers less than 50 per cent. ' The price of market products should be
determined on the basis of a market price, while non-market products should be.
valued on the basis of cost. Questions still remain about whether or not to .
classify all corporations as market producers or alsoc to apply, in this case, the
50 per cent criterion. The other outstanding issue is whether to allocate
quasi-corporations which do not meet the 50 per cent'criterion to the government
sector or to the corporate sector, and when the latter option is taken, whether to
value their output at prices actually paid with subsidy to cover the shortfall, or
whether to value their output at cost and treat the ‘cost not covered by sales as '
government consumption. :

19. The majority of the Working Party felt that for an institutional'uhit to be
included in the corporate sector legal form alone is not sufficient but ‘that the
unit should be -created for the . purpose of generating a. prof1t.

20. When government makes payments to producers s0 that they will supply goods and
services at reduced prices, most participants felt these payments should be treated .
as subsidies, with output valued at the prices actually paxd‘ Other participants
preferred that such goverament payments should be treated as government final
consumption expendlture with output valued at total cost.
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21, This. problem is partlcularly relevant for. countrles in transition, where
subs;dles are currently belng rapldly reduced.

4, Financial intermediariesé bank and insurance seyvices

22. A number of changes have been suggested Wlth regard to the output and
distribution of output of f1nanc1a1 intermediaries, that is banks and insurance

_ companies. ~In the case of banks, it has been proposed that bank output is a real
output whose value is approximated by adding to actual bank serv1ce charges the
imputed charges based on the difference between property income received and pald.
It has been furthermore recommended that the imputed charges be allocated to users
together with the actual ‘bank service charges. The imputed service charge to be
allocated to each sector would be the difference between interest received or paid
on the one hand, and & reference interest rate on the other. The inmputed service

a paid by each user would be deducted from the interest paid by bank borrowers and

added to the interest received by depositors  in order to arrive at a pure interest
rate. The latter would be recorded as property income received and paid 1n the
Apprcprlatlon of prlmary 1ncome account.

" 23. In: the case. of 1nsurance serv1ce charges, the expert groups recommended that
'property income: on technical reserves be added in calculating the service charge.
This recommendation was based on the ‘recognition that premiums of insurance
companies have been reduced in recent years, as -those companies draw part of their
-revenues from investments of their technical reserves. As this is the case for
life insurance and casualty insurance, it is recommended that this amendment be
applied to both types of insurance service charges.

24, There was mno disagreement over the proposal for an insurance service charge.
Some participants welcomed the proposals about the allocation of bank service
charges among uses. But more had strong reservations, arguing that the full range
of problems had not yet been studied and resolved. It was not clear how payments
- by households would be .split between their productlon and consumption activities:
it was felt that the method of financing should not affect an industry's value
added. The question of how to deflate the service charge to constant price was
still unresolved; the treatment adds 1mputed income to lenders. The number and
_importance of the assumptlons that would be necessary to implement the proposed
treatment at present would cast doubt on the validity of the resulting estimates.
A number of participants urged that the way of recording bank service charges 1n
the present SNA should not be altered until further supplementary analyses have
been developed attemptmng to. analyse bank act1v1ty.

5, Employment. production and income distribution

- 25.  The new SNA will include a set. of recommendations for population and
‘employment aggregates, consistent with the main aggregates of the system, to permit.
integrated analysis of the labour market and the economy. In particular, greater
stress will be. laid on actual hours worked as a measure of labour input. The
definitions will as far as possible be consistent with those of the International
Labour Organisatiom .(ILO).
T S _ Ieas
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26. Partlclpants welcomed the proposals and hoped they would be accorded adequate.’
1mportance in the rev1sed SNA. -

B.e'Valuation

27. Partrc:pants were 1nformed about the valuatlon alternatlves that were proposed
for valuing the product flows and value added’ included in the supply and use- tables
and - the productlon ‘and. income generation accounts of the sequence of accounts of
the revised SNA. These ‘included three valuation alternatlves for ‘output:

“ (a) basic prlces, (b) producers prices in the absence of VAT, and (c) producers
prices in the presence of VAT, Correspondlng to ‘the three valuation alternatives
of output there would be three alternatives for value added: (a) value added
excluding all product taxes: (b) value added excludlng 1mport duties only, and
(c) value added excluding 1mport duties and VAT-type taxes. The product- taxes. not
included in value added of each industry under the ‘three valuation alternatives
would be added globally in order to arrlve at gross domestlc product (GDP) market
prices. : :

28. The Working Party. felt that SNA should give specific recommendations on
valuation rather than a range of options. The 1nterre1at10nsh1ps between d;fferent
valuations need to be adequately explalned. :

29, The Worklng_Party redommended that in the institutional sector accounts,"
output should be valued at basic prices and all uses of goods and services at
purchasers' prices (net of deductible VAT-type taxes). In making and using.
1nput output tables, more flex1b111ty was approprlate for valulng uses.

c. . Inteqratlon of stock ana1v51s w1th the tradltlonal flow
' ana1VS1s of the nat10na1 accounts

-30., In 1ntroduc1ng the varlous tOplCS concerning the valuatlon, cla551f1cat10n and
coverage of assets, it was pointed out that the asset questlon as ‘a whole was still
‘an unresolved issue.. All statements made by those introducing the topics reflected
. tentative views which may be altered after the discussion in the ‘December 1990

- Expert Group Meeting on SNA Co- ordlnatlon. In view of this, participants in the
present meeting were urged to present their views so that they could be taken 1nto
'account in recommendatlons by the Expert Group.

1. Coverage and classification of produced assets

' 31. In the 1968 SNA, services are treated as being conSumed immediately on
delivery. It has been argued that some types of serv1ces serve similar purposes to
tangible fixed capital in that they yield benefits over annual periods beyond the
period in which they are acqulred. Examples include computer . software, mlneral
exploration, research. and development and- 1nte11ectual property

/.l.
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(a) Research and development (R _and D)

32, There is already an 1nternat10na1 recommendation deflnlng R and D expendlture
(in The Measurement of Sglentlflc and Technical Activities (Paris, Organisation for
Economic Co-operation and Development, 1981), also known as Frascati Manual) which
served as the background to the discussion of the SNA. Expert Group. The Expert
Group on input-output tables recommended that. "at least some" of this R and D could
be treated as fixed capital in the new SNA. They recognized that there were
problems with the identification of the resulting assets, the overlap between these
and patents and estimating the appropriate rate of depreciation. Although these =
problems are difficult, they are not felt to be intractable.  Discussion in later
‘expert groups led to the ‘conclusion that it was very difficult to decide how to
divide R and D expenditure into two parts, one part to be treated as capital
expenditure and the other to be treated as 1ntermedlate consumptlon as at present.
' The recommendation is therefore that all R and D expendlture as defined according
to the Frascati Manual should be treated as capital expenditure.

33. 1In the discussion one participant rejected outright the proposition that
services would be treated as capital, and therefore felt that in principle no

R and D should be so treated. - Only one participant spoke wholly in favour of the
recommendation that {(almost) all R and D be treated as capital, 'Most participants
had some sympathy with the idea that some R and D might eventually be treated as

capital. However, serious reservatlons were expressed about whether R and D should

be included since much of it has a closer parallel with human capital rather than
fixed capital. Practical problems were also recognized in the measurement of
R and D and separation by type.

34. In conclusiou; most participants were not in favour of changing the SNA now to
incilude R and D expenditure as. capital formation. It was suggested that
identification of R and D expenditure was important, and for this and other
purposes, it was felt it would be useful if the work that had been started on
classifying outlays of industries by purpose (COIP) could be rev1ved._ Several
part1c1pants expressed their 1ntent10n to. develop satellite accounts on R and D and
felt that was the approprlate way to proceed at present, rather than changing

the SNA.

(b) Mineraimekploration"

35. At present, 1t is suggested in the SNA that mlneral exploratlon costs should

" be treated as intermediate costs, in parallel with its recommendations on R and D.
It was noted that none the less, several countries do treat at least some mineral

exploratlon costs as’ capltal. ' e -

36. In the dlscu351on. several part1c1pants said they felt that there was no need
to preserve a parallel treatment for mineral exploration and R and D. There was
considerable support. for treating some mineral exploration costs as capital, though
not necessarily all. The possibility of using commercial accounting guldellnes on -
how much expenditure to treat as . capltal was aiso mentloned.
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{c) Intellectual propertz

37. The recommendatlon in this area is that some- 1nte11ectua1 property.,
specifically llterary—artlstlc works, should also be candidates for treatment as
fixed capital. This 1mplles two sets of changes in the - 1968 'SNA. At present such
“activities, when undertaken on own account, are excluded from the productlon :
boundary and glve rise not to primary income but to property income. It is now
'proposed that such activities be included within the ‘production account, Further,
it is suggested that. llterary-artxstlc wOrk - be recognlzed as ‘the asset that gives
rise to future ‘income, which would be treated as fixed capltal in place of the
copyrlghts which at’ present are 1nc1uded in non- f1nanc1al 1ntang1b1e assets,

38, Dlscu551on on thls 1tem Was lxmlted.' Partlclpants were: urged to wrlte ‘with
further comments to the Intersecretariat Group, in CEre of the Stat15t1ca1 Offlce
of the United Natlons Secretarlat. :

fd) Software

39. The Worklng Party agreed wzth the proposals to treat major software purchase'
and development as capltal formatlon._-, :

. 2.. Debreoiation of rOads. dams and other qovernment assets

40. The expert groups recommended 1ntrodu01ng consumptlon of fixed capltal on’ all.
‘government fixed assets, 1nclud1ng not-only government bu;ld;ngs but also roads,
dams and similar structures. The 1968 SNA assumed that maintenance of roads and
_similar structures would result ‘in infinite service lives of those assets. It was
"thought that this assumptlon was. 1nappropr1ate, and indeed, major deterloratlon
over time of roads and similar structures does take place. In such instances the
difference between gross and ‘net product and - gross and net cap1ta1 formatlon is
understated, sometimes serlously s0... It is therefore proposed that the assumptlon
of infinite service life for these assets should not be automatic, and where
approprlate, estlmates of consumptlon of flxed capital be 1ncluded in the accountsr

41, One part1c1pant reported that such estimatés are already made in his country,
another participant expressed reservations. While recognizing that difficulties
may arise in making the estimates, the Working Group agreed with the proposal.

3."Enﬁiroomental'aSsets; including natural growth -
42, Env1ronmenta1 assets consist of three main groups, namely natural cultlvated
assets, which are included under produced fixed assets, and land and subscil assets
‘which are both 1nc1uded under tangible non-produced assets. The natural cultivated
assets include all products ineluding animals, for breeding, dairy, draught and so.
on; timber tracts.and cultivated forests: plantations (orchards, vineyards and so
on); fisheries. It is proposed that all such products of controlled or cultlvated

natural growth be recorded as ‘output at the momént of growth,  Output of such
-controlled natural growth processes is considered as work- in-progress which adds to
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'changes in stocks and, in some. 1nstances, to. gross flxed capltal formatlon such as
in the case: ‘of the ralslng of llvestock for breedlng, dairy and draught.

43, The proposals on the treatment of natural growth are related teo the wider
field of envirommental accounting. The meeting was informed about a joint
Statistical Office of the United Nations Secretarlat/World ‘Bank programme to
develop env;ronmental accounts as satellite accounts to the revised SNA. A gemeral-
presentation was given of the links between the environmental satellite accounts

. and the central framework of the revised SNA and about the differences in the
“concepts of income, 1ntermed1ate cost and value added and cap1ta1 between the two
systems of accounts.

44, At the meeting, it was recognized there'is some lack of conceptual homogeneity
‘in the 1968 SNA, which records the ralslng of llvestock as production but not
growth of crops or trees.

45. As regards annual crop products, many part1c1pants saw difficulties in the
proposal to wvalue output as ‘the sum of costs - in particular with regard to the
labour 1nput of self-employed farmers. Severe data problems were also noted.

46. At the same tlme, several other part;elpants strongly favoured recording ‘the

natural growth of forests as output. It was suggested that consideration should be

given to showing natural growth as output - both for animals and crops - only when
~ the normal growth period exceeds one year.. ‘ '

47. Considerable’ 1nterest was expressed in the development of envzronmental

accounting. However, the participants felt unable to comment. adeqguately on

specific issues until work. in thzs area (including the draft of a handbook) has
. progressed further. :

48, Several countries reiterated thelr preference for envxronmental coneerns to be
“dealt with in satellite accounts, not through changes of the main aggregates of
SNA, at least at this stage. It was felt desirable, however, to amend the
classifications to identify environmental expendxture and regroup act;v;t;es to
“highlight those related to the env1ronment.'

D. Financial instruments. financial sector and financial accpunts

1. Financial sector: financial intermediaries
and financial auxiliarigs

49. The revised SNA recommends that the flnanc1al corporate sector in SNA be
expanded, as compared to the 1968 SNA, to include auxiliary enterprises that
facilitate financial intermediation, in addition to.enterprises which are primarily
engaged in financial transactions, in the market consxstlng of both incurring
f1nanc1al liabilities and acquiring financial assets. ' The main reasons for this
change are the increased provision of financial services by units other than
financial intermediaries, the 1nappropr1ateness of placing a growing group of
financial service enterprises in the non-financial corporate sector, the difficulty
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" of drawing the line. between auxiliaries and intermediaries and the likelihood that
further innovations in the: financial industry would. continue to blur the line -
between financial 1ntermed1arles and auxiliaries.’ '

50. Imn the dlscu551on, some part1c1pants argued that f1nanc1al units which work
exclusively for their . parent. companies should bé classified in the same sector -as
the parent company. However, this case appears only for the creation in the draft
SNA (and International Standard Industrial Classification {ISIC)) of the concept of
ancillary corporations. Given this clarlflcatzon, the group accepted the 1nc1usxon
of other flnanolal auxlllarles 1n the. flnanc1a1 corporate sector.

2. ,Finanoial instruments and specific issues
(a)  Geld

51. The SNA expert groups reached a dec151on that only two categories of gold be
recognized - monetary and _commodity gold. Monetary gold held by the monetary -
authorities is treated as a financial asset., Any other gold held by the
authorities and by financial 1nst1tut10ns other than the central bank is treated
like any other commodlty. ' -

52. One part1c1pant argued strongly in favour of retaining the broader concept of
. fipnancial gold to be found in the 1968 SNA, rather than recognizing gold as a
financial asset only when held by monetary authorities (monetary gold) as in the
balance of payments.‘ A note from the International Monetary Fund (IMF) recogn1zed
the usefulness of the points raised and recommended that the issue be reconsidered
at the next SHA expert_meetlng on - the bas;s of their written comments,.

{b) Other 1ssues regardlng flnanc1a1 1nstruments

53.  In the d1$0u551on, concern was expressed about the absence of a recognlzed
debtor for special drawang rights (SDR), the class;flcatlon of options. as
non-financial intangible assets and the ‘adequacy of the notion of conditionality in
defining contingent assets. 'One part1c1pant suggested that direct investment

' should be brought into the main instrument. ' Classification guidance should be
given on how to treat capltalxzed income from mutual funds depending on whether the
income comes ‘rom the' creatlon of new. unlts or jncreased value of - exzstlng ones.

E. Transfer of resources between countries

-Reiﬁvested earnihgs oﬁ direc; investment
54. The proposed 1ntroductlon of relnvested earnlngs in SNA harmonizes SNA w1th
the present treatment of balance of payments. The reinvested earnings would be

introduced as part of property income pald/recelved in the external sector and, at
the same tlme, would ‘be reflected as an 1ncreese in forelgn assets/l;ah;l;tles.;
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55, 'Several participants were opposed to the proposed treatment for a variety of
reasons, including the unclear definition of direct investment enterprises and the
. absence of necessary data. . One part1c1pant felt it would be more useful to develop
accounts for a subsector of forezgn controlled enterprlses.

56. Sewveral other. part1c1pants strongly endorsed the proposal in the draft SNA and
_have already adopted thls treatment in- thelr own accounts. C :

57. Both groups recommended that cons1derat1on should be given as to whether an
analogous treatment should be extended to relatlonshlps between domestlc sectors in
‘the future. : - :

'F.':Analisis gf 1nf1at10n -
-_i; Chaln 1nd1ces

58. The question discussed by the expert.groups-was whether fixed-base, Laspeyres
volume indices would need to be replaced or supplemented by chain indices with
moving weights which would change from year to year. The expert groups had
‘suggested that the. annually cha:.ned J.ndJ.ces be presented as supplements to the
flxed base volume 1nd1cators.

59. The revised SHA suggests:thathaSPeyres—type,volumefmeasures should be adopted
and rebased at frequent intervals, such as every five years, and that these
five-year spans should be chain-linked to obtain long time series. : :

60. Strong support was expressed for the annual chaining of indices; others
favoured chaining but not neceSsarily on an annual basis. Whether chaining is
annual or five- yearly, d1screpanc1es due to non-add1t1v1ty arlse,‘and SH¥A should -
indicate how to deal with: this problem. :

2.0 Tradin ' ains'and.l' ses from changes in the terms of'trade
61, The expert groups have proposed that tradlng gains ‘and losses from . changes in-
terms of trade be included as an integral part of the revised SNA, These gains and

losses would be added to:GDP at constant prices in order to derlve a new income
concept to. be referred to as real gross domestlc ‘income..

62, Many part1c1pants called for SNA to recommend only one formula for der;v;ng
this concept. However, several: dlfferent methods were advocated.

3. Revaluation-of;changes in stocks
63. Changes in stocks should: be calculated as the difference between incoming
flows -and outgoing flows. valued at the prices at the time they occur. Under

non-inflationary comnditions; this may be approx1mated by calculating the difference
between the opening and closing stocks in volume terms and applying an average

A
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" price to arrive at. the changes in stocks in current prices. In situations of high

1nflat10n, the two methods give. dlfferent results.

64. The Worklng Party welcomed the fact - that the revised SNA makes explicit the.
conceptual treatment of change in stocks in the context of the general treatment of

' the revaluation of assets.: This exp051tlon is an advance over the previous SNA.

Some participants fele, however, that more attention should be devoted to the
non-inflationary case and.to practlcal considerations, in particular, the fact that
most source. data related not to phy51cal unlts but to money values from’ company
records.

-4, Inflatioém accountlng

65.  The Worklng Party endorsed ‘the recommendatlons to separate nomlnal holdlnq

. gains into neutral and real elements and to record nominal as opposed to real

interest in the Dlstrlbutlon and use’ of income accounts.

'-G,' Role of the household sector in the economlc process

: Consum tlon ex endlture actual consum tlon an
s dlsposable 1ncome

66. 1In presentlng the sequence of accounts,_lt was explalned that it was proposed
to include in the rev1sed SNA two - consumption concepts for households and -
government. One concept, called final consumption expenditure, would refer to
payments made by households and govermment for jitems of consumption. The. second
concept, called- actual. final consumption, would include with households those
expendltures made by ‘goveranment that could be ‘individualized, -such as. education,
health and so on, while other’ final consumption expenditures by government of a
collective nature, such as for defence and police, would remain in actual £inal

consumption of ‘the government ‘sector. The distinction between individualized

consumption and collective consumption paid. for by government would be made on the
basis of cateégories descr;bed in the Classification of the Functions of Government .

 (COFOG) . (United Nations publlcatlon,-Sales ¥o. E.B80.%XVII.17). To the two
‘consumption concepts for the two sectors, correspond two; alternatlve income

- concepts, called. dlsposable income and adjusted dlsposable income: the difference
‘between the two would be transfers .in kind from government to households that would

constitute the dlfference between actual final consumption and final consumption
expendlture of households.” “The total .of ‘final consumption expenditure and actual
final consumption of households and government together would be the same. Also,
disposable income minus consumption expendlture and adjusted disposable income
minus actual final consumptlon for households and: qovernment would give the same
sav1ngs “for each sector.

67. The Worklng Party weloomed very warmly the introduction of the twin concepts
of consumption expenditure and actual consumption. It was noted that changes would

be needed to both the cla351f1catlon of household goods and services (CHGS) and

COFOG to facilitate thxs.

-/'o--




BE/CN.3/1991/6
English '
Page 15

III. ACCOUNTING' FRAMEWORK :

68, It is proposed that the rev1sed SNA include a- central framework of ‘accounts
and tables and supplementary accounts and tables linked to the central framework,
The central framework will ineclude a- hierarchical classification of transactions,
transactors and assets, a sequence of account for institutional sectors and a
supply and use table. In addition, the central framework will include simplified
accounts, for the nation, integrated T- accounts for the national economy, an
alternative matrlx presentation of the system and, flnally, sector. accounts,
input-cutput tables and three-dimensional balance sheets and flow of funds tables
which 1dent1fy assets and liabilities and changes therein by type of asset, debtor
and creditor sectors. The supplementary accounts and . tables will 1nclude
applications of the system for special circumstances and analyses, satellite
accounts and tables, and accounts and tables related .to the links between SNA and
other statistical systems, such as government finance statlstlcs (GFS). balance of -
payments and money and banking . StatlSthS (MBS).~

69. In the discussion a number of p01nts were made, as follows. In response to a
guestion, it was confirmed that the supply and use table is an 1ntegral part of the
central framework. Participants felt that simplified accounts are useful. In
these simplified acaounts it would be preferable to disaggregate the Distribution
and use of income account so that a sub-account corresponds to each major
aggregate. Some participants queried the need to integrate the goods. and serv1ces
account with the institutional sector accounts in precisely the way it is done in
the tables. In relation to the full sequence of accounts, it would be desirable to
indicate clearly how totals and subtotals are derived. Some. participants felt that
the Integrated economic accounts for the nation were a good presentatlon, other
partlclpants had trouble with this presentation.

70. Some participants felt that the present draft did not adequately highlight the
advantages to be gained from developing a social accounting matrix (SAM), which
allows different classifications to be used for different aspects of the accounts

. and could form the basis for broader based modelling than that associated with
input-output analysis. At the same time, it was noted that a SAM should be seen as
.a particular manifestation of SNA and not as an alternative system.

- IV, IMPLEMENTATION OF THE REVISED SNa AND TOPICS OF
SPECIAL CONCERN TO THE REGION

"71.  For counvenience, these two 1tems ‘were taken together in the discussion which
focused mainly on the problems of countries in transition to a market economy. It
was noted,; f;rst, that although there are many problems whlch are 51mllar, they
also dlffer in some respects. :

72, -Participants reported that their countries were advanc1ng rapldly to calculate
national accounts on an SNA basis. Most countries preferred to adopt directly the
‘recommendations of the revised SNA. An obvious problem is the period of overlap
between the system of balances of the national economy (MPS) and SNA and how to
construct historical time series on a consistent basis. The easiest part to
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develop., because it is largely treated in MPS, relates to the productlon account.
Greater difficulty will be experlenced w1th income f10ws, flnanclal assets and the’
financial sector 1n general. D :

'73. . Another major common problem flows from the enormously 1ncreased number of.
producer units - a consequence of prlvatlzatlon and the dismemberment of the State
enterprises - from which data. rieeds to be. collected. ' This brings w1th it problems
of sampling and non-response which were not previously encountered. The guality
and availability of the statlstlcs depends on the adoptlon of good, standardlzed
company accountlng methods. . . . -

74. Countrles in transition 1nd1cated they would welcome 3531stance in carrylng
through the major changes in their. statlstlcs and: accounts that the profound-
changes in.their economies 1mplled. For. ‘this, handbooks and methodolog1cal papers
are useful but not by thenselves sufficient. More direct technical assistance and
advice is needed, and in this connection, it was noted that several-bilateral
co-operation projects have already begun. S '

Fasn
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