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REVISION OF THE SHA

First meeting of the Co-ordinating Group
Luxembourg 23 - 27th January, 1989

Introduction

n Mr. Franchet, the Director of the Statistical Office of the Huropsan
Communities, opened the meeting by welcoming the participants. He remarked thet
this meeting was something of a turning point in the process of the revision of
the SNA. From 1982 to 1986 there had been a series of preparative studies.
From 1986 onwards a number of expert group meetings had been heid, organised by
particular subjects. This was the eighth such meeting and differed frcm the
earlier ones in being the first to bring the earlier discussions to resclution
so that the conclusions could be incorporated in the new SNA Blue Book. Peter
Kill has now been working nine months on producing the text and this is to be
discussed at two further co-ordinating meetings and at a series of regional
commission meetings. The importance of the system of national accounts ¢s the
'primus inter pares' among the systems of economic statistics can hardly be over
emphasised. The Statistical Commission of the United Nations which is due to
meet early in February 1989 will wish to know what has happened at this meeting
in order to give its endorsement to the ongoing work. He reminded participants
that the European System of Accounts (ESA) was also due to be revised following
the revision of the SNA and that this too emphasised the need to have strong
statistical norms to be followed by groups of countries to ensure internatiornal
comparability. In concluding he especially wished to welcome participants that
had been to expert group meetings on the SNA revision only two or three times
before and expressed both the hope and confidence that they would find
themselves an integral part of the group entrusted with such an important task.

(2) Heinrich Lutzel was then appointed Chairman of the meeting =znd he
invited Jan Van Tongeren to say a few words on behalf of UNSO.

(3) Following this welcome Jan Van Tongeren o:fered a welcome on behalf of
Mr. Seltzer, the Director of the United Nations Statistical Office. He wished
to express thanks both to Mr. Franchet and EUROSTAT for facilitating this extra
meeting and also stressed the importance of the composition of this group whose
function was to co-ordinagte the conclusions that had been reached by earlier
specialist subject groups in order to bring a rounded and complete view to the
revised SNA as a whole. He then took the opportunity to introduce all the
participants and explained which meetings they had previously attended.

(4) Following this Peter Hill was invited to give all of the participants
a report on the progress to date on providing the draft revision to the SNA. He
started work in March 1988 but since then has had to spend between three and
four months in meetings leaving a total of six or seven months available for
drafting. It has now been agreed that the time available to him will be
extended by approximately three months and this will leave him, after the
present meeting, with four months to complete the draft. At present he
hasapproximately 607 of the envisaged completed draft available in an early
version. This probably constitutes between 300 and 350 pages. He expects there
will be about another 250 to come. He explained the difficulty of drafting the
Blue Book because the system is so inter—connected. Tt is very difficult to
find a starting point and it is certainly not the case that it is possible to
find a beginning and end and proceed in a linear direction from one to the



other. Nor is it possible to get the text right at the first draft. Some pages
have already been revised three or four times and this process of continual
revision will continue for some time to come. For example some of the text on
institutional units and sectors distributed in Washington after the meeting on
financial flows and balance sheets has been almost entirely rewritten in ligut
of the results of that meeting. It is, therefore, important for perticipants tov
realise that such text as has already been distrubuted is essentially work in
progress and this status will continue until late in the proceeding. One
concern expressed by Peter Hill is that text which is preliminary, already
obsolete and provisional should not receive a particularly wide circulation
since comments that might be made on this will already, in many instances, be
superseded.

(5) In many ways the prime purpose of the UN manual is seen as being a
handbook for compilers but it has become clear that the new SNA must pay more
attention to users. At present there is almost no discussion of national
accounting issues in mainline academic circles or in economic journals.

National accounts has become cut off from economists as users and this
alienation is regrettable. The present Blue Book is too technical and therefore
one of the aims of the new Blue Book must be to explain why things are as they
are as well as clarifying and simplifying the underlying conceptual framework.

(6) The text must not only supply a detailed description of the conceptual
framework of the system of national accounts but must be supported by a list of
items indicating the components of particular flows. 1In this respect it is
expected that the new Blue Book will resemble more closely the present ESA which
many feel to be a model in this area.

(7 On or about I April Peter Hill hopes to release to members of the
expert group about 60% of the text. This will cover a description of goods and
services, production, sectoring, input/output and discussion of most of the
balance of payments and external sector. This text should then be discussed in
detail at the second meeting of this group to be held in July. The remaining
40% of the text will discuss income and outlay accounts, financial accounts and
balance sheets and will be distributed early in June. With respect to this
latter part in particular close co-operation with the IMF is being undertaken on
the classification and definition of financial instruments and institutions.

(8) In addition to these two large sections of text the counterpart of the
existing Chapter 2 describing the accounting structure of the SNA will be
prepared by the UN Statistical Office. Work is also necessary to compile a
glossary and other cross referencing information and discussions were under way
to determine how best this might be provided.

(9) In response to this introduction a number of participants expressed
their grave concern that there may not be adequate time provided to discuss the
text in the detail which it deserved. The process of discussing of how to
proceed with the revision occupied part of the meeting's time on the Monday
morning, again on Wednesday evening and last of all on the final Friday
afternoon of the meeting. In addition several meetings of the inter-secretariat
group were held in order to reach a concensus of how best to meet the concerns
of all members of the group. As at the end of the meeting the plans for further
discussion stood as follows.
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(1) As explained above the first part of Perer ©.7°
distributed on or about the Ist April. This will conscig
a meeting of this group to be held in Vew Vork from tpe 0
The second part of Peter's text will be distributed on or abiug .0 s
This will therefore be available to the participants bhefore rhe il
it is not expected that participants will have had ap adeguat: ame
read, digest and comment on this text by the July mesetir;. ins
meeting will be organised, probably in Geneva from the ilith ¢o
at which the second part of the draft will be discussed. Membors ¢ :
inter-secretariat group will get together to prepare an apnuctated azenda
both meetings and participants are urged to submit comments in writing to

wembers of the inter-secretariat group raising substantive points in the cext
that they would wish to see discussed. Also for the July meeting a draft of
"Chapter 2' on the accounting structure will have been prepared !

by Andre Vanoli
and will be distributed in advance to participants as well as some of the
indexing and cross referencing material, a further set of which will be
available in time for the September meeting.

(1D After the September meeting it will clearly be necessary for ihe text
to be further revised to take into account comments arising from both the July
and September meetings. This revision should be completed by the end of
calendar 1989. At that point French and Spanish versions of the text will be
prepared, a process which will take approximately five months. Frecm about May
1990 onwards a series of regional commissions meetings will be held to canvas
the opinions of other users of the system. At the time of the 491 statistical
commission meeting therefore the provisional text plus comments from the
regional meetings will be available to the statistical commission which will
determine how to take these into account to produce a final version of the new
Blue Book in 1991.

(12) In addition to these meetings on co-ordination there is to bhe oae
further specialised expert group on the links between the SNA and MPS. This is
to be held in the Soviet Union later in 1989, probably in October. Couments
from that meeting should be incorporated into the final draft in much the same
way that comments from regional commission meetings .11 be incorporated.



Researct and o

(13 Iz substantive topie to pe discussed by the group was the
treatment of resea;h wnd development expenditure in the national accounts and a
paper of this title e¢pared by OECD was introduced by Derek Blades. He
reminded the group thet this topic had been carried over from the Production
Account meetinyg hels :n Vienna in March 1988. The main point of concern
expressed there was 'hut ¥ and D was not related to current output and it is not
clear therefore why it should all be treated as intermediate consumption.

Rather it was felt that some at least should be treated as capital expenditure.
OECD had been asked t¢ prepare a paper on this subject concerning both the
theoretical and practical aspects because of their experience in collecting data
on R and D under the guidelines in the Frascati manual (The Measurement of
Scientific and Technical Activities, (OECD 1981).

(14) Six points for discussion were suggested in the supporting documeni
beginning on page 9. The first of these was whether data would be availabie.

It was felt it would be irresponsible to recommend that R and D expenditure
should be incorporated in the national accounts if it was impractical to collect
such data. The paper described the difficulties encountered by OECD in
collecting R and D data and how these difficulties had been overcome. It was
felt that it might be difficult to collect such data for countries outside the
OECD area but enually there may not be very significant amounts of R and D being
conducted in such counrries. The second point was whether data collected
according to the guidelines in the Frascati manual were suitable for SNA
purposes. There were three criteria used in the Frasc.uti manual that were not
wholly consisteat witn SNA conventions. Firstly the sectoring is slightly
different. Secondly the distinciion between current and capital expenditure is
not the sams. “hirdly the “rusoaii definition of research and development is
restricted to a devolooe Jiat is novel whereas the national accounts
understanding of ang development may often incorporate the development
of new produc LT ses devised using existing technology and knowledge.
The third concern was whether R and D activity should be restricted to
enterprises or wheiher research and development undertaken by non-market
producers should be tr d in the same way. The fourth query concerned the
calculation of smortization in respect of R and D expenditure. Basically three
possibilities were open. One was to assume that no amortization took place and
that R and D remained an asset indefinitely (that is had an infinite service
life). The second was to assume that it was amortized completely in the year of
its discovery. The third alternative was to have a conventional service life
which might be e acuording, for example, to patent lives or product
cycles. A fifth convern wa3 how to classify R and D assets and distinguish them
from other types of asseis presently shown under capital formation in the
national accounrs. The last concern was how R and D assets should be included
in net worth as showua in the bpalance sheets of the system.
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(15 Heving odaced the subject in terms of how R and D information
could be incorporated in ths SNA as a form of capital Derek Blades also raised
the possibility tha: at this s.age the expert group could decide that the
concept could be abandonsd snd the existing boundary of capital formation
maintained intact. The Directorate of Science, Technology and Industry in CECD .
who were respousibie for cowpiling the OECD data were interested in the idea
that the SNA w¢ .d endorse rhe use of thelr data in compiling national accounts
but they had scme misgivings about the coverage of the data and comparability
across time and country.



(16) The Chairman summarised the a.te:native before the meeting in the
following way. The first proposition was to retain the existing SNA conventions
whereby all research and development is treated as intermediate consumption.

The second alternative was to adopt the proposal that had been put forward by
Peter Hill at the Financial Flows meeting whereby all research and development
would be treated as final expenditure c¢f a new kind which is neither final
consumption nor fixed capital. The third alternative is the resolution adopted
at the Production Account meetings that ‘at least some' research and development
should be treated as capital expenditure.

(17) In the course of discussion it became clear that almost all
participants felt some unease both with the existing treatment of research and
development in the SNA and also with the proposals before the meeting. Several
speakers commented that ignoring capital formation in intangibles was one of the
aspects cited as a deficiency in the system of national accounts by some
economists, many of whom had worked on the idea of developing measures of
intangible capital over several years.

(18) Although there was some considerable sympathy for the idea that at
least some R and D should be capitalised several participants were deeply
concerned about the wider ramifications of such a decision. In a sense
recognising R and D as a form of capital suggested that the corresponding asset
was 'knowledge' which is not presently recognised as a commodity in the SNA. If
knowledge were to be recognised as a commodity then this would have far reaching
implications for the treatment of education and the possible inclusion of the
concept of a stock of human capital. Those concepts in turn could involve
recognition of such other activities such as market research and vocational
training as other forms of the creation of human capital. This would represent
a major innovation in the national accounts which may well be desirable in the
long term but it was felt that time was not available to consider the
implications of such a development at this stage.

(19) While most participants recognised these concerns as legitimate the
balance of opinicn was that it would be unduly negative to reject the
incoporation of R and D as a form of capital formatinn because lack of time did
not permit an exhaustive approath to the incorporation of the concept of human
capital. The discussion therefore reverted to a consideration of how much
research and development activity, as presently defined, should be incorporated
as capital formation in the new SNA.

(20) It was recognised that some forms of service output are in fact
already capitalised, particularly the transfer costs of land and existing
buildings and it was therefore felt that there was no reason in principle why
the output of other service activities should not also be capitalised. The
output of a service industry may be difficult to measure but it is not
conceptually difficult to identify even if it has no link with a tangible good.
Therefore the first objection that R and D could not be capitalised because it
was the output of a service industry was not felt to be a valid conclusion.



(21) LEoany s
not be sensible oy practicoi to distincuish cr to attempt to distinguish between
projecits which ‘ruccessful’ and those which did not lead directly to income

generat ion ‘¢ pericds. A firm that is behaving rationally will

presumably contro! R @nd D budget so that in total the rate of return is
acceptabie rather tinking this rate of return to individual successful
projects. It was -wmarked that all physical capital is included in gross
capital formation, zven assets which may be unused for one reason or ancther.
There was thevefore fairly general agreement that success was not a criterion
that should be appliad in separating some R and D into intermediate and some as
capital expenditure.

(22) Several speakers remarked that much R and D, particularly in
developing countries, was undertaken by government. The case of agricultural R
and D where government may pioneer new techniques and then encourage their
dissemination over a much broader front was quoted as one example and large
scale medical R and D projects as another. On the whole it was felt that there
was no a priori reason to assume that R and D undertaken by enterprises siould
be ireated differently from R and D undertaken by non-market producers,
particularly government. The effect overall on GDP will be different.
Transferring enterprise R and D from intermediate consumption to fixed capital
will increase GDFP transferring government expenditure on R and D from
final consumptico ‘tal formation will change only the al.ocation of GDP by
expenditure category and uot the level of GDP. However, it will change the
incremental capitali-ocutput ratio, which is widely used for analysing the
efficiency of invesiment. The continuity of the series on fixed capital
formation will be rected 1f R and D expenditure uata are not separately
available. Nevert:
given type B aund o as fixed capival then all R and D of that type should be
treated in ¢ v suiurdless of whether a market or non-market producer
undertock the expens

1.

less it was feli that Li it was appropriate to include any

§
i

the same

(23) The possihility was raised of using the enterprise's own judgement
about what constizuied investment as a measure of what to treat as capital
formation. However, 't was felt that such an approach would be unacceptable
from the point of view of national accounts because of the impact of tax laws on
the decision made oy commercial companies about whether to treat expenditure as
current or capital in any given period. After consideration therefore it was
assumed that this uossibility was not a viable course for SNA to follow.

(24) Another stion was raised concerning the coverage of R and D. 1In
the Frascati manual & distinction is made between R and D in natural sciences
and engineering (¥SE) and in social sciences and humanities (SSHj. NSE R aund D
covers that undertaken typically by enterprises, agriculture and medicine
whereas S8H covers the softer subjects including economics. Again in discussion
it was felt that *here was little rationale that could be given for including
one class of R and D and not the other and therefore a majority of the
participants favoured the inc'usion of both classes in capital formation.




(25) The feeling of the weeting therefore was that there was a strong case
for including some R and D as capital formation and that once this c.se is
admitted it is very difficult to draw a line and say that scae forms of R and D
should be included and some excluded. The decision therefore came down to one
as to whether top include all R and D as capital or to exclude it all. The
majority of the meetiig felt that it would be appropriate to recommend that the
SNA be changed so that all forms of research and development expenditure should
hence forward be treated as capital formation in the SNA.

(26) In bhis introduction Derek Blades had referred to differences between
the definitions used in compiling data according to Frascati and the definitions
that would be desirable from a national accounts point of view. It was noted
that the Frascati manual is due to be revised and it was hoped that a process of
discussion with the compilers would lead to the possibility of incorporating
definitions in Frascati that were consistent with national accounts usage. It
was felt that the Blue Boock should explain what the appropriate national
accounts definitions were in principle and make clear that if Frascati data were
to be used these would be an approximation to the desired national accounts
conventions.

(27 There was also some discussion on the question of amortization. If R
and D assets were deemed to have infinite service lives and enter the balance
sheets at nominal value at the time the expenditure was incurred this would
imply a form of amortization dependent on the general rate of inflation. There
was felt to be no logic in this but the alternative of constantly revaluing
'knowledge' would be that it would come to dominate all of the assets shown in
the balance sheet. For these reasons it was felt that it was not appropriate to
show R and D assets as having an infinite life length.

(28) Fqually theve was little sympathy for the idea of treating R and D
expenditure as being amortized in the year the expenditure was incurred since
this was tantamount to saying it was, after all, current rather than capital
expenditure. On balance, therefore, the meeting came down in favour of
estimating service lives of R and D assets in a similar manner to those
estimated for physical assets. It was expected that these life lengths would be
determined by reference to patent lives, product cycles or perhaps to tax and
book~keeping practices.

(29) While it was agreed that the R and D assets will appear in the balance
sheet of their owner, the question of how to classify them was postponed to be
taken up under the discussion on the accounting structure later in the week. 1In
fact pressure of time precluded this, and the matter remains to be determined.

Mineral Exploration

(30) The paper on this topic, prepared by Carol Carson, was introduced by
her. Many of the aspects had been covered in the earlier general discussion on
research and development and it was felt that in parallel with the decisions
just taken it would be appropriate also to classify all expenditure on mineral
exploration as capital formation whether the exploration w successful or not.
The appropriate amortization period for such expenditures should be the average
life of producing mines or wells. As background for her paper Carol Carson had
compiled indications on the availability of data for a number of countries and
it was clear that in this area compiling data presented fewer conceptual
problems than did the compilation of R and D data. Although mineral exploration



1s not researcn and cevelopment as understood in the Frascati manual because

little novelty is ‘nveived the group felt that in national accounts usage the
two activiries wer: cufTiclently parallel that similar treatment should be given
both.

31 It was noted that in relation to both R and D and expenditure on

mineral exploraticn, the atrvribution of expenditure between foreign subsidiaries
and parent companies wmay be affected by tax laws in the two countries involvesd.
This was noted as yet another practical problem in implementing the concept that
was felt to be theoreiically appropriate.

Computer Software

(32) Derek Blades then introduced a note prepared by OECD entitled 'Two
loose ends: Software and Nuclear Fuel'. These also were topics that were lefi
over from the expert group meeting on Production Accounts and Input/Output
Tables. At that wmeeting it nad been felt that software purchased independently
as well as software purchasszd at the time the computer hardware was purchased
should be capitalised if the expenditure involved was significantly large and if
the product was experted to have a protracted life length. The same treatment
should be given to software developed in house under the same conditions. At
that stage, however, « vumber of uncertainties remained. One was the exact
definition of software and the other was how far this treatmzat should be
extended to databases. This paper produced by OECD attempted to address these
problems. It was agresd that the definition worked ou® by OECD in a paper for a
meeting of an ad hoc group of experts on inrformation, computer and
communication statistics should be adopred. This defined computer software to
mean one or more of the followias items:

{i) a compursy _rogramme
(ii) = prograame description

(iii) the supporting material created for aiding the understanding or
application of a computer programme.

(33) Tt was aiso decided that a computerised database should be treated in
much the same way as a cowputer programme: that is to say if it represented a
significantly large ewpendituve and had a protracted life length then it should
be treated as =z product that ted either to the generation of income or to cost
saving in subsequent vears and therefore should be capitalised. It was felt
that both purchased databases and those constructed in-house should be so
treated and that there was no need for the database to be marketable to qualify

either.

(34) The gyuestion of wherve software should be categorised in a
classification by asset type was deferred to subsequent discussion, there being
some difference of opinion as :o whether software should be classified as a
tangible or intangible assetr.
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Nuclear ¥ue!l
(35) At the Produciion Account meeting thzre had neen Laaon taken that
nuclear fuel rods should be inciuded in fixed capital fo matins bSu. fucther
clarification needed to be sought on the appropriate terminclovy wevessary to
distinguis® the phyaics! durables from the mineral ores. OWLD have coufirned

that nuciear fuel rod: 1s the appropriate terminology and thet these have an
average life length of three years. It was pointed cut thai mogt energy
economists tend to treat fuel rods as current secause they wish (o compare their
costs with oil and coal, the fuels used in other power stationms. However thi.
was felt unot to be an appropriate treatment to carry over iuto national
accounts. Since the fuel rods have a life length exceeding one year they
should, in principle, be treated as capital. It was noted, however, that it may
be difficult to obtain direct information on the value of these rods in
practice.

'Intellectual Property’

(36) In the foregoing discussion, particularly on the treatment of R and ¥
mineral exploration and software, the group laid much emphasis on the existence
of a product which would lead to increased production, income generation or cost
saving in subsequent periods. It was this nature of the product which made it
appropriate to classify it as capital rather than current expenditure. 1In this
connection, however, it was noted that a number of other intangible goods may
satisfy the same criteria. In general these could be described as 'intellectual
property'. Particuiar examples cited were films, TV series and sound recordings
where ownership entailed the right to earn income from these products in
subsequent years say by leasing or selling duplicate copies or a copyright where
the item itself may be sold as a capital good. The group felt that based on the
logic of the arguments developed in connect on with R and D etc it would be
appropriate to treat such products also as capital formation. On the other hand
there were severe misgivings about the extent of coverage that such an extension
would imply. There was uncertainty about whether the term 'intellectusl
property’' was specific enough to be included in the SZNA and whether ihe full
coverage (if an adequate definition is available) should be treated as capital
formation. Carr. Carson therefore offered to prepare . paper considering the
coverage, chzracteristics and data problems relevant to the idea of
'intellectual property’ for discussion at the July meeting.

Fixed Capital by Owner and User

(37) The paper with this topic prepared by the Fedevral Statistical Office
of Germany was introduced by Heinrich Lutzel. The present SNA does nolb include
explicitly data on capital stock. In the balance sheet assets are reccrded but
net of depreciation and at current prices. Capital stock information should be
gross of disposals at constant prices or at current replacement costs and for
analytic purposes should be linked to the user and not to the owner of the
capital stock. The decision taken at the Financial Flows and Balance Sheet
meeting in September 1988 on financial leasing means that leased assets would be
treated as a sale on long credit which in turn means that from the point of view
of statistical recording the user and owner of the asset will become the same.
However the..¢ remains a problem for operational leasing and the rental of
buildings. The owner concept is obviously the basis that should be used for
drawing up the accounts showing the financing of fixed capital form..ion,
calculating operating surplus including the allocation of fixed capital
consumption and estimating net worth in the balance sheets. However for
production and the study of factors of production a user concept should be
introduced as suggested in 'Guidelines on Tangible Assets' (UN publication M68).
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(38) EEE Cowiay wariicipants stated that they felt both capital
formarion aud . . ivsee should be analvsed by user as well as by owner. In
particular L.exs . S e wowross classificat.on between owner and enterprise,
between ownry . . .ic T tiawent and user and establishment. In making the

allocation v o3
capital ass:

sitention should be paid to the nature of the
cLion process in which it was involved. The
suggestion in fuat assets should be attributed to a user if they
were used for Loy a 7ear in the production process. However one
participant in pariico.ar meationed that this may not be adequate for analysts
wishing to lecok a: wmpact of mechanisation on particular industries: for
example in agriculs: wiere the use of heavy machinery may extend over only a
comparatively snori :

g
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Population and mp.oyaeat Data

%,

rworrning the discussion turned to a consideration of the
and ployment figures for ESA and SNA' a paper prepared oy
duced by Brian Newson. There are many uses and many users
ith employment and populatior dacta but the SNA,
tag sitcle explicit information on the appropriate way to
e data that is compiled in accordance with ILO
stment for part-time workers and definitions have
wore people in the employed popu’ation. While
data limitations that exist in iuae area of labour
riate to state that the SNA needs recommendations
daca to be included in th: text and that there
ruat are approoriate F-o use with SNA data: for
dency should . consistent between both sets of
vy v wiress cnat for analytical purposes there
ne volume of work based on person hours rather than

(39) On Tue:
paper 'Population
EUROSTAT and intro
that link natic:
unlike the £SA, ¢
make these links.
recommendatons
been changed s¢ ar 70 ool
recognising the curoiderablia
statistics
on populat
should be doifis
example tne derv.
data. Secondlv Lo 3 lvne
should be i
on simple

ACCOLnL Y

(407 In discusalon it was noted that labour statistics in general are
subject ¢o gonu'dohie polirical sensitivity and that in many countries one
attraction o7 ¢ : ints vather than person hours is that these give a
more positive . covernment employment policy. Despite this difficulty the
group felt . wxplicit voluwme measures were conceptually required for
use 1n Conjuact rational aceounts aggregates and that this should be
reconme gde d } 500k, Some discussion took place as to whether
person yesar: sropriate than person hours or whether full-time
adult equiv.iien: 4 s owsed but other participants veported that trying to
implement tfness o vu Suiernasiionally comparvable basis had proved to be very
difficult ana toe £
volume meazure.

Valuing

1) ing then tovned 1ts attention to the vexed question of how
imputed banxz s:  whargss should be valued in the SNA. This too was an item
that had been ever fiom the Production Account meeting. Jean—Etienne

Chapron frowm O ‘ed a paper entitled 'The imputation for bank service
charges: measurem: - and allocation' to discuss a n~her of the - roints.
Although in the and in discussion many references were made to banks, the
output of p irputed hank service charge it was recognised that the
Finaucia iuy in September 1988 had suggested that the term 'bank' be
:e Buook. The term ‘depository institutions' will be used
instead ¢ actlivity of banks will be described as financial
intermediazi acrivity is undertaken by financial intermediaries which
~*'-de  but are not confined to, depository institutions.

dropped
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42 The discussion on banks in the present Blue Book“implies that
intermediation between borrowers and lenders is the primary function of banks
and it is therefore appropriate to calculate the output of the industry as the
difference between interest received by the banks and interest paid by them.
This rather simplified picture of banking activity is no longer appropriate in
the late 1980's. The services provided by financial intermediaries can be
grouped under three main headings: (i) providing a medium of payment; (ii)
intermediation between borrowers and lenders; (iii) specialised financial
services. Increasingly the third of these is being financed by direct fees
levied in respect of the services provided and this part of their activity
should obviously be measured in the conventional way of measuring service
output. There remains the question however of how to add an adjustment for the
service of intermediation per se and though the discussion focussed arcund this
activity it was understood that this was to be in addition to direct fee
services and not a replacement for them.

43) Although imperfect, it remained the view of the experts in earlier
meetings that the output of intermediation was best measured as the difference
between interest paid and interest received. The present SNA suggests that
property income financial intermediaries receive as a result of investing their
own funds should not be taken into account in calculating the imputed service
charge but it goes on to recognise that in practice it may be impractical to
separate this property income out and thus exclude it. The question was
therefore raised in the paper before the meeting as to whether the new Blue Book
should continue to make this recommendation or should simply accept that income
from investment of own funds should be included with other property income in
calculating the imputed service charge.

(44) The point was also made that it is not just as simple as viewing banks
as holding their own funds plus funds of depositors. Banks may also incur loans
on their own behalf and the flows associated with these loans as well as bank’s
own funds should be excluded from the imputed service charge associated with
intermediation between depositors and borrowers.

(45) A further complication arises where banks may be borrowing in foreign
currency. When the transactions are converted back to local currency after
currency fluctuations have taken place this may often result in apparently
negative service charges. 1In such cases it was felt that interest should be
calculated on the basis of the original capital and not on its revalued level
based on a new exchange rate. In this case what appeared as an interest payment
was in part a capital loss.

(46) There was universal agreement that in principle the calculation of the
imputed service charge of financial intermediaries should exclude the e¢ffects of
property income earned and paid by them in respect of their own investments and
loans. The question is how to recommend this should be done in practice.
Because of the unity of the balance sheet it will not in general be possible to
identify how much interest earned is due to the bank's own funds and how much is
due to the deposits of customers. An alternative way of approaching the problem
therefore is to take total interest earnings including the property income of
banks but deduct not only interest paid to depositors but also the corresponding
" outgoing in reiation to the bank's own funds. The suggestion in the paper before
the meeting was that the appropriate deduction would be diviucnds paid by banks.
Discussion revealed however that this was felt to be unsatisfactory. Two banks
whose transactions were equal im all other respects but one of whom retained
more earnings than the other would therefore, according to this proposal, have
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quite different imputed service charges. It was felt quite inappropriate thak: 2
the measure of the service provided should be affected by how profit was
allocated. An alternative proposal therefore was that both dividends paid and
retained earnings should be deducted along with interest paid. The group had
some misgivings with this proposal alsc and suggested as an alternative that it
might be possible to calculate the average cost of borrowed resources and apply
this co the bank's own capital and add this adjustment to interest paid to
lenders.

(473 It was recognised that despite the increasing practice of charging
directly for specific services the difference between interest paid and interest
received at present still covers some free services as well as intermediation.
Not all borrowers benefit equally from these free services and this may be
reflected in different rates of interest being charged. 1In particular borrowing
and lending between banks is likely to include less of a service charge than
borrowing and leénding to households, for example. As well as the degree of
services incurred by various classes of borrowers there is also the question of
risk so that, for example, government is generally regarded as being a very
good risk and therefore borrows at a preferential interest rate compared with
commercial borrowers.

(48) At this stage in the discussion the participants were agreed that in
principle payments relating to the bank's own funds should be excluded in the
calculation of the imputed service charge bui were unsure how to achieve this
exclusion. Mr. Pettigrew offered ro prepare a paper based on data for the Ul
following the various propcsals before the meeting. This paper would be
available 1in time for the next meeting of this group in July as a basis for a
specific recomrendations. It is also hoped that Mr. Avondoglio will be able to
prepare similar information for Venezuela. Until this discussion has taken
place the drafr of the Blue Book available in July will contain only a very
skeleton ourline of this section.

{49) In the case of international banking centres the role of income
imputed to foreigners as reinvested profits also needs to be taken into account.

(50) The meeting then turned to consider the position on holding gains and
losses, provision for bad debts and loan defaults in banks' accounts. The way
these are treated affects the way of recording interest in the income and outlay
account. Some commentators have suggested that holding gains and losses and
debt provision should be taken into account in the measurement of imputed bank
services in order to bring the net operating surplus of financial imstitutions
as shown in che national accounts closer to the net profit figures recorded in
the financial institutions’ own accounts. In the light of the discussion at the
Financial Flows meeting in Washington, however, it was felt that this was not an
appropriace trearment to be adopted in the national accounts where consistent
rules have to be applied not just zo financial institutions but to other
economic units. ‘

esent SNA the financial institution sector is defined in such
iz zector can provide bank services. At the Financial Flows

a wav th £
and %alance Sheat meeting it was agreed that it was possible to have
unincorporated inancial institutions amd these would fall within the household

£
sector when they could not be treated as quasi corporations. Given the

incention ro treat separately (at least conceptually) bank services paid for by
n diernr Frn and the nrarcce af intermediation it is nossible to think of some
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other units, for example part of goverpmert, urdertaking some fin nolal
intermediation as a non-principal activity. 7in tie lignt of thess :wo decisions
it was felt inappropriate to contine the imputation for servi.e charge for
financial Intermediation to incorperated finaucial intermediaries. In principle
all units undertaking financial intermediation should have an imputed service
charge caleniated in selation to this activity. 1In prectice of course this may
be difficuit or uegli-ible but in principle there is now no need to restrict the
function of intermediation to the sector of financia! iustitutions.

(52) he next point for discussion was the major issue of how the imputed
service charge for financial intermediation should be allocated across sectors
of the economy once determined. The first aspect discussed concerned the
treatment of imported bank services. The meeting confirmed the decision made
earlier that the logical consequence of treating some service charge as exports
is that imported service charges will also be recorded. Within the balance of
payments accounts these will then be treated as factor rather than non-factor
services. This will alter the levels of GDP and GNP but will leave the current
account balance in the balance of payments unaffected.

(53) The paper introduced by Mr. Chapron contained in it an example of the
allocation of service charges across sectors. This followed the proposal put
forward in the Production Accounts meeting that the allocation should be done in
proportion to the amount of loans, deposits, bills and bonds attributed to each
sector. 'The meeting felt that this approach was over simplistic. It made no
allowance for the fact that interest rates vary considerably across the class of
customers and that the use of the services provided was not evenly distributed
across customers. There was the further point that as far as international
flows were concerned no allowance was made for the fact that much international
lending to specific countries is at concess’'onal rather then commercial rates of
interest. Mr. Pettigrew offered to extend tine paper he had mentioned before to
a treatment of how the service charge might be allocated between sectors and the
meeting agreed to postpone a decision on this until July.

(54) There was also discussion about the appropriate treatment of interest
paid by the kiousehold sector. Households may borrow money either to finance
private consumption or to finance the purchase of a house or in relation to
unincorporated businesses. It is becauvse of the difficulty of disentangling
accounts for these three types of activities that all are included in the
household sector. Nevertheless with the proposed change in the treatment of
interest service charges it is important to attempt to separate these since
interest service charges’in relation to unincorporated enterprises and owner
occupied dwellings would count as intermediate consumption where interest
service charges in relation to final consumption would itself be treated as
final consumption. A proposal in the paper presented to the meeting was that
all loans to households should be considered as corresponding to their domestic
1ife. This was not thought to be appropriate and for some countries, especially
developing countries, it was felt that it would be possible to make a
separation. In many countries it is possible to separate house mortgages from
other loans but there may be a problem with interpretation. The banks are
moving towards an interest in supervisory rather than analytic classifications
and thus they may be able to distinguish that a loan is secured against a house
rather than that it is being used for house purchase. It is hoped Mr.
Pettigrew's paper may cast some light on this problem also.



(55) The discussion then turned to consideration of how far the imputed
bank service charge should be allocated among consuming units. One possible
simplification was to suggest that categories of final demand should be
identified separately but that as far as intermediate demand was concerned an
attempt should be made only to separate market from non-market producers and
unincorporated from incorporated enterprises. A number of participants felt
that this might be all, in practice, that many countries could achiezve but this
should not appear in the Blue Book as a possible recommendation since this would
discourage a full breakdown. It was felt that in principle it was correct to
encourage countries to allocate intermediate consumption across all kinds of
activities so that the interest charges paid could appear as intermediate
consumption.

(56) A related problem concerned the degree of consolidation that should be
shown in the accounts. This is particularly acute in respect of the financial
institutions sector. Three possibilities exist, (i) to consolidate out all
interest payments and interest receipts among the sector, (ii) to do no
consolidation and (iii) to consolidate only at the level of the sub sectors
agreed in the Financial Flows meeting. Some consolidation is already implicit
in the recommendation that the imputed service charge be calculated as the
difference between interest receipts and interest payments. Given the extent
and variability of the amount of refinancing that goes on within the sector
there was some sympathy for the idea of extending consolidatior in this account
although it is a practice not generally to be recommended throughout the Blue
Book. On the other hand, given the desirability of establishing full accounts
for the sub sectors agreed at the Financial Flows meeting it was felt that
consolidation should not be carried out between these sub sectors. Nor across
the division between public and private sub sectors of the economy. Again Mr.
Pettigrew's paper should throw some light on the various alternatives on
consolidation that will be open.

(57) A similar problem on consolidation related to the govermment sector in
respect of on-lending that may be undertaken, for example from central to local
government . This could be particularly important given that under the new
recommendation an increase in government interest payments will lead to an
increase in GDP unless this is offset by interest receipts or imported service
charge for financial intermediation.

(58) These points concluded the discussion on the treatment of the output
of financial intermediation. Two points, however, that had been raised at the
Production Account meeting were not discussed and remain outstanding. The first
of these is the time of recording interest payments and the second is the
appropriate treatment for taxes and subsidies levied in respect of interest.
Should these be treated as taxes on production or taxes on income?

Insurance

(59) Andre Vanoli then introduced his paper 'A further look at the
treatment of insurance in the SNA'. This paper had been tabled at the Financial
Flows meeting in September 1988 but due to pressure of time could not be
discussed in full and had therefore been referred forward to this meeting.
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(60) The first question to be discussed was whether premiums should be
recorded as they are paid or as they are earned and whether claims should be
recorded when agreement is reached or when the accident occurs. It was agreed
that the correct time of recording was as premiums are earned and when accidents
occur and that any adjustment between these sums and estimates of premiums paid
and claims paid should appear under the heading of insurance technical reserves.

(61) The second point to be discussed concerned risks run by third parties.
At présent the SNA recommends that claims should be recorded first as payments
to the policyhclders and secondly as transfers from policyholders to injured
parties. While this is in line with the law on liability it was not felt
appropriate for the nationmal accounts and the SNA should be changed so as to
show the claims being paid directly to the units which are the ultimate
beneficiaries. This represent a change to the SNA but brings it into line with
the practice recommended in ESA as is the case on the proposals above on time of
recording.

(62) On Wednesday morning the discussion turned to the first issue of
substance on insurance that had not been discussed at the Financial Flows
meeting. The present SNA determines the output of casualty insurance as being
the difference between gross premiums paid and the payment of claims.

This assumes that no reserves are built up by the insurance companies in
relation to casualty insurance but this is clearly not the case. These reserves
remain a liability of the insurance company but are used to generate income amd
the existence of this income causes the level of gross premiums charged to be
lower than they would be if there were no such investment income. By ignoring
the investment income very often the gross operating surplus for casualty
insurance appears to be negative. This is clearly unrealistic and an
unsatisfactory entry in the national accoun.s. The alternative therefore is to
add some part of this investment income to the measure of insurance services.
The question before the group was how this was to be done. The proposal in the
paper is that insurance services should be defined as gross premiums earned plus
the net income from investment of technical reserves less technical charges.
The net investment income represents the difference between the income from all
investments and the costs incurred for such investments including interest paid
by the insurance companies in connection with re~insurance. Technical charges
are defined as the claims due plus the changes in technical reserves. By
adopting this approach the same principle can be used for casualty and life
insurance though in this case technical reserves include not only the change in
actuarial reserves but also the reserves for with profits insurance less the
capital gains and losses allocated to the insured.

(63) At a meeting of the national accountants within the common market
countries this paper had been discussed and about half of them were in favour of
the proposal as presented. The other half were inclined to view the investment
income as being analogous to bank output and felt it should be treated in a
similar way. This latter option, however, would not solve the prablem of
anomalous measures of gross operating surplus and valued added for insurance
services and possibly for constant price measurements. It should be recognised
that management of financial resources is intrinsic to the activity of insurance
and therefore should be treated as part of their output. A question was raised
about the parallel with bank output where it had earlier been decided that
investment from the bank's own funds should not be included in the measurement
of output. It was pointed out that in this case the funds being invested are
not the property of the insurance company but represent a liability of theirs.
Any income from the own funds of the insurance company should be excluded as is
the case with financial institutions.
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(64) There was then discussion about how holding gains and losses in
resy:ct of the technical reserves should be treated. There was some uncertainty
about now technical reserves are recorded in company accounts and to what extent
tivlding gains and losses are included in the figures recorded there. It was
thought that for life insurance it should be possible to identify the holding
gains and losses atrtributed to insured persons and these should be deducted from
the calculation of insurance services as indicated above. For casualty
insurance it was felt that in practice it would be difficult, if not impossible,
to identify holding gains and losses. On the other hand, it was possible that
such gains and losses did affect the figures as recorded. It was agreed,
therefore, to adopt the proposal above as the working hypothesis for the time
being but the matter will be reviewed in July especially when those in OECD
concerned with the measurement of insurance industry have had a chance to
consider this paper and comment on it.

(65) There was then discussion about where the holding gains and losses
allocated to insured persons should be shown in the accounts. At present the
SNA says that all of the reserves of pension funds should be. treated as reserves
of the insured persons. M60 makes a division and says that the reserves of the
pension funds in excess of the liabilities to contributors should be treated as
assets of the pension funds. After some discussion it was agreed that the M60
treatment is to be preferred and should be adopted for the nmew SNA. The holding
gainsg and losses should be shown in the reconciliation account.

(66) There was then discussion on how claims on casualty insurance for
capital losses should be treated. Payments by iusurance companies under
casualty insurance are treated as current expenditure and in the case of small
claims will be current income for the recipients. There is a question, however,
about whether an insurance payment in respect of a large capital loss should
show as capital inflow. This raised the old problem of whether transfer
payments need to be treated symmetrically between recipient and payer, a point
that was raised subsequently in the meeting in the more general context. The
point that was being made here was that if some claims should be seen as being
capital inflows then perhaps pet insurance premium should be seen as capital
outgoings. This would, however, have the undesirable effect of apparently
inflating savings unnecessarily. It was noted that in this respect the macro
economic solution adopted by the SNA may give undesirable results for data
compiled either at a micro- or meso-level. After some inconclusive discussion
it was agreed that the problem being addressed here was a much more general one
about how to distinguish current from capital transactions and that while
agreeing to treat the payments here as current tramsactions the matter should be
raised again when this topic was discussed later in the meeting.

(67) There was then discussion about how imports should be adjusted from a
c.i.f. to an f.o.b. basis taking into account the decisions made above on
insurance. At the expert group on the External Sector it had been agreed that
it would not be possible in general to get an f.o.b. value for each category of
imported goods so that a global adjustment would have to be made. The proposal
being made now was that in order to calculate insurance services in respect of
imports the income from investment of reserves should be ignored. The
appropriate service charge would then be calculated as gross premiums less the
value of imports lost in transit and these would be approximated by the claims.

e
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The sectorization of Socia. becurity Jong .

(68) A brief note on this rop! Ga 0]
was introduced by Jonathan Leviu. At the frpev: g

security Junds separete from other parts i
of government, including the social securitv fuag
This established two classifications of govermment . shou
priority within the Blue Book. Tt was also envisaged 75at a cross
classification would be undertaken so that for each of thive levels of
government (ceuntral, local and state govermment) there would be informaticn on
social security funds for each and other government expenditure for sach. This
clarification was accepted by the meeting.

Technical Assistance

(69) This was a matter left over from the External Sector meeting and
Mohindcr Gill introduced a summary of the comments received by the IMF on the
paper 'The residence of technical assistu:v2 personnel’ that had been mre2sentad

to that meeting. The problem was whether technical assistance persomnel should
be regarded as residents of the donor country or of the recipient country and
whether their output should contribute towards demestic product of the donor or
recipient country. At the external sector meeting the participants had been
split fairly evenly between the two options with some strong views held on
either side of the argument. This difference of opinion was reflecteé in the
comments that had been collated in the paper before the meeting.

(76) In discussion parallels were drawn between technical assistance
personnel provided under a bilateral agres: »nt with staff of international
organisations, with diplomatic staff and with expatriates working in commercial
enterprises. Diplomatic staff are considered to be residents ¢f their own
country and contribute to that country's GDF. “Yhe argument in favour oif
treating technical assistance personnel in parallel stems in large gart from
recognising that like diplomatic personnel they have a2 contract of employment
with a particular government other than that of the c¢r.atry where thev are
physically present. It was recognised that in sows tountoles the presence of
large numbers of expatriates makes a significan: contribution to the size of GDP
if they are to be regarded as residents of the recipient country and that this
might be grounds for excluding them. On the other hand it was felt that no such
argument is put forward to exclude the output of sid personnel of imternational
organisations nor for expatriates in the enterprise sectors. On this latter the
practice was to deem that a resident company was established 1f activities
spread over one year, even where a subsidiary company was not formally
registered. On balance the conclusion of the meer:ug was that the parallel
between aid personnel and expatriates in market productiocn was stronger than the
parallel with diplomats and they snould, therefore, be treated as residents of
the recipient country and as contributing to gross domestic product in that
country. It was expected that where expatriate earnings are large relative 1o
earnings of the country's own nationals then it would be in the country's
interest to show these figures separately. Technical assistance personnel who
are resident for less than one year will continue to be treated as at present as
residents of the donor country and contributing to the donor country's output.
Their assistance will feature as a grant in kind in the balance of payments
matched by imported services while the funding of longer term personnel will
show in the balance of payments account as a current transfer with no associated
service.
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(7D Mr. Beekman previously of the Classifications Unit at the United
Naticns Statistical Office and who haprened (o bs attending a meeting in
EUROSTAT came to discuss with the SNA meeting the introductory text for the
revised draft of ISIC. An earlier version of this draft had been discussed by
the expert group on the Production Accounts in Vienna. That meeting had
expressed the hope that it would be possible to adopt identical definitions on
such concepts as establishment, enterprise, primary, secondary and ancillary
activities and the definition of statistical units. Further, it had been hoped
that identical text might be used in both the SNA and the ISIC draft. Since
that meeting, however, a revised version of the ISIC draft has been prepared and
is before the Statistical Commission meeting in February 1989. The participants
were concerned to note that not only had the comments made by the earlier expert
group not been taken into account in preparing the revised draft of ISIC but
that the status of the present draft and the fact that it was due to be approved
by the Statistical Commission suggest that it was now too late to achieve
identical definitions. Given the considerable effort that has been madse .0 the
process of reviewing the SNA and the links with associated systems it would be
especially disappointing if it was not possible to achieve harmonization im this
particular area.

(72) A major cause of difference was the approach being taken by the two
groups. Throughout the SNA expert group meetings much emrtasis has been laid on
defining the concepts that are theoretically correct and accepting later that
approximations may have to be made to these concepts in the light of practical
circumstance. This approach has been endorsed repcatedly as the best way of
explaining the system to users and can of itself give guidance on whether and
when approximations should be accepted. If the approximations are built into
the definitions then the rationale for these is not always clear nor is it easy
always to decide what ~pproach should be adopted when conditions are somewhat
different. 1In conrrast those concerned with the ISIC draft had been very
heavily influeuced by the practical problems that they faced typically in
compiling business registers and therefore had deliberately chosen not to
separate the in principle definitions from the in practice ones. One particular
instance of this is that in talking about an establishment the ISIC draft uses
the expression engages in 'one or predominantly one' kind of activity where the
SNA would prefer to say engages in one type of activity. A point of major
concern was the definition of establishment. At present the ISIC draft says
"the establishment is defined as an autonomous part of an enterprise which
engages in one or predominantly one kind of activity at a single location’. For
the SNA the establishment is defined simply as a unit that engages in one kind
of activity at a single location. In discussion it was not at all clear to the
participants of this meeting what ISIC intended by introducing the notion of
autonomy. A number of instances were quoted where even large enterprises do not
have full autonomy over all of the business decisions before them. For example
where car production is separated between a number of enterprises, one producing
parts, another producing bodies and so on, there must be centralised decisions
taken about the relative levels of output of each of the components and this
would seem to impinge on the autonomy of these enterprises. Nevertheless it
seemed clear that such entei.prises should be regarded as such both by ISIC and
by the SNA. Not only was it not clear to the meeting what the concept of
autonomy implied but it was felt that it would water down the definition of an
establishment in a way that was unacceptable to the SNA. It was therefore urged
most strongly that this qualification should, f at all possible, be removed
from the definition of establishments as it presently exists in the ISIC draft.
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(73) The participants also noted that they felt that the present draft did
not reflect the increasing interest in services nor the evolution of aspects of
the service industry. It was felt, therefore, that some more work in this area
would be necessary at some time in the future. It was also noted that there was
a growing interest in what might be called the demography and structure of
enterprises and the present draft did not provide an obvious entree to such
studies. Lastly a question was raised about whether co-ordination with
definitions used in employment statistics had been sought and although the
answer was uncertain it seemed that this had not been sought. This too was
noted as a disappointment by the group.

Household Sector

(74) Three papers were considered under this topic. The firstz 'Comments on
household sector classifications' had been prepared by the ILO Bureau of
Statistics. The second ’'Three topics concerning the household sector' had been
prepared by Lourdes Ferran and considered criteria to distinguish between
employee and non-employee out workers, the classification of household units and
criteria to distinguish between formal and informal activities. The third paper
was one by Anne Harrison on social accounting matrices and income distribution
and attempted to explore the implication for the new Blue Book of recommending
that more detailed household accounts should be provided in the context of a
social accounting matrix.

(753 The question of out workers had been left over from the expert group
meeting on the Household Sector. The proposal now before the meeting was that
an out worker should be considered an employee if there exists an explicit or
implicit contract or agreement of employment and the remuneration received
depends basically on the time worked or the amount produced. An out worker
would be considered an own account worker if either there was no contract or
agreement of this type and the decision on markets, scale of operation and
finances are in the hands of the out worker or there is no contract and (s)he
owns or rents the capital equipment used in the production process and in
addition to either of these two conditions the remuneration is a function of
receipts or profits of the value of sales. The meeting accepted this
clarification without difficulty.

(76) At the Household Sector meeting on the question of sub sectoring the
household sector it was agreed that at the first level the classification should
be a three way split between entrepreneurs, employees and others. In the paper
before this meeting it was suggested that this should be extended to include
five categories of households; (i) employees, (ii) employers, (iii) own account
workers, (iv) rentiers and pensioners and (v) other transfer recipients. Many
participants were unhappy with grouping rentiers and pensioners together and
felt that these should be separated. This would bring the total number of sub
sectors to six and while each of them had important characteristics it was felt
that there may be some imbalance between the role, for example, of rentiers and
employees. A compromise position was suggested whereby the pumber of sub
sectors should be established at four: employees, employers, own account workers
and other and this last category should then be sub divided into at least three
at a lower level in the hierarchy: rentiers, pensioners and other transfer
recinients.
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(77) There was considerable discussion about how far it was sensible to
suggest standard sub sectoring of the household sector. Participants from both
the World Bank and the International Mor:tary Fund explained the growing
interest in those institutions in monitoring the social dimensions of adjustment
programmes ard in poverty studies. 1ne importance of such work was acknowledged
by all participants but felt that the categorization of household types which
may be appropriate in countries where such studies were being undertaken might
not necessarily be appropriate, say, for countries of the European Community.

On the other hand it was felt that not to include any recommendation on sub
sectoring households would be a major omission from the Blue Book.

(78) There was also extensive discussion about how households were to be
allocated to one sub sector or another. At the time of the Household Sector
meeting the advice from the ILO was that allocation had to be done according to
the characteristics of a single reference person and that meeting had been led
to expect that some clarification on these grounds could be expected from
meeting due to be held im October 1987. However, no such clarification has been
forthcoming and the information from the ILO now seems to have altered in :tener
somewhat. The suggestion now is that it may after all be possible to categorise
households according to income levels. Such a characteristic is an ex-post
rather than an ex-ante criterion and while it may be used for analysis it may
not necessarily be used for survey design. As with discussion on ISIC the
participants felt that it was very important that consistent re:ommendations be
made by the ILO and the SNA. It was therefore regarded as = watter of some
urgency that further discussion should take place with the ILO to see whether
progress could be made in reaching agreed definitions. Unlike the case with
ISIC, however, the timing issue is different. The indications are that the ILD
may not reach decision until about 1992, that is after the SNA is due to be
finalised.

(79) Pending rhese further discussions with the JLO the meeting
provisionally agreed that the household sector should be sub sectored into four
groups: employers, own account workers, employees and others and that for the
present the classification will be based on the income of the reference person
as agreed at the Household Sector meeting.

(80) Again because of uncertainties about what the ILO position would be it
was difficult to come to formal agreement on what should constitute the
difference between formal and informal activity. The paper presented to the
meeting suggested that informal should relate only to non-agricultural
activities and that the unit of enumeration should be a productive unit ip the
national accounts sense. Further, an informal productive unit should be one
that does not employ salaried employees on a regular basis though it may employ
unpaid family workers and salaried employees on an irregular basis. What
indications there were from ILO suggested that these proposals may not be wholly
acceptable to them. From a report that hi¢d recently been presented at an ESCAP
meeting by ILO it was suggested that agriculture should be divided between
formal-and informal, that the basis of defining informal would be via the labour
force and not via production units and that they would work with a minimum
number of employees rather than having none. The conflict of information coming
from ILO simply underlined the need to undertake more extensive discussions with
that organisation.
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(81) A number of participants spoke in favour of emphasising the
construction of social accounting matrices in the new Blue Book. It was pointed
out, not for the first time, that Table 2.] of the present Blue Book in fact
constitutes a social accounting matrix but because of the lack of disaggregation
of the household sector and the lack of emphasis that is given to this
possibility it is not always realised that the existing framework pruvides the
infrastructure necessary to articulate the link between income generation and
consumption. There was general agreement that this aspect of the full
accounting system should receive considerably greater emphasis in the new Blue
Book. This emphasis will also explain that disaggregation of income,
consumption and the transfers among and between household .sub sectors are
necessary in order to study distribution and re-distribution of income at the
household level.

(82) An ambiguity in the present structure of the system was revealed in
the discussion about levels of classification in the household sector. As
presently agreed both households and non-profit institutions will comprise the
household sector. It could therefore be argued that the first level of sub
sectoring would be simply to disaggregate these two and that what had been under
discussion above was therefore already a second level of the hierarchy of
classifications. There was fairly general agreement that information relating
to all households but excluding private non-profit institutions was necessary in
the new system.

The Environment

(83) On Thursday morning discussion turned to the consideration of the
paper 'Environmental accounting and the SNA' which contained a cover note
prepared by UNSG as well as a report of a joint UNEP World Bank expert meeting
on Environmental Accounting and the SNA held in Paris on the 2l1st and 22nd
November, 1988. Ramesh Chander began by introducing this paper and explaining
that at the meeting in Paris the main conclusion had been that environmental
accounts should exist as satellite accounts to the SNA and that this should be
specifically mentioned in the chapter in the Blue Book dealing with satellite
accounts. Work on environmental accounting was not sufficiently advanced to
incorporate it explicitly in the main SNA at the moment but because of the
growing importance and interest in this field it was felt appropriate that
adequate allowance should be made for ancillary analyses to be undertaken
consistent with the overall SNA framework. Jan Van Tongeren added that the
paper that constituted the annotated agenda for the Paris meeting was, im
effect, an outline for how a draft handbook on preparing environmental accounis
might be developed. A future work programme was explained by Ernst Lutz of the
World Bank who explained that once the draft manual was completed it was hoped
to experiment with implementing the accounts elaborated there in a few
developing countries. In the light of experience the manual would be revised
and it would then become one of the handbooks in the series accompanying the
SNA.
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(84) Several of the participants of the present meeting had also attended
the Paris meeling on the environment and reported back that there had been a
very strong feeling put forward in that meeting that environmentalists were
saying that the concept of gross domestic product is wrong in principle and
would prefer instesn a measure of sustainable product. The feeling of the
present wmeelting was that that was too strong a statement but that it would be
appropriate for the Blue Book to stress that GDP was not a measure of welfare
and care needed to be taken in the interpretation of the accounts. Some
participants felt that environmental accounting was still at a very preliminary
stage and cthat questions of identifying, defining and measuring environmertal
issues had still to be resolved. Once this was done then it would be possible
to develop a totally coherent accounting framework. Other participants stressed
that it was important that national accountants make a contribution to the field
of environmental accounting. By emphasising the coherent data framework of the
SNA then it should be possible to develop measures that are complementary to
rather than competitive with major SNA aggregates.

Definition of Income

(85) The next item on the agenda was the paper 'The concept of income and
the distinction between current and capital items' written and introduced by
Peter Hill. 1In the present SNA current transfers are defined as those made out
of income put income itself is not defined and therefore there .s a circularity
in this definition of current transfers. Most of the considerations of income
have stariezd from Hicks' definition that income is what can be consumed in a
period and still leave one as well off at the end of th= period as at the

beginning. In this form this is an ex-ante defini! ion of income. However,
national acrrunts were essentially an ex-pest enumeration of transactions and
Peter Hii! arpued that an ex—post alternative to Hicks' definition of income as

being actual cousumption plus the change in net worth was consistent with such
an overall ex~post framewvork. In this case income is defined not as the maximum
amount that can be consumed which maintains the initial capital intact but the
maximum whic? Laintains the initial capital and net transfers of capital
received in the period. Unless such a definition is accepted he believes it is
logically impossible to have capital transfers. The attitude of a rational
individual to capital received is to acquire a capital asset with it, not to
regard it as income. What was being put forward here was that what
distinguished a current from a capital receipt is that a current receipt is a
type which @ recipient expects to go on receiving regularly in the future. In
his view there was no need to be more precise about the definition of current
receipts. A capital transfer is one where there is no reason to suppose that
another siwmilar flow will be forthcoming. This proposition had been put
forward at an OECD meeting in Paris and rejected but was put forward again here
because Peter Hill felt that capital transfers could only be defined in relation
to income and it was the expectation about whether a flow was regular or not
that determined whether the recipient regarded it as income or a capital inflow.

(86) tha participants had sympathy with the definition of ex-post income as
articulated and agreed that the definition be used for purposes of explaining
the concept of income in the Blue Book. On the other hand the idea of defining
capital transfers simply in terms of regularity met with a considerable amount
of opposition. It was argued that defining capital transfers in this way simply
moved the circularity of definition from current transfers to capital and that a
more independent definition of capital transfers was needed. It was also felt
unsatisfactory to apply the criterion of expectation of regularity simply to the
recipient of a transfer. If one looked at the expectation on the part of the
payer the conclusion might be different. The case of inheritance taxes was an
example where the recipient would regard the transfer as current but
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conventionally to date this has always been regarded as a capital transfer by
households since it is the payment that is not expected to recur. Further,
there is a difference between micro and macro expectations; for example
government would regard the transfer of inheritance tax from a single individual
as being an irregular occurrence but from the population at large the receipt:
wculd be regular.

(87) While the distinction put forward might enable income to be separated
into current and capital elements this definition could not be used for
expenditure. Many firms undertook regular expenditure on the same sort of
equipment and yet this was capital; for example replenishing a fleet of cars for
a car hire firm. 1In clarification Peter Hill said the distinctionm between
current and capital based on regularity was to be applied only to transfers;
this should be regarded as a definition only to tidy up a loose end that had not
previously been well defined.

(88) Even this was not very sympathetically received. A number of
instances were quoted where existing capital transfers would be reclassified
because they were small and frequent, for example terminal benefits of savings
plans, or were large and frequent such as repeated assistance from government to
public corporations. On the other hand instances were quoted of large and
infrequent payments that should not be treated as capital transfers, for example
famine relief. Other instances were quoted of large and infrequent receipts,
for example payment on life insurance policies or lottery winnings, which are
not shown in the accounts at all because these are netted out at the macro
level.

(89) As the discussion developed it be:ame clear that the main criteria
that people felt should be used to distinguish capital transfers was the purpose
for which the transfer was made. However, this was not the sole criterion. 1In
total four criteria could be cited (i) purpose, (ii) source of funding, (iii)
the size of the transaction and (iv) the frequency with which it was made. It
was noted that there could be some conflict between these criterion and one of
two alternatives had to be adopted. The first was to say that because of the
difficulty of identifying capital transfers the concept should be abandoned
altogether and all transfers should be treated as current. Earlier expert group
meetings, however, had rejected this approach and bad determined that capital
transfers should persist in the system. In order for this to be done a
hierarchy among the four criteria cited above needs to be determined and
difficult borderline cases need to be examined and explained.

(90) The meeting then considered the paper 'Current and capital transfers’
prepared by OECD which in particular concentrated on the identification and
treatment of intermational capital transfers, a matter that had been unresolved
at the External Sector meeting. Here much of the concern was concentrated not
so much on income but on savings. If a government was in receipt of a large
transfer from abroad should this always be regarded as an increase in savings or
should some such transfers be treated as capital and therefore excluded from
savings? In discussion it became clear that identifying capital transfers
internationally was no easier than doing it domestically. Further, there was
the complication about where capital transfers would show in the balance of
payments account, since the capital account of the balance of payments
corresponds to the capital finance part of the domestic accounts. Again the
discussion produced a list of examples where function seems to be the main
criterion for determining that the transfer was capital in nature. The
possibility of defining capital transfers by enumeration was raised but though
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this was § : inappropriate as a definition it was felt it would be
helpfu. to include an extensive list of examples of capital transfers in rhe -
Blue Book.

e The gquestion of where to place capital transfers in the bzlance of
payments account was not resolved. The position adopted by the balance of
payments compilevs was that all transfers should appear in the current account
although some will be designated capital transfers. National accountants were
uncomfortable with this suggestion and thought that they would need to exclude
capital transfers from the current account balance thus deriving a different
total frow that shown in the balance of payments account. The point was made
that at present there are a number of different measures of income and money
supply available to analysts so why should there be a comcern about having two
versions of the balance of payments current account balance? This point was
noted but not enthusiastically supported given the overall concern with
harmonizatics of elternative systems.

(92) A recurrent peint during the discussion had been the difficulty of
dealing with transfers that appeared to be current on one side and capital on
the other and the point had been raised of whether it would be possible to
introduce asymmetries in handling of such transfers. Some participants felt
that this wuas & violation of a very fundamental principal but «thers thought
the matter should be examined and it was agreed that a paper would be produced
for consideration in July which would study the implications of introducing
asymmetries; how a reconciliation of the consequencing mbalances may be
achieved; what the consequences, cost and benefits 7 such a system would be.

Holding Gaivs and Losses

(93) lne diseuszion then reverted to the second part of Peter Hill's paper
on the con~ w: orf income and the distinction between current and capital items
which dealt specifically with how to deal with holding gains and losses,
particulariy in times of acute inflation. 1If it is appropriate to make a
distinction between current and capital transfers on the basis that some
transfers are to be regarded as income and some not, thern it would seem
appropriate tnat a similar division might be made between holding gains. These
can be viewzd as being of two types. The first is where the holding gains
result from changes in relative prices and are related to goods with a market
price such as tangible assets, shares etc. The second sort of holding gain
relates (0 zssets whose nominal values are fixed in money terms and the holding
gain results from changes in the general price level. 1In general these latter
are predictable, therefore, it is argued in the paper, they should be treated as
current income. The first type of holding gains should appear only in the
reconciliation account but the second should go into the flow accounts. However
the preposal is not to alter the recording of nominal interest flows but to show
the szcond type of holding gain as a separate item (specifically as an imputed
transfer) betwten sectors which would allow the calculation of imputed real
interest flows. Such a proposal is a radical departure from the present SNA but
in conditions of hyper inflation such as are typically experienced in Latin
America the guestion is whether the present SNA guidelines produce accounts that
are analytically useful. The question therefore is which solution is least
uncowfortabie. To complement this presentation Andre Vanoli presented some
tables for Brazil which had been presented at the Regional Com..ssion meeting on
national accounts iield in Buenos Aires in November 1988 showing the sort of
calculations that were made there in order to make a money correction to nominal
interest flows.
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(94) The response to the paper was mixed. Many participants felt that the
paper presented an interesting intellectual construct which could be very useful
in analysing flows under conditions of hyper inflation. However introducing
these changes as a standard part of the Blue Book would represent a major
fundamental change in the existing system and it was felt that this was some way
beyond the remit of this Statistical Commission. It was also felt that
introducing such adjustments would be very sensitive politically and might even
encourage inflation. Indexation transactions often have two parts; one related
to capital and one to interest. The question is whether the return on capital
is regarded as capital itself or as interest. It is important to analyse the
economy from a behavioural point of view and it was argued that if the recipient
views indexation as an interest payment he will regard it as income and spend it
but in conditions of low inflation money illusion persists and the difference
between nominal and real interest often is not perceived.

(95) The participants from Latin America reported the discussion that had
taken place at the ECLAC meeting in November. There is a distinction to be

seen between trying to record what happens at market prices, that is before
making any adjustments, and trying to analyse the effect of what happens, for
which adjustments such as those put forward would be necessary. The view at
ECLAC had been that both presentations were necessary but that the recording of
the accounts under the present conventions should be the starting point and this
should remain the main recommendation in the Blue Book, though emphasis should
be laid on the need to undertake further analysis when conditions dictated this
was appropriate. The concern was also expressed that in conditions of very high
inflation all of the current price figures are distorted and therefore
correcting only the interest flows was not a comprehensive approach to the
problem.

(96) The conclusion of the meeting was that holding gains and losses should
not be introduced into the income flows. However it was felt that it would be
appropriate to suggest that they should be distinguished between those that are
due to general price increases (basically monetary assets) and those that are
due to changes in relative prices (intangibles etc) but both types of holding
gains should appear in the reconciliation account. The text would show how the
first of these could be used in association with the normal flow accounts in
order to make adjustments but this would not be part of the central system. It
was also felt important that either a chapter of the Blue Book or a separate |
handbook should deal comprehensively with all the problems associated with hyper
inflation.
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Changes in Stocks

(97 The mes:ing then went on to discuss the paper on changes in stocks and
holdi.z m.ins, part of the draft prepared by Peter Hill dealing with this
particular aspect of the effect of inflation on the measurement of stock
building. The value of stocks in the SNA are determined by valuing stocks at
the point of rheir entry into or withdrawal from stocks at the prices prevailing
at the times of these transactions; that is on a perpetual inventory basis. The
implication of this change in the value of goods held in stock is not spelt out
in the present SNA and is widely misunderstood. The purpose of this chapter is
to explain the implications in detail and suggest ways in which adjustments may
be made. In particular it draws a distinction between the ccorrect SNA measure
of stock change and a measure of stock change based on volume estimates which is
frequently used as an approximation to the true SNA measure.

(98> Many participants expressed their appreciation of this text as
clarifying an area of the SNA which is presently widely misunderstood. heve
were some reservations, however, about including so much detail on the arca in
the Blue Book given that the practical problems of measuring stocks were such
that the conceptually correct approach could almost never be implemented in
practice.

(99) Extensive discussion of the paper was curtailed due to lack of time.
In particular the topic concerning the valuation of agricultural output which
can be very important for a number of developing countries was not discussed and
must be returned to at some future time.

Accountiung Structure

(100) On ¥ridzy morning Jan Van Tongeren introduced the paper 'The SNA
accountins ciructure reconsidered'. This paper was a revised version of a paper
first produced for the expert group on the SNA structure in July 1986 and
subsequently presented in a revised version at the IARIW meeting in August 1987.
There were a number of aspects to the paper but because of shortage of time the
discussion centred firstly around the format and role of the accounting
structure in the Blue Book and secondly comments on the proposals about the main
tables.

(imon There would be three sorts of tables appearing in the Blue Book.
There would be simple tables amplifying the discussion om particular areas such
as production accounts and income and outlay accounts. There would be an
overall framework like the existing Table 2.1 and there would be a thixd set of
tables which presented the standard accounts of the system. It was expected
that the tables in the new Blue Book would contain data entries so that users
would be able to see where entries were expected and where cells were by
definition empty. The third set of tables for standard accounts of the system
would obviously be related tc the international reporting questionnaires but
should not bz designed with international reporting as the prime consideration.
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(102) Several participants made the point that at present many users found
it difficult to relate the comprehensive presentation of the overall system in
Table 2.1 with subsequent tables. As a result some users by-pass the discussion
in Table 2.1 and never gain a complete overview of the system. Further, because
they do not understand the way the tables inter-relate they choose those tables
which seem most 'relevant' and compile these only. It was felt to be very
important that the new Chapter 2 should be aimed at such a level that it was
possible for someone new to the area of national accounts to gain an
understanding of the inter-connections of the system. The Blue Book cannot be
all things to all people and it would be impossible to span the entire range
from elementary and introductory text book to a comprehensive detailed reference
manual but one of the major problems with the existing SNA is the alienation
that many readers feel with the method of presentation in the early chapters.

(103) Several participants felt that one of the problems of understanding
the system at present was due to the matrix presenration. It was suggested that
T accounts were much easier to understand and that therefore if the presentatioun
concentrated on this format of the accounts users would find it easier to follow
the arguments put forward. While there was some counsiderable sympathy with this
point of view, there was also a strong feeling that the matrix presentation is a
very powerful and coherent way of explaining the inter-connectiveness of the
system and that as agreed in earlier meetings both presentations should be
preserved. The suggestion was made, however, that it might be more appropriate
for the matrix presentation to appear at the end of the Book rather than at the
beginning so that users who had worked through the individual components of the
system could theo see how they interact rather than having to make the attempt
to grasp a large inter-connected system at the outset.

(104) It was difficult within the confiies of the Blue Book to think in
terms of increasing the readers’ understanding by simplifying the system. This
introduced approximations which in the end caused difficulties. What had to be
done was to ensure that there was clarification of the concepts and these were
presented in a readily understood form. It was recognised that some readers
will find this easier through text and some through tables and the Blue Book
should cater to both needs. There was also some discussion about the physical
presentation of the Blue Book and it was felt with the new advances in printing
technology and the use of innovative typographical features the Book could be
made more accessible with indication given to users as to which parts are more
difficult and could perhaps be by-passed at a first reading. It was emphasised
again that the Blue Book should be aimed not just at the compilers of national
accounts but for users and for those concerned with a wider range of economic
statistics who wish to use the SNA as the overall framework under which they
could develop ancillary systems. The opening part of the Blue Book must explain
the use of the system as well as an overview of the accounting structure.

(105) Discussion then turned to the presentation of Tables | and 2 in Annex
! of the paper. Table | is a supply and use table and Table 2 showed
institutional sector accounts. Only one Table ] had been shown in the Annex but
it was been envisaged that such a supply and use table would exist for each
institutional sector in accordance with the recommendation made at the
Production Account meeting that production accounts should be compiled by
institutional sectors. While the participants endorsed that conclusion they had
reservations about whether the detail given in Table | was necessary or even
feasible at an institutional sector level. In general it was felt that the
information shown on ptroduction accounts in Table 2 was adequate. The only
point at which a cross classification was needed between institutional sector
and establishment was felt to be in relation to value added. A further version
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of this paper is to be presented to the meeting in July and it is hoped by then
to include numerical examples for Tab.e | by institutional sector so that a
group had a clearer feeling for exactly what was being suggested before taking a
firm decision on tuis.

(106) Table 2 showed accounts for institutional sectors but only at the very
aggregate level. Annex 2 showed the classification of transactors and text
would eventually be supplied to explain where cross classifications between
different types of sectors were required. This would imply among other
applications that there would be a three dimensional classification for the
accounts relating, for example, to income appropriation and distribution. By
expanding the categories of the household sector and these two parts of the
income and outlay account and collapsing much of the rest of the table one
could draw attention to those aspects of the social accounting matrix that had
been canvassed earlier as being of considerable importance in studies of poverty
and examining the effects of structural adjustment on economies In a simiia
way the entrles related to assets and liabilities could be presented in thre«
dimensions leading to a detailed flow of funds table with assets dlStlUOUAbhed
by type and identified by creditor and debtor.

(107) Annex 2 shows a number of classifications. Firstly of transactions,
secondly of transactors and then supplementary classifications. These
constitute such classification systems as ISIC, COFOG, classification of
household goods and services etc. There was extensive discussion about the
layout and entries in the tables in Annex | and the contents of the lists in
Annex 2. {n a number of points participants remarked chat they did not feel the
conclusions from earlier meetings had been fully taken into account in the
preparation of these tables and it was agreed that there needs to be a very
careful cross check between earlier decisions and the layout of these tables to
ensure consistency.

(108) [he tables as presented are very similar to those that are shown in
the present Blue Book and the innovations that have been suggested for the new
Blue Book in distinguishing, for example, between actual and imputed
transactions and between monetary and non-monetary ones do not show in the
tables as presented at the moment. This aspect was one that needed to be
considered and highlighted in the revised version.

(109) Considerable thought still needs to be given to terminology and to how
these classification hierarchies are to be identified. On terminology the use
of 'other' abounds and on occasion this can be used more than once in
identifying an item at a low level in the hierarchy which is obviously confusing
to the users. A simple numeric scheme has been used to identify level of the
hierarchies including decimal points. These latter are necessary because some
of the numbers go above nine. This leads however to very ungainly references
such as 3. .1.10 and it was hoped that some more congenial terminology and
numbering systems could be introduced.
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(102) Several participants made the point that at present many users found
it difficult to relate the comprehensive presentation of the overall system in
Table 2.1 with subsequent tables. As a result some users by-pass the discussion
in Table 2.1 and never gain a complete overview of the system. Further, because
they do not understand the way the tables inter-relate they choose those tables
which seem most 'relevant' and compile these only. It was felt to be very
important that the new Chapter 2 should be aimed &t such a level that it was
possible for someone new to the area of national accounts to gain an
understanding of the inter-connections of the system. The Blue Book cannot be
all things to all people and it would be impossible to span the entire range
from elementary and introductory text book to a comprehensive detailed reference
manual but one of the major problems with the existing SNA is the alienation
that many readers feel with the method of presentation in the early chapters.

(103) Several participants felt that one of the problems of understanding
the system at present was due to the matrix presentation. It was suggested that
T accounts were much easier to understand and that therefore if the presentation
concentrated on this format of the accounts users would find it easier to follow
the arguments put forward. While there was some considerable sympathy with this
point of view, there was also a strong feeling that the matrix presentation is a
very powerful and coherent way of explaining the inter~connectiveness of the
system and that as agreed in earlier meetings both presentations should be
preserved. The suggestion was made, however, that it might be more appropriate
for the matrix presentation to appear at the end of the Book rather than at the
beginning so that users who had worked through the individual components of the
system could then see how they interact rather than having to make the attempt
to grasp a large inter—-connected system at the outset.

(104) It was difficult within the confiies of the Blue Book to think in
terms of increasing the readers' understanding by simplifying the system. This
introduced approximations which in the end caused difficulties. What had to be
done was to ensure that there was clarification of the concepts and these were
presented in a readily understood form. It was recognised that some readers
will find this easier through text and some through tables and the Blue Book
should cater to both needs. There was also some discussion about the physical
presentation of the Blue Book and it was felt with the new advances in printing
technology and the use of innovative typographical features the Book could be
made more accessible with indication given to users as to which parts are more
difficult and could perhaps be by-passed at a first reading. It was emphasised
again that the Blue Book should be aimed not just at the compilers of national
accounts but for users and for those concerned with a wider range of economic
statistics who wish to use the SNA as the overall framework under which they
could develop ancillary systems. The opening part of the Blue Book must explain
the use of the system as well as an overview of the accounting structure.

(105) Discussion then turned to the presentation of Tables 1| and 2 in Annex
1 of the paper. Table ! is a supply and use table and Table 2 showed
institutional sector accounts. Only one Table | had been shown in the Annex but
it was been envisaged that such a supply and use table would exist for each
institutional sector in accordance with the recommendation made at the
Production Account meeting that production accounts should be compiled by
institutional sectors. While the participants endorsed that conclusion they had
reservations about whether the detail given in Table | was necessary or even
feasible at an institutional sector level. In general it was felt that the
information shown on production accounts in Table 2 was adequate. The only
point at which a cross classification was needed between institutional sector
and establishment was felt to be in relation to value added. A further version
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of this paper is to be presented to the meeting in July and it is hoped by then
to include numerical examples for Table | by institutional sector so that a
group had a clearer feeling for exactly what was being suggested before taking a
firm decision on this.

(106) Table 2 showed accounts for institutional sectors but only at the very
aggregate level. Annex 2 showed the classification of transactors and text
would eventually be supplied to explain where cross classifications between
different types of sectors were required. This would imply among other
applications that there would be a three dimensional classification for the
accounts relating, for example, to income appropriation and distribution. By
expanding the categories of the household sector and these two parts of the
income and outlay account and collapsing much of the rest of the table cne
could draw attention to those aspects of the social accounting matrix that had
been canvassed earlier as being of considerable importance in studies of poverty
and examining the effects of structural adjustment on economies. In a similar
way the entries related to assets and liabilities could be presented in three
dimensions leading to a detailed flow of funds table with assets distinguiched
by type and identified by creditor and debtor. ’

(107) Annex 2 shows a number of classifications. Firstly of transactions,
secondly of transactors and then supplementary classifications. These
constitute such classification systems as ISIC, COFOG, classification of
household goode and services etc. There was extensive discussion about the
layout and entries in the tables in Annex 1 and the contents of the lists in
Annex 2. On a number of points participants remarked that they did not feel the
conclusions from earlier meetings had been fully taken into account in the
preparation of these tables and it was agreed that there needs to be a very
careful cross check between earlier decisions and the layout of these tables to
ensure consistency.

(108) The tables as presented are very similar to those that are shown in
the present Blue Book and the innovations that have been suggested for the new
Blue Book in distinguishing, for example, between actual and imputed
transactions and between monetary and non-monetary ones do not show in the
tables as presented at the moment. This aspect was one that needed to be
considered and highlighted in the revised version.

(109) Considerable thought still needs to be given to terminology and to how
these classification hierarchies are to be identified. On terminology the use
of 'other' abounds and on occasion this can be used more than once in
identifying an item at a low level in the hierarchy which is obviously confusing
to the users. A simple numeric scheme has been used to identify level of the
hierarchies including decimal points. These latter are necessary because some
of .the numbers go above nine. This leads however to very ungainly references
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(110) Several participants commented on the apparent imbalance :in Table 2 of
Annex 1 between information relating to the capital accounts which occupied
nearly two pages and to production account information which was contained in
less than half a page. While recognising that at present some countries may
concentrate too many resources on production account to the exclusion of the
capital account several participants felt this to be rather too great a reversal
in balance between ths two.

(111) Table 2 combines items that are presently shown in the balance sheet
and reconciliation accounts and this was felt to be appropriate. Doubts were
expressed, however, as to whether it is necessary to have change information
embedded in the balance sheet as well as in the capital accounts as presently
shewn.

(112) There was a question raised about the incorporation of VAT information
and in response Peter Hill explained that he felt it would be helpful to first
of all treat the question of valuation in the absence of VAT and then discuss it
when VAT was introduced.

(113) The importance of presenting the accounting framework in a way that
was comprehensive and comprehensible and in agreement with earlier decisions was
such that it was impossible to treat all of the points arising in open
discussion. It was therefore agreed that all participants would be asked to
forward their detailed comments on the paper as it stood to Jan Van Tongeren and
to UNSO with copies to Peter Hill and Andre Vanoli so that these could be
incorporated into a revised version of the paper to be discussed at the meeting
in July 1989,

Reconciliation of Tax Classifications

(114) Jonathan Levin introduced a paper 'Reconciliation of SNA and

OECD IMF tax classifications'. This paper aimed to eliminate some outstanding
differences between the two sets of tax classifications. Basically the
differences were of two types. The first relates to inheritance tax which the
national accounts regard as capital but OECD/IMF treats as current. Unless and
until the SNA treatment of capital transfers was changed it was felt it was not
possible to reach harmonization on this topic. However as agreed at the Expert
Group meeting on the Public Sector accounts inheritance tax will be called a tax
in the SNA. The other matters concerned much smaller items under the heading of
'compulsory fees'. Some of these are treated as taxes and some as payments of
services and the difference between the two is at present not the same in SNA
and OECD/IMF. Many of the items are small such as licences to hunt, fish and
shoot. Classification of them had, nevertheless, occupied a great deal of time
in OECD/IMF meetings and in the end it had been agreed that only a convention
could be used to decide which category they should fall in. It was therefore
agreed that on these items the SNA should follow that convention which implies
that motor vehicle licences and licences to hunt, fish and shoot would be
treated as taxes and all other compulsory fees would be treated as payments for
services. With the exception of the current or capital nature of inheritance
tax, therefore, there should be consistent treatment between the SNA and GFS on
classification of taxes.



- 30_

Issues Qutstanding

(115) Despite extending several of the sessions it was impossible to cover
all of the items on the agenda in the time available. The items that were not
covered due to lack of time covered incroducing the concept of total consumption
into the SNA, implications for the income flows for households and general
government, how to treat intermediate consumption of non—market services
provided free of charge by govermment to market producers, wages and salaries on
entrepreneurial income, the treatment of natural growth and the relationship
between cash and accruals.



(3
4
¢ 35)
(6)
7

(10)
(1
(12)
(13)
(14)

(15)

(22)

(23)

(24)

(25)

(26)

~31-

~

LIST OF DOCUMENTATION PREPARED FOR THE MEETING

Treatment of R & D expenditures in the national accounts

Mineral exploration

Two loose ends: software and nuclear fuel

Fixed capital formation by owner and user

Population and employment figures for ESA and SNA

The imputation for bank service charges: measurement and allocation
Treatment of ingurance.

Sectorization of social security funds

Sunmary of comments received on the paper 'The residence of
technical assistance personnel’

Final draft of the revised ISIC

Comments on household sector classification

Three topics concerning the household sector
SAMs, income distribution and the SNA review
Environmental accounting and the SNA

The concept of income and the distinction between current and
capital items.

Current and capital transfers

Material for the discussion on inflation accounting

Changes in stocks and holding gains

SNA accounting structure reconsidered

Reconciliation of SNA and OECD IMF tax classifications

Introducing the concept of total consumption into the SNA
implications on the income flows for household and general

government

How to treat intermediate consumption of non-market services
provided free of charge by government to market producers

Wages and salaries and entrepreneurial income

Extract dealing with enterprises and establishments from
production accounts for industries and the input/output
table

Relationship between cash and accruals

Cross referencing the new Blue Book
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SUMMARY AND CONCLUSIONS

Capital
1. The existing concept of capital should be extended.

Research and Development

2. Expenditure by all sectors on all types of R & D will be treated as capital outlays.

3. In the SNA a broader definition of R & D will be given than in the Frascati manual, but it
is expected that in practice the data compiled according to the narrower principles in the
Frascati manual will have to be used. This will include R & D expenditures on both NSE
(Natural Sciences & Engineering) and on SSH (Social Sciences and Humanities), as
defined in the Frascati manual.

4. The R & D assets will be amortized over periods determined by considerations such as
patent lives, commercial accounting practices or in accordance with tax legislation.

5. These assets will appear in the balance sheets of their owner.

Mineral Exploration

6. All expenditures on mineral exploration will be treated as capital formation whether or not
the exploration is successful.

7. The appropriate amortisation period will be the average life of producing mines or wells.



Software
8. The decizion taken in the Production Account meeting to treat as capital both purchased

software and that developed in house if the expenditure is significantly large and if the
product is expected to have a protracted life length was confirmed.

9. The term "software” is to be defined in the SNA as comprising computer programmes,
programme descriptions and supporting materials.

10. Significant expenditures on the purchase, development or extension of computer databases
that are expected to be used over several years, whether marketed or not, will be treated as
capital.

"Intellectual Property”

11. The extension of capital formation to include the items discussed in recommendations 2 -
10 pointed to the possibility of treating the acquisition or own account production of other
"intellectual property” such as films, TV series and sound recordings as capital formation.
A paper considering the coverage, characteristics and data problems relevant to this
possibility will be prepared for the July meeting.

Nuclear Fuel Rods

12. Since these have a life length of about 3 years they should in principle be treated as capital
in the SNA.

Fixed ital b r and User

13.  In the main accounts and balance sheets capital formation and capital stock will be
classified according to owning sector based on institutional units as units of classification.
Additionally, the SNA will recommend classifying capital formation and capital stock by
kind of activity, based on establishment as units of classification. This should be done for
both using and owning kinds of activity.

Population and Empl

14, Population and employment data consistent with SNA definitions of residency, timing etc
are needed for use in conjunction with SNA aggregates, and this should be emphasized in
the new Blue Book.



15.
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Data expressed in person hour” worked rather than simple head counts should be derived
where possible as measures of the "vclume" of labeur inputs.

Valuing the Imputed Qutput of Financial Intermediation

16.

17.

18.

19.

20.

22.

23.

Estimates of the output of financial intermediation should be made for all units irvolved in
financial intermediation.

The imputed output of financial intermediation is to be measured by deducting from
property income received by financial intermediaries the interest paid on deposits, bends
and bills i-sued. In principle income from the investment of their own funds shoviu be
excluded from the measure of their output. A further paper containing numerical examples
will be prepare for the July meeting showing how this exclusion is to be achieved and will
review the treatment of payments and income on marketable securities.

Measurement of the output of financial intermediaries should not be adjusted for capital
gains and losses, provision for bad debts and debt write-off.

Attribution of some imputed service charges of financial intermiediation to exports implies
that imports of such charges should also be recorded where appropriate.

The paper mentioned in paragraph 17 will also address how the allocation of imputed
service charges of financial intermediation between categories of final demand and
intermediate demand and the calculation of such imported services is to be undertaken.
This includes the separation of attribution to households as producers and as consumers.

The paper will also consider to what extent data for each of the financial corporation sub-
sectors should be consolidated. There should be no consolidation between the sub-sectors
agreed to at the Financial flows meeting nor between public and private sub-sectors.

In principle the attribution of imputed service charges of financial intermediaries to
intermediate demand is to be allocated among all producers.

The questions of time of recording of interest flows and whether taxes on interest are taxes
on production or on income were deferred.

Insurance

24.

For both life and casualty insurance, the service charge will be defined as:

Gross premiums earned
+ net income from investment of technical reserves
- Claims due
- Changes in technical reserves and reserves for with profit insurance
net of the Capital gains and losses allocated to the insured included in these

technical reserves.
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26.

27.

28.

29.

The reserves of pension funds in excess of Labilities to contributors will be treated as
assets of the pension funds and not of the contributors

Allocated capital gains and losses should appear in the reconciliatio account.

All insurance premiums and claims for casualty insurance are to be recorded as current
transactions.

To re-establish the identity between net premiums and claims in respect of casualty
insurance, the net income from investment of technical reserves will be shown as

" distributed to policy holders and returned by them to the insurance enterprise, as is done

for life insurance.

Service charges on imports are to be calculated as gross premiums less value of imports
lost in transit (which can be approximated by claims).

Sectorisation of social security funds.

30.

General government will be subsectored two ways of equal rank: central, state local
government excluding social security funds, and social security funds; central, state and
local government including social security funds each broken into social security funds and
other.

Technical Assistance Personnel

31.

32.

33.

34.

35.

Technical assistance personnel who are resident for more than one year will be treated as
resident in the recipient country and their output as part of the output of the recipient
country. The payment by the donor is treated as a current transfer. This treatment applies
equally to personnel supplied by international organisations.

The definition of statistical units should be identical in SNA and ISIC.
For SNA purposes, autonomy should not be a criterion for defining an establishment.

The introduction to the revised ISIC should make a clear distinction between the ideal
definitions from rules for their application in practice.

Terminology - such as primary, secondary and ancillary activities - should be identical in
ISIC and SNA.
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The definitions of units may need to be adapted in the light of ongoing work on service
industries.

Household sub-sectors

37.

38.

39.

40.

41.

With regard to the classification of outworkers, an outworker should be considered an
employee if

a) there exists an explicit or implicit contract or agreement of
employment
and b) the renumeration received depends
basically on the time worked or amount
produced.

An outworker should be considered an "own-account workes" if

either c) there is no contract or agreement of this type and the decision on
markets, scale of operation and finance is in the hands of the
outworker

or d) there is no contract and he owns or rcnts the capital equipment
used in the production process

and €) the remuneration is a function of receipts or profits of the value cf
sales.

In the household sector households will be sub-sectored into four groups: employees, "own-
account workers", employers, and other.

In the first draft of the Blue Book, the criterion for household classification will be the
income of the reference person. This will be reviewed when the ILO basis of classification
is defined.

Further consultation with ILO will take place on the distinction between formal and
informal sub-sectors with the intention of reaching a common definition for use by ILO
and the SNA.

The 1968 Blue Book includes the link between income generation and household
consumption but this needs to be emphasised and further articulated in the presentation of
the accounting structure, of the production, income and outlay and capital formation
accounts. (See also recommendation 54).

i



Environment

42,

43,

The Blue Book should discuss the interpretation of the main national account aggregates
in relation to environmental degradation, depletion and defensive expenditure as they
affect the production boundary and classification of assets in the balance sheets e:c which
would clarify links to a future framework of environmental accounts.

National accountants should actively co-operate with environmental economists in
developing satellite accounts consistent with the SNA framework.

Definition of Income

44.

The definition of income as the maximum amount that can be consumed in a period while
maintaining initial capital and net capital transfers received in that period intact will be
used for purposes of explaining the concept of income in the system.

Capital Transfers

45.

46.

47.

Holdin

48.

The concept of capital transfer will continue to exist in the SNA. A transfer is distinguished
as being capital rather than current in nature according to several criteria : i) purpose ii}
source of funding iii) size and iv) frequency. Since these may be in conflict a hierarchy
among them needs to be established.

International capital transfers are to be distinguished according to the same principles as
domestic capital transfers. In this case purpose may be the main criterion but it is not the
sole one. A list of examples of capital transfers is to be provided in the SNA. The
placement of capital transfers in the balance of payments account was not determined.

A study is to be prepared for the July meeting exploring the advantages and disadvantages
of allowing a transfer to be treated as current by one party (sector) to the transaction and
as capital by the other party. The study will also examine how the resulting imbalances are
to be reconciled.

ains an

Holding gains and losses will be identified in the system in the reconciliation accounts
where gains and losses on financial and nonfinancial assets will appear in conjunction with
one another.
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49. Holding gains and losses on monetary assets will not be treated as income. They will not be
integrated in the income and outlay accounts but will be shown as a memorandum item. A
handbook dealing with all the problems of hyper-inflation will, inter alia, describe how to
prepare separate tables integrating this information on holding gains and losses

Changes in stocks

50.  Changes in stocks in the SNA are valued by cumulating entries to, and withdrawals from.

stocks at the prices prevailing at the times the entries or withdrawals take place and this
remains the correct theoretical treatment in the system despite the considerable practical
difficulties of implementation.

Accounting framework

51.

52.

s3.

54.

56.

The opening chapters of the new Blue Book should serve as an introduction to the system
for users as well as compilers. These chapters should not be aimed at specialists in national
accounts.

T-accounts are easier to understand than accounts in matrix form, although the matrix is
useful for providing an overview of the system. Both types of presentation are therefore
required.

The physical presentation of the new Blue Book is important. Modern typographical
techniques should be used to guide readers through the text.

Supplementary tables and matrices will be included containing three dimensional
classifications of household income and expenditures as included in social accounting
matrices and of flow of funds.

The suggested accounting framework will be further elaborated and illustrative numbers
will be included for the July 1989 meeting.

The draft of the tables and classifications which constitute the system will be reviewed
taking into account the comments made in this meeting, those made in writing to UNSO
and taking into account the decisions from previous meetings.

Tax Classifications

57.

In the SNA the distinction between those compulsory fees to be treated as taxes and those
to be treated as payments of services will be identical with the distinction in the OECD-
IMF tax classification. This implies that by convention motor vehicle licenses and licenses
to hunt, fish and shoot will be treated as taxes; all other compulsory fees will be treated as
payments for services.

e :«g“!
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